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INTRODUCTION

In the fourth decade of the last century the
British Frovinces in iorth imerice were granted responsible
government. With the psssing of the control of the public
purse to the elected Assemblies, there was adopted & bud-
getary system analsgous to thst of Great Eritain. The
system was continued after Confederation bhoth by the new
Dominion Government 2nd by the provinces. The Minister of
Finsnce presents sn snnuael Budget to the House of Commons,
end, in the course of his stz tement, reviews the financial
results of the past fiscael yesr, presents estimstes for the
renzinder of the current year snd for the year just commencing,
and asnnounces his proposaels for &n increasge or decresse in
texation, or for other chenges in fingnecisl administrstion,
which Parlisment is to consider. The emmual Financieal
Statement crestes, as a rule, & lengthy debate, in the course
of which the policies of the government in matters of fiscal
and financial concern are in turn condemned snd defended.

It is the aim of this thesis to survey the fisczl
and finencial history of Canade, in the first three decades
after Confederation, by means of & study of the znnuel Budget
speeches. In sccordance with the plan adopted, there is
presented & sketech of the financisl history of the Provinces
before Confederstion, and of the organization of the Dominion
finances in 1867. There follows & summary of each Budget

statement, and of the criticism offered by the principsal
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speaker of the Opposition. On metters of importsnce the
erguments of other speskers zre zlso considered. In view
of their obvious effects on financiel policy, economic
conditions «nd changes in the country are outlined, as are
&lso changes of policy in the United States which affected
Cenada. At the conclusion of esch chepter +the course of
revenue, expenditure, and debt, in the period desalt with,
is briefly reviewed. The finel chapter presents & survey

of Dominion finsnce from 1867 to 1896.



CHAPTER I - Revenue and Dxpenditure in British

North America to Confederstion.

The French Régime - Struggle for Control of the Publiec
Furse, 1791-1846. - Early Taxetion in the FProvinces. -
Teriffs and Protection; Direct and Indirect Taxation.-
Provincial Expenditure and Debts. - Finencial Froblems
of Confederstion end their Solution.

"Now, Sir, I think it is a matter of which
every honoursble member is sensible, that the
insuguretion of the Union has not been un-
accompanied with very considerable financial
difficulties.”

- Hon. John Hose (1868)

THE FPRENCH REGIME

Canada wss & province of irance until 1760, when,
in the course of the Seven Years' wer, the Znglish took
possession of it. although the IFrench occupetion had con-
tinued for two end a half centur ies, the colony had made
little progress, politically or economically. In the field
of public finance there was no system of popular taxation.
The ling was supreme, and the power of taxation wes regsrded
as a sovereign ri_nt which was not delegzzted. This avpplied
even to temporary and local assessments levied for specieal
PUrnoOSes. "he revenue during this régime was derived almost
entirely from the customs, and from the royaelties connected
with the fur-trade.

Following the inglish Concuest, there was little
change until 1791. As under the French régime, the

territorial and casusl revenues, consisting of certain



seigniorial dues, and the proceeds of the sale of

government timber end land, were reserved to the Crown.(1l)

The british Parliement reserved for itself the right of
levying texes ahd of reguleting the trade end commerce

of tre colony. (2) In 1778, however, it psssed the
Veclaratory ict,(3) renouncing forever "the right of taxing
the colonies 1o provide Imperial revenue, but meintained its
claim to impose duties considered necessary Tfor the regulation
of trede, the proceeds to go towards defraying the expendi-

tures of the colonial edministrstion.” (4)

STRUGGLE FOR CONTROL OF THE PUBLLIC PURSE, 1791 - 1846

In 1791 the Comstitutionsl Act divided the colony
into the Provinces of Upper and Lower Cenede, and created
e reyresentetive assembly in esch. Under this Act the
cfritish Fgrliament continued to reserve to itself the right
to regulate trade and commerce; the local legislature could
not repeal certain duties imposed by the wuebec ict of 1774;
the income from this source, &s &lso the territorisl revenues,
reme ined under the exclusive control of the executive brench
of the government. rhe Houses of Assenmbly hed control only
over the proceeds of texes collected under the suthority of

their own laws. ‘ne executive wes thus rendered elmost

(1) The wuebec Zevenue Act, 1774, 14 Geo. III, c2p.88

(2) The Quebec Act, 1774, 14 Ceo. III, cap 83.

(3) The Colonial Tex Pepeal Act, 1778 18 Geo. III, cap.l2.
(4) Censda Yesr Book, 1927-28, pp. 805 - 806.



entirely independent of the legislature beceuse of the
fixed and permenent sources of revenue =t its commend. If
the royal revenues proved insdecuate to defray the expenses
of the government, the deficits were covered by imperial
funds from the English military exchecquer.

This state of affairs wes resented by the elected
Asgsemblies, and there ensued the long conflict between the
executive and the legislsture over the control of taxation
and sppropriations. Circumstznces fevoured the popular
parties, but unrest snd & rebellion were necessexry before
the control of the purse passed into the hands of the
Assemblies. In 1831 the British Terliament passed the
Cenadien nevenue Control Act, which placed the customs
duties 8t the disposel of the legislatures. Only the
reletively insignificant territorial or casual revenues now
reme ined subject to the Crown. Lord Durhem's report of
1839 chenged the sdministretion of the finences of the
colonies. By the Act of Union of 1840, the proceeds of the
casual and territorial revenues were henceforth to be paid
into the treesury of the newly-created Province of Canada,
to be disposed of at the will of the legislature. The
Eritish Perliement, however, still reserved to itself the
right to levy duties, and to regulate the trade and commerce
of the rrovince. The last teriff it imposed on Cansda wes
trnat of 1842. The struggle for responsible government

terminated, as far as taxation was concerned, in 1846, when,
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by an Act (1) of the british Prrlisment, the Assembly
obtained complete control of & 1 revenues and expenditures
of the government. "he princirle that all taxes should be
imposed and 211 supplies voted by the elected LHouse finally
came into effect.

The finences of Cansde, in the first half of the
nineteenth century, thus provided & politicsl and constitutionzal
struggle. The discontent wes not over taxation or teriiff
policy, but over the control of the public purse-strings of
the colony. Financial policy was a secondary considerstion

while the constitutional battle was waged.

EALY TAXATION IN THE PROVINCES

The three sources of revenue of both Upper end
Lower Cansdea were the Imperiel duties, the irovincial duties,
and cervain casual and territorial revenues. The cus toms
duties were collected in the lower province, end Upper Cansda
experienced difficulty in obteining a just division of them.
It received only one-eight of the duties collected before
1824, when the oroportion wes increased to one-fifth. With
e growing populetion and with lergedeficits, it was compelled
10 egteblish & system of locel assessments, and lergely to
lezve to the localities their own works. Upper Canads
peesed its first ossessment act in 179&, in the form of a
personal property tex. Provincisl direct taexation was

avoided by the Act of Union of 1840, which instituted a

(1) 9 and 10 Victoria, cap. 94.
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system of municipal government, and by the beldwin Act

of 1849, the first general municipel act in the province,
which made possible the extension of the personal properiy
tax.

In Upper Cansde the institution of & system of
local assessment wes not difficult because the United Empire
Loyalists, who had settled there, were familisr with the
local self-zovernment of the Americen Colonies before the
Zevolution. The French-Canadian majority of Lower Caneds,
however, was always opposed to direct taxation. The
opposition was so successful thet "we find the crude system
of the 01d Régime still holding sway" (1) until just previous
to the Union of 1841. The fact thaet the province reteined
the lion's shsre of the customs duties for itself ensbled
the legisleture to underteke locsl works which lster would
be left to the municipslities. Lord Durhem condemned this
aveence of direct taxation for general or locsl purposes,
beczuse of the consequent insufficiency of the necessary
public services and works. -Dhis stete of affairs wes
remedied after the passing of the first effective municipal
act (1845), when the loculities were restricted to & tex on
real property, later supplemented by business taxes. Lower
Canade was the only province which had no recourse to & tex

on personal property. Its system was more in conformity

(1) Solomon Vineberg: Frovincizl and Locsl Taxation in
Cenada, (¥ew York, 1912) p.34.



with the principles of public finsnce, 2nd the other
rrovinces abandoned the personel property tax on realizing
that it wes an inecuiteble basis of taxation.

In the ieritime Provinces, also, the settlement of
the United Empire Loyalists facilitated the introduction of
locel assessments, In 1763 provision for & resl =nd personsl
property tax was made in Nova Scotia, and a similer tex was
introduced in Hew Brunswick in 1850 (1) The late institution
of municipal government in these provinces necessitated the
provision of funds for local purposes by the jenersl legis-
lature as late as the 'seventies. 'his wes ean important

consideration in the finencial arrengement of 1867.

TARIFFS AND PROTECTION; DIRECT AND INDIRECT TAXATION

The lzte development of municipal institutions in
the British Lorth American Provinces necessiteted 2o greater
provincial revenue because the lezislature was often called
upon to provide aid for purely loczl works. The funds of
the provinces were derived from the proceeds of sales of
public lends, end from customs and excise duties., The
customg duties had been from the beginning the mainstay of
Cenedian finearice. "Previous to the formation of the
Dominion, both the United Cansdas and the sa-called haritime
Provinces - namely, liova fcotia, New Brumnswick, and Prince

Edwerd Island - had derived the mejor part of their provincial

(1) Ibid, p. 37



revenues from customs duties. Indeed, fully four-fifths
of the receipts of the Province of Censda between 1841-1867
were obtsined from this source.™ (1)

Under the French Régime there had been restriction
and monopoly but no protective or revenue tariff in the modern
sense of the word. After the British concuest there began
to be =2pplied to Cansda "the same uLavigation lLaws and
reguletions which were beginning to prove so irriteting to
their fellow subjects, and recent enemies, on the Atlantic
sea-board.™ (2) But the customs duties of the earlier part
of the nineteenth century were smell end of little account.
By 1846, however, the tsriff system had rendered Cesnsde and
the other provinces elmost a&bsolutely dependent upon the
teriffs and preferences of Great Zritain.

“hen the Corn Laws were gbolished. Cf the
congecquences, Alexsnder “illoch Galt wrote:

"The protective colonial system of Greet Britein having
been previously the settled policy of the Empire, the
province (of (enads) hed itself incurred very hesvy
liabilities uron public works, dependent for success
upon its continuance, end meny other commercial

interests had 2180 grown up under it. +he sudden and

(1) W.G.Villard end ¥.W.7illoughby: The lsnadien Budgetary
System. fNew Yorl, 1918) pp.s6-57.

(2) J.C.Hopkins: The riscel History of Canada - in "Can=da:
An Encyclopzedia of the Country," Vol.l, p. 286. (1918)



unexpected chenge produced very serious disasters;

and in 1849, Canada found herself with an exhsusted

eéxchequer, a crippled commerce, and depreciated

credit.”™ (1)

After 1846 all the colonies exercised their own
control over the regulation, collection, and distribution
of revenues. Texation and teriffs were cnanged. Cus toms
duties were imposed on imports from Great Zritein snd the
other oritish provinces. Closer trode relations with the
United Stetes culminated in the Elgin-lercy rfeciprocity
Treaty of 1854, which provided for free trade in the products
of the ferm, the sea, the forest, and the mine. The Tresty
wes gbrogeted by the United States in 18co.
In the meanwhile a protective spirit was develop-

ing in Censda. The increases in the tariff to 1857 had
been gradual and fairly reguler; they were imposed because
of the need for greater revenue. But in 1858-1859 there was
passéd the Galt-Ceyley Teriff, which was the firgt sttempt
to establish incidental protection in Canedsa. The chenges
merked a distinet departure from the o0ld policy. "They were
mede not only because of the increesing need of the province
for revenue, but beczuse of & strong popular demand for
protection. Yor the first time in Canada orgenized pressure

wes brought to beer upon the goverrmment to influence its

(1) Hon. A.T.Gelt: Ceneda, 1849 to 1859, p. 7.



fiscal poliey.

"Protectionist sentiment had been growing
steadily in Cansde e.... But it wes not until the crisis
of 1857 brought hard times, unemployment, emigretion to the
United States, fzlling off in home demend, and cessation of
the stream of British capital, that the seed thus planted
fell into fertile ground. Hard times gave rise to the
first protectionist movement in Canada, just as twenty years
later they prepered the way for the second end more enduring
campaign, the campaign which estsblished 'the National
Policy'." (1)

Gelt, as llinister of rinence of the Frovince of
Cansde, admitted that in his fiscal legislation of 1858 he
was "governed to & very great extent by the policy of the
United States With regard to their tariff.... ‘e have
consecuently," he: edded, "never been able to impose duties
on many of those articles which in other countries are
regarded as the most fit subjects for revenue." (2) He
adopted the principle of admitting raw materials free, of
imposing & low duty on quasi raw materials, and 2 higher
duty on manufactured goods. The averagze duty was 17 per
cent.(3) This poliey of incidental protection sroused
resentment in England, but Galt successfully asserted
Cansda's right to make her own teriffs without dictetion

from the merchants of ilanchester and theffield.

(1Y 0.D.Skelton: The Life and rimes of Sir Alexender Tilloch
| Galt, {Teronfo; 1920) pp. 268-269,

(2) Hon. 4.T.Galt, Budget of 1862, p.2l.

(3) Galt: Cgnada, 1849 to 1859, p. 39.
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In 1862 Galt proposed tariff reductions, eand
illustrated the prevailing view in this statement on the
changes of 1858 -~ 1859: "We ere now permitted by circum-
stances to reconsider this legisletion, &nd to plece it on s
footing which will be more consistent with sound political
economy, and consequently imore conducive to the prosyerity
of the people.” (1) 1In the-alterations which he proposed,
he simed =t this one object, "to get the utmost amount we
can, coupled with unrestrained end unembarassed trade.”™ (2)
But the defeat of the ilecdonsld-Certier Administration pre-
vented the proposed changes from going into effect.

There ensued the deadlock in government which wes
8 leading contributory ceause to the confederation of the
provinces. In the debates at the Quebec Conference asnd in
the provincicl legislatures, the teriff was & very contentious
problem. Thus, Christopher Dunkin, in his speech on
Confederstion, said: "ile cannot shut our eyes to the fact
thaet the customs tariff must come down. There are no two
ways about that. Our teriff is much higher than those of the
Lower Provinces; and the advwocates of Confederation there
have to assure people that their tariffs will not be mater-
ielly raised, in order to get any sort of hearing for the
scheme. To tell them thet the tariff of Canade is to be
that of Confederation, would be to ruin the chences of getting

e. fevourable reception for it. We are msrching fast and

(1) Galt, Budget of 1862, p.32.
(2) Ibid, p.3l.
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steadily towards free trade, we must meet the views of the
people of the Lower Provinces, who =re hostile to hizh
tariffs +.... well, if the customs taeriff is to come down
lerzely, we must look for & decreace of revenue .... When
the object of reducing the teriff is to meet other exigencies
then those of revenue, one cen herdly hope to get such a
taritt es shall give us the largest revemue satteinsable.™ (1)
Circumstences, however, fgvoured the success of
Confedersztion. ‘he prosperity of the provinces, resulting
largely from the increased demend for their products by the
United Stetes, at the close of the Civil VWer, mesde possible
the reducztion of the jenerel teriff in 18¢6, to 15 per cent.
“his wes the teriff edopted by the Confederation. ‘he Act
of 1867, also, inaugurated free trede between the provinces.
Customs duties hazd been the mein source of
provincial revenue, and continued to be the principal item
in the Dominion receipts. Lauch criticism, especially by
England, was levelled st what was regarded as this undue
relience on indirect texation. Leading stotesmen of the
period sgreed tnet direct texation was rreferasble. In his
gddress on the (uebec mesolutions, Gslt said that direct
imposts afforded "the surest guerentee tnet the people will
tzke & healthy interest in their own afisirs esnd see thet no
extrevegance is committed by those nlaoced in power over them..

Indeed, I do not hesitste to say, thet if the public men

(1) Perlismentary Debates on the Confederstion of the
british Forth American Provinces, 1865, p. 254.



- 12 -

of these provinces were sufficiently educated to under-
stand their own interests in the light of the principles
of politicel economy, it would be found better now to sub-
stitute direct texation for some of the indirect methods by
which taxation has been imposed upon the industry of the
people." (1) Lievertheless, he sgreed thet the people
would not lend their support to any govermment imposing
direct taxes, unless some overwhelming necessity forced it
upon them - "the necessity of providing, by extrasordinary
means, against dangers by which the peace, happiness, and
prosperity of the country may be threatened, in fact, by
some of those great disturbing causes which are frequently
the beginning of the most important financial changes." (2)
Galt's prediction was fulfilled when, under the stress of
World Viar conditions, Cenasds imposed & federal Income Tex
in 1917.

In the 'sixties direct taxation wes impossible in
Canada. Although in England there were taxes upon property
and income, and in the States of the Union large sums were
being raised by & direct property tex, it was the opposition
t0 2 minor direct tax levied in connection with the lilitia
Bill that caused the defeat of the government in 1862.
Hector Langevin, Solicitor-General of Canada Zast, essured
the people that Confederation would not necessitate direct

taxes, and asserted that talk of direct taxes was merely an

1) Confederation Dehates, op. cit., pp. 68-69.
2) Ibid, p.69.
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ettempt to frighten the country. (1)

Apert from popular ovposition, direct texation
would have created difficulties in the Canada of the second half
of the eighteenth century. An income tex yielding any sub-
stantial amount would scarcely have been possible in view of
the smell incomes of the people. Further, the people were
not sufficiently educeted to be fit for direct taxation. And,
as the revenue derived from the public lands was wholly
devoted to the settlement of those laends, snd the revenue
from public worxs was not up to expectastions, indirect sources
of revenue had to be resorted to. (2)

Opposition to direct taxation was by no means con-
fined to Canads. As Gelt justly ssid: "It certainly sppears
singular that Canada should be reproached with & departure
from sound principles of finance, when, in order to pay her
just debts, she imposes higher duties on the articles she her-
self consumes, when in England itself the same means are Te-
sorted to, and no less than <« 28,000,000 sterling obtained
from Customs duties end &£ 17,000,000 from Excise. If in
Great Britain, where such an enormous amount of realized
wealth exists, 1t hes only as yet been found possible to raise
one-gixth of the revenue by direct téxation, it need recuire
no excuse if Canads hes to raise her revenue slmost wholly
by indirect meens.” (3) As late 28 1853 there was no

permenent basis for taxation in Great Britein. The income

(1) Ibid, p. 377-378.

(2) Hon. A.T.Galt: Speech at the lLiznchester Chember of Commerce,
, cepts 1862, ped.

(3) Gelt: Cansda, 1849 to 1859, p. 38.
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tax was regarded as a temporary expedient, =2nd not as an
integrel part of the revenué. (1} In the general election
of 1874, Glasdstone advocsted and promised the abolition

of the income tax.

In 1861 England derived only 24 per cent of her
total revenue from direct taxation; and in 1871 this was
reduced to 20 per cent. (2) In the United States, in 1860,
about 25 per cent of the totel federal revenue was derived
from indirect taxation. ihile the Civil %er Income Tex
reduced this proportion, even in 1866 direct taxetion pro-
vided less then 30 per cent of the revenue. (3)

The principle zdopted by Canads in its fiscal
policy, @s has been shown, was that of a tariff for revenue
which afforded incidental protection. rthe average rate of
duty in 1866 was 15 per cent. At this period, in zZnglend,
the free trade work of Peel and Gladstone was practicelly
comple ted. In the United Cttates the Civil war mede necess-
ary an average rete of customs duty of slmost 50 per cent.
Thus, when the Dominion of Cansds wes born, its taxation
policy did not differ very greatly from those of the more
important nations of the world. Its fiscel policy wes pro-
tective, when compered with thet of England. In comparison
with that of the United States it wes & very moderste form

of protection.

(1) J.F.Rees: A Short i'iscal and rinencisl History of Englend,
1815-1918, p. 112.
}2) Sir Robert Giffen: Economic Inguiries snd Studies,
(London, 1904) Vol 2, 9. 335.
(3)D.R.Dewey: Financisl History of the United Stetes,
(Hew York,1909)pps 267; 395,




PROVINCIAL EXPENDITURE AND DEBTS.

The revenue for which the taxation and fiscal
volicies of the provinces were devised was largely mecessi-
tated by their public debts. In the year ending June 30,
1867, out of & total government expenditure of 14,727,282,
in the Province of Canesdsa, no less than 5,444,905. was
applied to interest on and redemption of the public debt.(1l)
At Confederation the debt of this rrovince, as subsequently
allowed, was over 73,000,000, By far the largest part was
contracted between the years 1841 end 1867. In 1841 the
debt of the United Provinces was af1,670,142, neerly all of
which was brought into the Union by Upper Cenada, the debt
of Lower Caensda being only 4?155,000. Rapid incresse
resulted in am allowed debt of 73,006,088 in 1867. (2)
Relative to the population and the resources of the country
this was & heavy liability, but, as Galt seid; "ile have the
satisfaction of knowing that that debt has been created for
objects of great utility, end that while the liabilities of
most great nations have been produced by csuses disastrous
to commerce and industry, ours have been incurred in the
opening up of the great chennels of communication through
the country, for the improvement end develorment of commerce,

for the sustenance of education, end for providing the mesns

(1) Public Accounte, Province of Cenada, 1866-67, pp. VI - IX

(2) J.Roy Perry: Public Debfe in Ceneda, pp.35-36 - in
University of Yoronto Studies in History and Economics,

(1897)  Vol. 1.

(3) Gelt: Budget of 1862, p.5.
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of dispensing justice throughout the land.™ (1)

Of the debt of 73,000,000 over 50,300,000 had
been spent on public works since 184l. Over $20,200,000 had
been syent on raeilwaeys, 17,000,000 on works connected with
navigation, 7,000,000 on publiec buildings, snd §3,800,000
on roads, The debt, therefore, was incurred for works that

were necessary for the welfare and prosperity of the Province.(2

FINANCIAL PROBLEMS OF CONFEDERATION AND THEIR SOLUTIOL.

The debts of the provinces, their systems of
taxation, and their gemneral finenciesl policies, created
serious problems for the stetesmen who met a2t Quebec, in 1864,
to determine & besis for the Confederation of the British
North ‘merican Colonies. Hitherto each province had been
gupreme within its bordere. "Under provinciel administration
revenues hed been collected without raising any question of
direct or indirect tazation - both me thode being open to the
Legisletures - and without eny reference to source other than
relative availability from either & productive or politicel
point of view. In like memner expenditures had been msde
with no distinctions as to objJects other than those demsnded
by the necessities of the case, and vhich the available

revenues permitted. Debts had been contracted snd obligations

(1) Galt: Budget of 1862, p. 5.
(2) Perry: Op. ¢itT; pod6.
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incurred which hed to be met by each Province. \hen, therefore,
the idea was broached of having & Union of the Provinces,™ and
of creating a new and superior governmental suthority, "the
difficult and intensely important question hsd to be decided
s to the division of powers - the modes of taxation and scoype
of expenditure, the assumption of public properties and of
Provincial debts.™ (1)

In the finsncisl earrangements finslly mede by the
Fa thers of Confederation, there was to be a definite division
of powers between the provincial governments, and the newly-
created centrsl government. Exclusive gurisdiction over
certain subjects was assigned to the Dominion end to the
provincial sdministrations, respectively. The financial
powers of each followed this division of subjects. To the
Farliement of the Dominion of Canade was assigned the power
of reising money by "any mode or system of texation," of
regulating trede and commerce; of borrowing money on the publiec
credit. It was to heve full esuthority over the public debt;
currency end coinage; snd banking. (2) To the legislatures
of the provirnces was iven the right of imposing "direct
taxation within the Province in order to the Raising of s
Revenue for rrovincial Purposes™; of borrowing money "on the

credit of the Province"; of regulating municipel institutions

(1) Hon. George Z. roster: Sketch of Canedien Financial History,
in "Canada: an Encyclopeedia of the Country," Vol.5,p.30l

(2) British North Americe Act, 1867, § 91.
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in the rrovince; and of issuing "Shop, Seloon, “svern,
Auctioneer, snd other licenses in order to the raising of a
nevenue for Provincial, Locel, or lunicipsl Furposes.™ (1)
As a consequence, the revenue basis of the provinces was
henceforth limited, while the field of financial operations
&llowed the Dominion, although specific, was very wide.

By the British liorth America Act of 1867, also,
certain property and public works belonging to the vsrious
provinces were to be transferred to the new Dominion Govern-
ment, which was to maintain them. (2) This included titles
1o canals, reilweys, lighthouses, customes houses, post offices,
armories, end other public buildings. In acquiring the
property, and in completing the public works thus trensferred,
the provinces had incurred heevy debts. 1t wes, therefore,
agreed that the Dominion Government should assume the debts
of the provinces. On Jenuary 1, 1864, thet of the Province
of Cenads was 67,263,995; of .ova Scotie, 4,858,547; and of
New Brunswick, $5,702,991. (3) The latter two hed incurred
additionsl engc:ements, and considering both those of the
present and of the future, they amounted to about twenty-five
dollers rer head of the population. As the per capite
engegements of Quebec were higher, and as ecusl trestment to

&ll provinces was necessary, it waes decided that each province

(1) Ivia, § 92.
(2) Ibida, 3§108.
(3) Confederation YVebetes, op. cit., pp. 65-66.
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charge its debt to the Dominion according to a fixed rste
per head of the population. The per capita basis for debt
allowances was fixed at twenty-five dollers. This entitled
the Province of Canada to cherge to the Dominion & debt of
+62,500,000; kova Scotis, ¢8,000,000; end New Brunswick,
7,000,000, (1)

At the time of the Quebec Conference the =ctual
debt of the Province of Cansde was over 68,000,000. A large
vpart of this had been the result of expenditures for local
purposes, and it was by making the province assume its local
liabilities and eassets that it was possible to place its debt
at the same per capita rate 28 those of Nova Zcotis and New
Brunswick. :inhile the actual debts of the new provinces of
tuebec eand Ontario exceeded the amount allowed, those of
Kova Scotia and New Brunswick were smaller. It was therefore
provided that when the actuel debt eassumed exceeded the
allowed debt, the province was to pey interest at & per cent
on the excess, But, when the actual debt was less than thet
assumed, the Dominion was to nay the interest at 5 per cent.
on the difference between the actusl and the sllowed debts.(2)

In the financial errengements of 1867, it was slso
brovided that the rnew provinces, Ontario, (uebec, Nove Scotis,
and New Brunswick, be allowed to retein "all L&nds, llines,

Ilinerels, and Royelties" within their jurisdiction, (3)

(1) B.W.A.Act, 1867, §§112,114,115.
(2) Ibid. §1lle.
(3) Ibtd, §109.
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This provision wes to be important in its reletion to the

financial independence of the provinces. The natural
resources were always & valuable source of revenue, and,
to the present dey furnish a lerge pvert of provincial income.
The PBritish Lorth America Act transferred to the
rederel Government the two great sources of revenue - the
customs £nd the excise. The provincial governments were
limited to licenses, the revenue from which was comparatively
smell, and to direct taxation, which wes wholly in the hands
of the municipslities. As indirect taxstion had been the
chief source of revenue of the provinces up to 1867, the
framers of the Confederestion pact realized that unless pro-
vision was mede to fill the gap csused by the prospective
loss of the revenues, their project for a union of the
provinces would feil. As provincisl direct taxation was
out of the cguestion, it was decided "that some portions of
the resources thus placed at the disposal of the General
Government must in some form or other be eavailable to supply
the hiatus thai would otherwise tske plece between the
sources of locel revenue end the demsnds of loczl expenditure."”
Before surrendering to the proposed rederal Government the(l)
exclusive right to indirect taxation, the provinces imposed

the condition trnet from the revenue 80 collected there e

(1) Confederation Debhstes, op. c¢it., p.70
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returned to them an amount sufficiently lsrge for carrying
on their affairs without the necessity of direct taxation.
Finzlly, the principle of an equal subsidy per head of the
population of each province wes adopted.

The new vominion, therefore, not only relieved the
provinces of their debts, but bound itself to meke "an annual
Grant in aid of each Province. (1) This grant or subsidy
consisted of two parts - first, a fixed grant for each province
for the support of its legislature, and secondly, & per capits
greant. For the support of their governments and legislatures,
there was to be paid 80,000 to Ontario, 470,000 to GQuebec,
$60,000 to liova Scotia, and 50,000 to liew Brunswick. (2)

The per capita grant was made equel to 80 cents per head of

the population, according to the census of 1861. In the cese
of lova bcotia and Lew Brunswick the subsidy was to be 2djusted
according to each subsecuent decennial census until the popu-
lation of each was 400,000, at which rete the grant waes to
remain. Beceuse of the insufficiency of the revenues of liew
brunswick, it wes to receive an additional grant of 63,000

per annum for ten years. (3) This action was tsken in
preference to an increese in the subsidies to all the provinges.
However, in deviating from the principle of & proportionately
egual grant to each province, & precedent was set whereby the

provinces in later years could demand extra grants from the

(1) B.i.A.Act, §118.
(2) Ibida, §119.
(3) Ipid, §119.
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Dominion Treasury owing to alleged exceptional conditions.

The granting of the subsidies evoked much discussion
and opnosition. In the formation of new stetes it had been
the practice to require the locel governments to contribute
to the support of the centrel authority, in the event of
financiel difficulties. Canada was flying in the face of
2ll precedent in sdopting the reverse policy. (1) But,
while the stetesmen of the period realized thet the subsldy
deviated from the principle of public finsnce which holds
that the revenue should be collected by the same governmentsal
authority thet expends it, they also realized thet without
these grante Confederation would n=ve ®deen impossible.

It does not sppear thaet the lethers of Confederstion
fully appreciated the possible consequences of the subsidy
system which they set up. they believed, as George Brown
gseid, "that the ¢2,630,000 to be dietributed to the local
governments from the federsl chest is to be in full end finsal
extinguishment of all claims hereafter for locel purposes;
and thet if this from any cause does not suffice, the locsal
governments must supply all deficierncies from direct tax on
their own locelities.™ (28) In the yeers thet followed this
anticipetion wes not fulfilled. The criticism levelled st
the subgidy princirle by its opponents was to prove more valid.

Christopher Dunkin wes not far wrong when he predicted that

(1) Villard snd ./illoughby, op.cit., p. 279.
(2) Confederation Debates, op. cit., pp. 92-94.



- 2% -

the provinciasl governments would constantly demend in-
creased subsidies rether than impose more provincial texes,
thet "the provincial constituencies, legislatures &nd
executives will all show & most calf-like appetite for the
milking of this one most magnificent govermment cow.™ (1)

In oprosition to the subsidies, it was asserted
thet extrava cnce would follow & system which did not re-
quire politicel unites to furnish the revenue for & large
vart of their outleys; that the subsidies would deley the
introduction of direct taxation; and, thet a2n 2ssured
ennual reveriue, not provided by the legisleture, would
weaken the vprinciple of govermnment by the people. For over
thirty years after Confederation the subsidy gquestion was a
bone of contexntion between the federal gnd provincial gov-
ernments. As late as 1897 & former ..inister of Finance
wrote that "the instebility of finencial conditions &s be-
tween the rederal and Frovinciel Governments is still fraught
with grest possible dznger to the success of Confederation."(2)

Nevertheless, in 1867 the political considerations
of the moment were paramount, and the provinces entered into
the Confederstion with on &assured snnusl revenue. For many
years the subsidies were their main source of income. They
were £lso & lecding pert of the outleys vrovided for in the

budgets of the new Dominion of Caneda.

(1) Confederstion Debates, op. cit., p. 519.
(&) Foster: Cenedien Finenciel History, p. 310.
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CHAPTER II

THE ORGANIZATION OF THE DOMINION FINANCES.

Revenue and the Customs Teriif. - Expenditure: Cepitael and
Ordinary Accounts. - The ifetional Debt.

"There is no doubt, that custome duties must
form the principal source of our revenue, and if we
should be obliged to levy two or three millions &
year more then we are now doing, it will be in that

direction thaet the ifinister of ‘1nance will look in

all probability for his revenue."
- Sir Alexender T. Galt (1870)

The British uorth America Act ceme into effect on
July 1, 1867. < Le first Parliament of the new Dominion of
Canada assembled at Ottaws on november 7. The duties
devolving upon it were necessarily extensive. It had to
reduce to practice the new form of government which hed been
celled into existence. It hed to assimilate the lawe of the
several provinces, and, in the reselm of finasnce, particularly,
the lews releting to currency, customs, excise, and revenue
generally. surthermore, it nad to consider the subject of
western territorial expansion, end to meske arrangerents for
the immediate construction of the Intercolonial Ze& ilway.

The tesk of organizing the new Dominion's finences
was entrusted to Alexander Tilloch walt, the first I.inister
of rinance of Canada. "For the most part, the sdministrstive
machinery of the old province of (Cenade was preserved, but the
work of adjusting the relations of the Dominion to the old
provinces and of the new provinces of Ontario and Guebec to

each other, in the natter of debts, property end sccounts,
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was one which called ror all his industry end his diplomscy."(1)

REVENUE AND THE CUSTOLES TARIFY

The customs tariff was one of the early problems
which feced Perlisment, since it wes inevitably destined to De
the most importent source of revenue. Even in =Zngland, in
1871, Zobert Lowe, the Chesncellor of the Zxchequer, sseid that
"it would be far better for the interest of the working clesses
themselves that they should continue to pay a moderate rate
of duty on the quasi-necessaries of life, "than that direct
taxation, beyond certein limits, be permitted to drive capital
out of the country. (2)

In essimileting the customs duties of the different
provinces, Parliament wes not only called upon to discuss the
respective merits of direct and indirect taxation, but =2lso to
reconcile their differences of opinion with respect to pro-
tection and free trade. Finally, the slightly modified tariff
of the o0ld Province of Canada was accepted, largely as intro-
duced by Gelt on the eve of Confederation. In its me2in
festures, it endured until 13879. "The rate of duties on the
great bulk of manufactured articles was>reduced from twenty
and tventy-five to fifteen ver cent. “he duty on tes end the
customs and excise duties on spirits were increesed. --enu-
factures vere encourasged by reductions in duty on semi-

manufectured iron, end by the addition of certein manufacturers!

(1) Skelton: Life and Times of ualt, p. 418.
(2) Stephen Dowell: A History of Taxation snd Texes in
England. (London, 1888) Vol. 2, pp.396-397.
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materials to the slready long free list ..... On the whole,
in spite of the freer trede tendencies of the revision, the
tariff remeined distinctly protectionist in effect, though,
as compared with later developments, the range of erticles
covered wes limited, the schedules simple, and the retes low."(1)

The controversy over free Trade and protection in
Lenade had its counterpart in the United :tetes. The western
states protested against the high teriff imposed during the
Civil viar for purposes of revenue. A commission recommended
the retention of taxes on realized wealth, and dwelt upon thie
adventage of freedom in trade. However, as "meny protectionists
easily arrived at the conviction that war rates on imports made
a z;00d permanent peace policy," the United ~tates begen its
post-Civil .Jer history with a high protective teriff.(2) But
the principle of protection as a definite public policy was not
officielly eccepted until the Ilclinley Tariff of 1891l. As in
Caneda, before the uztional Folicy, protection was accepted
only as & policy of expediency.

In the first session of rarlisment there was zlso
passed a btamp Tex which imposed & tax on promissory notes,
dre fts, and bills of excunange, at the rete of one cent for
twenty-five dollars, two cents for fifty, and three cents for
every hundred dollars. The Inlend ievenue or wxcise =ill,

adopted in this session, did not differ materially from thet

(1) G.D.Skelton: General Economic History of the Dominion,
(1867-1912), pp. 134-1365.
(2) Dewey, op. cit., p.393.
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of the o0ld rrovince of Canads.

In addition to eauthorizing loans for generesl
purposes and for the Intercoloniel rsilwey, Ierliement
authorized two other methods of raising money. The first
was through the establishment of post office sevings banks.

In taking over the zovernment savings benks of iovs Scotie

and Hew Brunswick, the Dominion government continued this
system and established a generasl Fost Office tavings Bank
taroughout Ceneda. By thies mesns funds could be obtained
which constituted & loan from the public at & moderete rate

of interest. In addition, insurence compsnies were re-uired
to meke deposits in cash or in prescribed securities, for

the sefety of the public. “his furnished a2 lerge =nd more

or less permanent mariet for Cansdisn Government securities.(1l)

The first Iarlisment of Caneda thus provided that
the bulk of the revenue of the vominion wes to be reised
chiefly from two Zinds of indirect texation; the Customs
tariff, 2iming to produce the revenue required, eand to efford
a certain protection to Cenadien industries; snd the Excis on
tobacco and liquors, "imposed with e view to ensure the largest
pogsible revenue - the maximum rete levied being regulated by
the consideration of possible denger in vassing the productive
limit." (2}

Another, and less important, souree of revenue was

(1) J.l.Courtenay and Adem Shortt: Dominion Finence, 1867-19182
in "Censde and its Provinces," Vol. 7, pp. 482 -84.
(2) Foster: Canasdien Financiel History, p. 305.
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to be thst from Earnings, illustrated by the revenue from

the Post Office. Other tevenue-earners were reilways, cansls
public works, Dominion lands, and interest-bearing investments.
The expense of operating these, however, exceeded the revenue
obtained.

EXPERDITURE: CAPITAL ARD -EVEKNUE ACCOUNTE.

Following the practice of Great britain, Canada
este blished a Consolidated Zevenue Fund constituted of
"ell public moneys and revenue over which the Parliament of
Cenzade has the power of appropriation.™ (1)} Depsrting from
the practice of Grest Britain, expenditure was grouped under
two heads - Consolideted Fund Account and Cspitel Account.
‘nis attempted distinction between cepitel and ordinsry ex-
venditures became, and has rercined, one of the outstanding
vecularities of the Csnadien budgetary system.

"In Britein, after the delivery of the annusl
budget speech, the cuestion whether the national treasury is
in the enjoyment of & surplus or is weighted with 2 deficit,
is never s subject of debate. There the national book-keeping
is conducted on such plain and sound principles that everyone
knows 8t once whether the revenue for the yesr has belanced
the expenditures and whether in consequence certein taxes may
be lessened or remitted, or whether it is necessary to levy

additional taxes, or float a lran, to meet the financial needs

(1) Villerd and willoughby, op. cit., p. 49.



of the year. In Cenasda, houvever, it is commonly the curious
privilege of tre Ilinister of Finance to congratulate the
country on having & surplus of revenue over expenditure, &nd
his disegreezble duty to ask perliament to authorize the
sovernment to plece a new losn on the British merket in order
to provide for the exceptional expenditures which the enter-
rrise, progress end prosperity of the country demend. If

the ordinary revenue and expenditure of the Dominion were
fairly uniform in amount end similar in chsracter, and if the
purposes for which losns are effected were of an exzceptional
charecter and raerely occurring, the system might commend
iteelf to the intelligence of the ordinary citizen. But,
since the expenditure on what is celled cepital account is

as customery and continwous &s many other forms of national
expenditure, &nd since there is endless dispute &g to what is
and whet is not properly to be considered cepital expenditure,
the time-~-honoured systemn of presenting to the people of Csnada
their eannual financiel stetement gnd public accounts is
scercely conducive to & clear understanding of the metters in
question. It is obviously discouraging to &ny well-meant
effort on the rert of the people to understand the netional
firances to find that after the ennuel finasnciel ste tement is
mede, it is almost invariably attacked on the ground that it
is cuite erroneous and mislesdiig. tuite irrespective of
the perty in power, members of the opposition proreed to

demonstrete with stetistical evidence, gpparently a&s convincing
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a8 thet of the government, that the country is burdened |
with a deficit instead of enjoying & surplus, and that the
outlook for the future is altogether of & different com-
vlexion from thet presented by the government. These and
other strange phenomens in connection with Canasdian finsnces...
were introduced et Confederstion, and can only be understood
through the aid of & clear appreciestion of the system of
finances established for the Dominion &t that time." (1)
William Stevens rielding, for many yeers liinister
of Finance of Canada, justified the distinction drawn between
capitel and ordinsry expenditures in the financial system.
"The men who rents a house,” he. sa2id, "pays his rental from
year to year. He knows that he must provide for it in that
wey. But, if he buys the house he does not have tb provide
in the same way; it is & specisl dispbursement; and he opens
e capital eccount. That homely illustration of what & man
will do in his private affairs explains exactly what the
netion hes to do in its greater affairs.” It will justly
charge to cepital account 2ll great public works of a speciel
and permsnent charascter. (2) But, Fielding omitted to mention
that while an attempt was made to distinguish between ordinary
or Consolidated Fund expenditures and Cepitel expenditures,

no consistent or logical line was drawn between these two

(1) Courtenay snd Shortt, op. cit., pp. 471-472. (Note that the
gystem here described merely continued the financisl system
of the o0ld Province of Censada.

(2) House of Commons Debstes, Canada, 1905, Vol. 5, p.8891
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accounts. The opportunity of juggling with tie public
accounts and thereby concealing the actual state of the
national finances was thus eiforded.

By statute, there was to be charged against the
Consolidated Fund, the ordinary yearly services of the country.
These may be divided into two clesses: first, subsidies and
ellowances to the provinces which these may dispose of with-
out Federal interference, and, secondly, expenditures
entirely administered by the Dominion Government. The latter
include the cherges on the public debt and the‘éinking fund,;
collection of revenue, which includes the cost of adminigter-
ing the various revenue-collecting departments, such as the
customs, excise, post office, rszilways and cansls, publie
works, and Dominion lends; and, miscellaneous expenditure,
including the administration of justice, sgriculiure,
immigration, c¢ivil government, legislation, and other see-
vices. (1) If the Consolideted Revenue Fund is more than
sufficient to meet the cost of these services, there is &
surplus which goes to Capital ‘ccount, and which either
supprlements the capital expenditures or reduces the public
debt. If the surplus is more than absorbed by these capital
expenditures and the debt increeses, then it is a fictitious
gurplus, when all the finances of the year are considered.

It results in no reduction of taxation, but helps reduce the
deficit on capital expenditure by psying for a portion of the

cost of certain publie works. +ihat portion, however, which

(1) Foster: Censdien Financial History, pp. 305-306.
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is hot paid ror out of this surplus revenue, is added %o
the national debt. Hence & surplus on Consolidsted rund
Account, in not teking into consideration the cepital
expenditures of the year, has often disguised an actual
deficit. But & deficit on Consolidated Fund, s it must
be met by Capitel loeans, still further increases the debt.

To Capitel Account ere debited, by special enact-
ments, or in the supply bill, extraordinsry services too
expensive to be met out of the ordinary revenue, and for
which the money must be borrowed. <The difficulty has been
thaet the originel distinction between ordinary and extra-
ordinary receipts and expenditures has not always been main-
ta ined. Permenent end exceptional structures have been
charged to current revenue, and ordinary expenses, such as
seglaries, have been charged to capital. ministers of
Finence would differ in their views, "It is even found that
the same i.inister of Finance, when his annusl revenue was low,
cherged certain items to capitel account; whereas, when the
revenue wes flourishing the same or similer items were charged
to annusl revenue." (1)

Sir George Eulas roster, & former :‘inister of
¥Finoance, has thus summarized the effects of the Cansdian
financiel policy: "The terms, surplus end deficit, are there-

fore technical terms end do not as to the first show that

(1) Courtenay and Shortt, op. cit., p.499.

o



in the year's total tronsactions there has been anything to

the credit of the country, nor as to the second that the sum
indiceted es deficit is the total amount to go to the debit

of the country for the year's trensactions. To know the

exect outcome for the year one must heve regerd to el1ll the
expenditures as compared to the totel revenue - the zoin or loss
the credit or debit, will then show the result of the yeer's
operations. Judged by thet standard Cansde has hed but two
surpluses since Confederation (1) - in the years 1871 and

1882, in which the debt wes diminished by 503,224 and

% 1,734,129, respectively."™ (2)

THE WATIONAL DEBRT

The foundetions of the national debt of Cenade
were leid in 1897, when, with Confederstion, the vominion
coruienced, and the provinces recommenced their finencisl
history. The vVominion debt begon with the sssunption of
the provinciel debts, except some 10,500,000 of the indebt-
edness of the Province of Csnads. (3) As & result of the
arrangements of 1867, the debt of (enzda, for purposes of
comparison, must be divided between that contracted by the
provinces up to Confederetion, end thet added since 1867 for
works and expenditures undertaken snd completed by the

rederal government. (4)

1) Foster wrote in 1897.

2) Foster: Canadien rinencisl History, p. €06.
%) See p. 18 supra.

4) Foster: Censdian rinencisl History, p. 302.



In the Public Accounts there is a division of
the public debt into Gross end iet Debt. The former includes
the loans contrected in Can=de and elsewhere; the deposits in
the Government Savings Banks, the Dominion Lote circulation,
and the sele or issue of Cenedisan stock, which are really
loans from the Canadien people; the trust funds; balances
due to the provinces; end miscellaneous snd banking sccounts.
The llet Debt deducts the value of the country's assets or in-
vestments from the Gross Debt. These assets include loans to
public works, cesh and bank accounts, and interest-bearing invest-
ments. All public works built wholly or in pert with govern-
ment funds are excluded.

On July 1, 1867, the sross debt of Cansda was
95,046,051, the net debt was 75,728,641; and the net rate
of interest on the debt wes 5.41 per cent.(l) Following
Confederation the indebtedness of the new Dominion rose

rapidly.

(1) Public Accounts, Censde, 1894, pp. XXX-XXXI



CHAPTER IIT

THE INITIAY, PERIOD, 1867-73

Rose's Budgets, 1868-69 - Hincks' Budgets, 1870-72 -
Tilley's Budget, 1873 -~ Dominion rinsnce, 1867-73.
"I may say, that rising from the consider-
ation of the past five yeers, no metter how we
view it, whether in & commercial aspect ¢ocee.
or with respect to the finenciscl condition of
the Dominion e¢¢e.. I rise from the encuiry
feeling the greestest possible encouragement, not
only with regard to the passt, but with regsrd
to the present and with regerd to the future."”
- Hon. S.leonard Tilley (1873)
Confederation wss ushered in &t & period of
temporary economic depression. England weas still feeling
the effects of the Overend-Gurney panic of 1866. In the
United States the optimism and activity which followed the
close of the Civil Wsr, had temporarily ceased. In Cenada
the readjustment necessitated by the abrogation oif the
deciprocity Treaty of 1854 had not yet been completed. The

Budzets of the first two years after Confederstion showed

the effects of this depression.

THE BUDGET OF 1868 - JOHN ROSE

Galt had been named ilinister of :inance in the
first Dominion Cebinet, but it was not his lot to deliver
a Budget speech. Because of criticism in connection with
the failure of the Commercial Bank, end for other reasons
never fully explained, he resigned his portfolio in November,
1867, and wes succeeded by John .ose, a former Solicitor-

General of Lower Cansda.
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On December 7, Rose delivered & preliminary
financial statement (1) in the House of Commons, presenting
estimates for the current year, 1867-68. He announced the
intention to create a Dominion Stock for invéstment by corpor-
ations, trustees and others, which, with the sale of termin-
able annuities, the extension of the principle of Bevings
Benks, the issuance of exchequer bills, and the deposits of
insurance companies, would be a source of revenue, gnd would
meke possible the licuildation of the floating debt. In the
course of the debeate, Alexander i:orris, il.P., lamnded this
policy "as the initvisl step towards plecing a lsrger portion
of our debt in & position of being borrowed from home sources,
the interest on which, instesd of going to other countries,
would pass into the hends of our own people.”™ (2) It wes
 many yesrs, however, before the Cenedian debt was to be
largely in Cansdien hands.

The first Budget speech (3) of the Dominion wss
delivered by rnose on April 28, 1868. Lor the first year of
Confederstion, 1867-68, he estimated & surplus of 374,140,
and for the following year, one of 1,071,839, based on en
estims ted expenditure of ¢14,042,161.

The :iinister showed that the balance of floasling
debt had peen reduced from 3,300,000 in December, 1867, to

1,708,776 in April, 1808, by the negotiztion of Dominion

(1) "Wontreal Weekly «Jitness", rri. Dec. 20, 1867, pPp.404-405.
(2) Ibid, p. 410. -
(3) Eon. John zose: Budget :_peech of 1868.
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stock in Cansda, and by the sale in London of love Scotia
securities, issued on the credit of the Dominion and, therefore,
forming part of the latter's debt. With reserd to this trans-
action, Rose declared that "the first finencisl operation>of

the Dominion in znglsnd wes carried out satisfectorily for the
interests of the public." (1)

In discussing 2 necessary capitsl expenditure of
over 44,000,000 on raeilways, cenals and public works, the
tiinister advoceted & policy oI retrenchment. At the same
time he gtiressed the ifzct thetv 2bout 70 per cent of the en-
tire Dominion outlay consisted of fixed chsrges. Certain
items, such as the interest on the public debt, the subsidies
to the provinces, seigniorial psyments, amounts pajycble to
the Indisn rund, the sums paid for the mzintensnce of public
works - these, and others, were not susceptible of reduction,
and they constituted c¢bout nine and one raif million dollars
of the total ordinasry expenditure of over fourteen millions.

Rose emphesized the need of proceeding with the
congtruction of the Intercoloniel Heilway, as Confederstion
would have been impossible without 1it. “"he erection of
fortifications wes also necessery, since Canada intended to
shere in her own defence with Great Britain. It was hoped
thet the incresse in weelth and in population, and the éx-
tension of trade, would vermit an increase in revenue suffic-

ient to meet the neW'charges without imposing new tax burdeuns.

(1) Budget of 1868, p. 7.
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Phe Finance Minister eited figures to illustrate the great
increase in Cansda's trade, end reminded the House that it
wae only lately thet anything except agriculturel and like
products began to be exported. He denied that Cenada was
groaning under & hegvy load of dgbt and taxatien, or that
she wag in an unfavourable condition when compared with
other‘countries. While the debt was $L.12% per heed, "it
is to be remembered &lso thet for the debt which we have
incurred we have & gregt dezl ﬁo show. We have perhaps the
best canal system in the world. We heve our railways, and
impértant public works for every dollar of the debt which we
have incurred. Some of these works may not, perhaps, yield
us & direct return for the outlay, but they do indirectly,
and the people receive collatersl advantages in return for a
very large proportion of the debt which they have inourred."(1)
Rose proceeded to compare the relatively high per capita debt
of the Australisn Colonies with that of Canada, & favourite
'but‘unjuat comparigson in the esrly days of Confederstion.
The position of the Austrlien Colonies was abnormal. With
emall pepulétions they had made very heavy investments in
railways constructed with & view to the future rather than
to the presenté The position of Canada wae not analogous.
In announeing proposed changes in taxation, Roge
ghowed the results of the political difficulties which had

preceded Confederation. He stated the poliey of the Government

(1) Budget of 1868, p.28.
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ag follows: "I need scarcely say that it ia of the last
im@ortanee to the credit of the Dominion that we should not
gtart with snything like & deficiency in the public ex-
chequer. There must be zn end to the deficieneies which
eéxisted in the F¥rovince of Caneds yesrs 8g0«..... Another,
and & powerful cansideration which guides the policy of the
Government is this: We feel that the duty of the present
hour is to consolidate the Union, to a&void &ll changes which
are not of pressing necessity. We feel thet every new
measure of texatlion is liable to be misrepresented and mis-
unﬁérstoad in Nove Scotia, and that until the Union is firmly
established, until those who are not yet entirely recaonciled
te’it have become so, our policy ought to be one of forbearance
and concilistion towsrds them.™ (1)

The Government proposed to meske as few changes in
the teriff as was possible, snd those that were made had in
view thercoﬁeiliation of Nove Scotia. While ™the unwise and
regtriected legislation adcopted by our neighbours on the other
gide of the line,”™ (2) wes having harmful effects on Cansds,
it wae not proposed to take retaliatory messures. Canadian
menufacturers were prospering "without eny of the hot-bed
fostering of protective tariffe, but sclely by the skill and
energy and industry of our population.™ (3) The tariff changes
reduced texation by sbolishing the duties on flour, meal, grain,
and hreadstugfs of ali kinds, to ﬁhe great satisﬁaction‘of Hova

Scotis. The duty on molasses was reduced, and the sugar

(1) Budget of 1868, p. 15
(2) Ibid, p. 15
(3) Ibid, p.26
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duties were revised to stimujate the trede with the West
Indies. iinor changes included the imposition of & five
per cent duty on articles of partly menufactured iron, such

&s tinned e2nd rolled plate.

THE BUDGET OF 1869 - JOHN ROSE

In his second Budget speech, (1) delivered on
ilay 7, 1869, Hose announced that the totel Consolidated Fund
receipts of the first finenciel year of the Dominion, 1867-68,
had been 13,687,928, of which the Customs contributed
8,678,380, and the Zxcise, 3,002,588. The receipts were
§373,000 less than the estimete, owing to stagnation in
trade. The ordinsry expenditure wass 13,486,092, of which
the main item was the interest on the public debt, amounting
to $4,501,568. (2) The surplus wes §201,835.53

During the year the cepitcl expenditure amounted
to 548,437, including 455,249 for the Intercolonial Hailway.
The net increase in the debt was ,28,493.37, (3) The surplus
was, therefore, only nominal. The llinister anticipated sur-
pluses of 274,000 and -<46,000, for the current yecr, and
for 1869-70, respectively.

In 1869 ..ose floated an Intercolonial Railwey Loan
on the London mer:cet, emounting to £ 2,000,000. Of this

£ 1,500,000 wes guarenteed by the Fritish Government, end the

interest rate thereon was 4 per cent. On the remsining

(1) "lontreal V.eekly Witness", liay 14, 1869, p.l53.
(2) Public iAccounts, 1894, pp. LI-LVIII.
(3) Ibid, p. LXIX.
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& 500,000 it was 5 per cent. The loan had been raised
entirely for the construction of the Intercolonial, but Rose
was using the bulk of it to pay off floating liabilities, and
to meet some current expenses. #hile the Minister tried to
justify himself, in his Budzget speech, by showing the saving
he had effected in reducing the floating debdbt, it appeared
that there wes bsd feith in the transaction. the disposition
of the loan was not in accord with the original purpose.
Although the Budget speech of 1869 proposed no new
taxes, nor any changes in the teriff, it for the first time
sugsested the possibility of a National Policy of protection.
In addressing himself to the United =tates, particularly,
Hose said: We have allowed your coal to come in free,
though you charze & heavy duty on ours. ‘e allow your flour,
grain, hops and salt, and other articles to be free, while
you not only do not reciprocete, but you specially discrimin-
gte acsinst our millers by charging more on flour than on
sreine. “Yhis stete of things,' we might fairly add, Yhas gone
on for three or four years, but you must understand it cannot
continue. The time may soon come when we mey require to
have & nationel policy of our own, no matter whether that
national policy may sin against thnis or that theory of
political economy. sor we must be guided chiefly, if not
golely, by considerestions affecting ourselves, and we may
have to consult our self-interest without consideration for

others'.” (1)

(1) Canada: Pgrliamentary Debates, 1870, p 940 - quoted by
oir rrancis Hincks.
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THE BUDGET OF 1870 - SIR FRANCIS HINCXS

In 1869 John Rose retired from the Cabinet to
accept & post as partner in & financial house in London.
He was succeeded by Sir Francis Hincks, once Prime .‘inister
of the o0ld Province of Canada. 7The latter entered upon his
new task at & very fortunste period. ihe depression of the
previous two years was &t an end. It gave place to the hectic
prosperity of the years 1869-73 - & period of prosperity and
srowth in which Censde shared modestly with Great Britain, the
United States, and Germeny. <The recovery from the blow re-
ceived by the abrogation of the =eciprocity rreaty was rapid.

In his first Budget speech, (1) April 7, 1870,
Sir rrencis Hincks sgaid thet the country wss in s state of
prosperity and was not suffering from excessive taxstion.
He announced that the revenue of the year 1868-69 rad been
+13,934,057, and the expenditure, 13,973,408, leaving &
deficit of ¢39,350. However, he added the premium on the
Intercolonial Railway Loen of 1869 to the receipts, and
claimed & surplus of 341,090. 'he Opposition challenged
this surplus on the ground that it was obtained by charging
ordinery expenditures to caplit:zl accounte.

The cepital expenditure of 1868-69 was 440,418,
divided between the Intercolonisl and cenals. The increase
in the net debt was §102,184. (2)

before ammouncing tariff changes, Hincks compared

(1) Parlismentary Debstes, pp.916-940.
(2) Public ..ccounts, 1894, p. LXIX.
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the per capite debt and taxation of Canada, Great Britain,
and the United States, to prove how lightly Canadians were
taxed. But Alexander Illackenzie, the leader of the Opposi-
tion, challenged such & comparison on the ground of the
difference in the wealth of the people. He contrasted the
large portion of realizable wealth in England with thet in
Canzada.

The Budget speech of 1870 proposed very important
changzes in the tariff. The llinister justified the changes
because of the need of revenue, and added the curious state-
ment that: "It ies some consolsation to find thaet there has
ceen & very general expression of opinion from all perts of
the country that taxation ought to be increased. 1 am
bound to say that it is not often that a rinsnce :‘inister is
placed in the position of being besieged from all parts of
the country with demands to increase texation."” (1) o
obtain the additional revenue, Hincks imposed & duty of
fifty cents & ton on coal and coke; four cents & bushel on
wheat; three cents a bushel on coarse grains; twenty-five
cents & barrel on wheat and rye flour, fifteen cents a
berrel on Indian meal and oatmeal; and five cents & bushel
on salt. 21l of these articles had hitherto been admitued
free of duty. In the tariff resolution on salt, & clause
waes added to the effect that "salt from the United ..ingdom
and the British nossessions, shall be free." (2) this

clause is noteworthy as '"the tirst instance since Carzda secured

(1) farlismentary Debates, 1870, p. 918.
(2) Ibid, p. 931.
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her fiscal independence in 1846 of a direct pretference in
& Cenadian teriff for British imports....” (1)

Other proposed changed included the imposition of
& duty of five cents & pound on hops, of ten per cent on
fruits and vegetebles, and an increase of five per cent on
&ll existing duties. ‘hese increeses were proposed 1in the
same year that the United Ststes began reductions in its
tariff. The Act of Congress of July 14, 1870, reduced the
duties on vsrious articles, including tea, coffee, end pig-
iron.(2) In Englend, also, the Chancellor of the Exchequer,
in the Budget of 1870, reduced the sugar duties by one-half,
and took & penny off the income tax. (3)

The teriff of 1870 was the first attempt by the
Dominion Farlisment to afford protection to sgriculture.
Hincks ssid that it was not protectionist because "it is
verfectly clear that the tariif as & vhole is strictly e
revenue teriff, and as such I hope it will receive the
supvort of the House.” (4) Levertheless, llacdongld end
Tupper constantly referred to the new tariff as o Istionsl
Folicy, and it may be celled the first Netional Policy efter
Confederation - the policy suggested by 10se in his last
Budget speech.

In the course of the debate on the proposed
resolutions it was brought out that they 2imed to be as much

retaliatory as protective. Ilany articles had for some yeers

E. Porritt: Sixty years of Protection in Canade, 1846-1907,
Dewey, op.cit,, p. 397, p. 270.
Perlismentary Debates, 1870, p.940.

(
(
(
(3) Rees, op. cit., p. 147.

o
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been retained on the free list pending negotietions for a
renewal of reciprocity with the United States. In view of
the failure of these negotiations, it wes believed by some
that retaliation eagzeinst the United States teariff might
force a change of attitude in the latter country either in
favour of reciprocity, or of the reduction of duties on cosal
and other Caradien products. “Thus Sir John A. liscdonald
thought it humiliating to weit any longer for reciprocity,
after the rebuffs thet hed been received. He stated that
"we must have & Cansdian or no Canesdian policy..... He
believed it was of the very greatest importance that the
reople on the other side of the line should know thet we
adopt & line of our own, and that if there were tariffs on
the one sgide of the line, we could have tariffs on the other
gside..... He Dbelieved we should decide upon andé cerry out a
rolicy of our own, irrespective of consequences; and thought
if we did not, the United Stgstes would play with us as they
hed pleyed with us since 1864,(1) At this time, however,
llacdonsld's entire conception of a Hational Policy wes em-
bodied in the tariff of 1870.

Hincks' proposels met with vigorous opposition.
Sir Alexander Galt, the former iiinister of Iinence, and now
an independent member of Parliament, strongl, objected to a
policy of retaliation, although he hsd himself imposed pro-

tective duties on flour and whest in the 0l1ld Province of

(1) Perliamentary vebates, 1870, pp. 1802-03.
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Cenanda. He favoured & teriff for revenue only end steted
thet & policy of retaliation is "hostile to the best interests
of this country, and celculeted to produce results disastrous
to our future prospects.” (1) The great bulk of the produce
of Canesde must seek foreign markets, and any restrsint on the
export trade would embarrass the country. Also, the tariff
could not &chieve the two aims - the increase of inter-
provincial trede and the production of revenue. If it pro-
duced the one it could not produce the other. Hence "the
great interests of this country can only be promoted by the
most unrestricted intercourse with foreign countries.™ (2)

The tariff was elso attacked as & deviation from
the policy of the Empire. &ss & result of pressure, Hincks
announced in the House of Cormons, at three o'clock on
April 26, 1870, that he had agreed not to impose the duties.(3)
To the astonishment of the House and of the country, &t eight
o'clock of the same day he agein reversed his decision, and
the duties were retsined.(4) The fudget was passed as it

had been introducede.

(1) Ivid, p. 560.
(2) Ibid, p. 560.
(3) Ibid, p.ll92.
(4) Ibid, p.1198.
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THE BUDGET OF 1871 - SIR FRANCIS HINCKS.

Sir Francis Hincks' second Budget speech, (1)
iizreh 10, 1971, reflected the prosperity which Cancda wes
enjoying. It was a period of one of the greatest trade
booms of the century. The Chencellor of the Exchequer
was able to announce a surplus of £ 6,569,500 for Great
Britein in 1870, (2) and in the seme year the surplus in
the United States “reasury stood at 102,300,000, &s com-
pered with 36,000,000 in 1869. (3) ror Cansda, Hincks
announced & surplus of ¢l,166,716. He had estimea ted the
ordinery revenue at ¢14,650,000: the szctual revenue was
18,512,225, The Customs and fZxcise each yielded slmost
one million dollars more then in the previous year. The
expenditure on Consolidated IFund Account was %14,345,509.

Cepitel expenditure in 1869-70 reached a totel
of ¢3,51£,116, of whieh 1,821,887 was necessitated by the
acquisition of the North-iest from the Hudson's Bay Company.
The remainder was spent elmost entirely on the Intercolonisl
ngilwey. The net increasse in the debt was 2,350,423 - more
than double the surplus. (4) The admission of I‘anitoba into
the Union, in 1870, was expected to increase the expenditures
of the current year, 1870-71.

wWhile in Great Britein the financial surplus was

used for the reduction of taxation, in Censda Hincks

1) Ibid, 1871, pp. 374-388.

2) The Statesmen's Year Book, 1881, p.214.
3) Dewey, op. cit., p. 401.

4) Public Accounts, 1894, p. LXIX.
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announced that no changes would be made. He mainteined

thet the existing system wes not burdensome. Furthermore,
large expenditures would before long be incurred in the con-
struction of great public works which would require the
floatation of loens. It wes desirable to maintein the
revenue as it was, so that the credit of the country might
be increassed and the loans floated on favourable terms.

While continued demands were mede for the repeal
of the duties, imposed in 1870, on coal, whest, and flour,
Hincks refused to meke any changes in the tariff, in view of
the pending negotiations at the VWashington Conference, where
cormmercial relations and customs duties would be discussed.
However, to aid Canadian manufactures it was proposed to ask
rarliement to empower the Governor-General=in-Council to add
to  the free list articles used as materials in Cansdian manu-
factures, and to admit free of duty any machinery not mesnu-
factured in Caneds.

The debate on the Budgset was mainly concerned with
the incressed expenditure since Confederstion. Galt moved
an amendment (1) to the effect that the rapid increase in the
ordinery expenses of government was excessive, and that grave
evils would result unless more strict economy were practiced.
Aichard Cartwright urged that prosperity was no justification
for plunging into heavy liabilities waich would prove burden-

some in the event of & depression. He werned the uwovernment

(1) Parlismentary Dehates, 1871, p. 403.
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that it "had no right to calculate on an uninterrupted
succession of prosperity.” (1) Hincks defended the ex-
penditures on the ground fhét they were not incurred for war,
but for public improvements necessary for the material pros-
perity of the country. In the end, Galt's amendment was
defeated. | |

During the Budget debate the Opposition had un-
succesgsfully advocated the abolition of the duties of 1870.
The only promise made by the Government wes the statement of
Leonard Tilly, ilinister of Customs, that whenever the United
States removed the duty on one or all of these articles, the
Canadian Government would promptly respond. (2) However,
their unpopularity brought ebout their repeal in llarch,1871.
During Sir John lacdonald's absence in Veshiniton, an
Opposition motion, with the aid of Government supporters,
repealed the duty on cosl, coke, wheat, and flour. A
Government motion removed the other duties. An smendpent
urging their retention pending the negotiations gt VWleghington
was overwhelmingly defeated. Its opponents included Hincks,
Tupper, Cartier, and iilley.(3) Thus, less then & year after

its birth, ended the first instelment of the National Poliey.

(1) Ibid, p. 410.
(2) Parlismentary Debstes, 1871, p.409.
(3) Skelton: General mconomic History, p. 147.



- 50 -

THE BUDGET Or 1872 - SIR rZANCIS HINCXS

The fiscal year 1870-71 was the most successful
thet Censds had yet enjoyed. In his third Budget speech, (1)
delivered on April 30, 1872, Sir ¥reancis Hincks snnounced &
surplus on Consolidated Fund of ¢3,712,479. ihe actual
revenue of 319,335,560 was 1,975,000 in excess of the
estimate. The Customs receipts showed an increase of
2,500,000 over 1869-70. i'he curious fact was noticed
that more than one-half of the Customs revenue was derived
from five sources, namely, spirits, tea, mollases, sugsr,
cotton and woollen manufactures.

The ordinsary expenditure of the passt fiscel yeer was
+15,623,081, an increase of almost 1,300,000 over 1869-70.
The capitel expenditure was 3,670,396, over two-thirds of
which went to the Intercolonial nailwey; the remainder wes
spent on the opening up of the korth-iest. ‘he net debt was
reduced, for the first time since Confederation, by $503,224.(2)
The total capital expenditure was met out of income, and the
surplus announced by Hincks had & real existernce.

According to the estimates, the Finance ilinister
anticipated & further increase in revenue, and also in ex-
penditure. ne felt thst the prosperous financisl condition
of the country justified the erection of necessary publiec
works, and, therefore, announced & contemplated expenditure

of 40,000,000 for this purpose. He disclosed thet Canada's

(1) Perlismentary Debates, 1872, pp. 223-239.
(2) Public Accounts, 1871, p. XV
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demand for a monetary compensation for the Fenian raids was

not accorded by the Treaty of Washington. In lieu of this,

an arrangement was made with the Imperisl Government to
guarantee a portion of the anticipated loan for public works.
This would make possible the saving of money through lower
interest rates. Canada alone could not float a large loan

at b per cent. Hincks said "that if we attempted to float

a loan to that extent, we should do uncommonly well if we
obtained it at 6 per cent..... Honourable gentlemen on the
other side must recollect that the customers for Canadian
securities were a very linited class, and a very different
class from those for English securities or United States
securities or the securities of the Great European States.
But if we went into the market for 340,000,000, one-half our
own, and the other half guaranteed by England, and with the
prestige that England sanctioned our great public improvements,
the advantage would be very great, so much so that I am
persuaded that under those circumstances we should get our

5 per cent bonds floated at par, and therefore we should be
able to float half at 4 per cent and the other half at 5 per
cent, or equal to 4% per cent on the wholeamount. This would
therefore make a difference of 1% per cent on the whole amount
of %40,000,000, equal to #600,000 & year....... I maintain that
even with f:2,500,000 we have made an infinitely better arrange-

ment than we could have done in any other way." (1)

(1) Parliamentary Debates, 1872, p. 235.
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The interest charge on the new debt, together
with the requirements for the proposed Pacific Railway,
and for the Intercolonial, would be 33,000,000. It was
expected that with the improvement of the public works and
the canals, the revenue from other sources would increase.
Because of the new obligations to be assumed, Hincks
announced no reductions in taxatiod. The United States
Congress was then considering tariff changes, and until
these were announced, Canada would maintain her tariff with-
out alterations.

In the course of the Budget debate, Richard
Cartwright again warned Hincks that periods of great pros-
verity were usually followed by depressions. Alexander
Mackenzie strongly attacked the proposed Imperial guarantee
for public works as a humiliation. He "hoped that no
ministry would ever again go on a begging expedition to the
Imperial Government ...... We are able to pay our debts, and
for whatever we require, even should the Imperial Government
decline to aid us." (1) He also expressed regret that the
large survlus was not used to reduce taxation, as was being
done in England.

Shortly after the presentation of the Budget, it
was learned that Congress had repealed the duty on tea and
coffee entering the United States. In order tkat American
importers be not given an advantage over Canadians, Hincks

moved for the reveal of the similar duties in Cansaada. S

(1) Parliamentary Debates, 1872, pp. 239-240.
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All tea and coifee imported from any country other than

the United States was to be admitted free; but when imported
from the United States a similar duty wes to be charged as the
latter imposed on tea and coffee imported from places other
than the countries of production. (1)

The Opposition attacked Hincks for slavishly
following American precedent in tariff legislation. TLuther
HJolton "thought we in Canada might learn wisdom from them in
some respects; but least of all in matters of nolitical

economy." (2)

THE RUDGET OF 1873 - LEQVARD TILLEY

In the six years of its existence, the first
llacdonald idministration had four different Ministers of
Pinance. (3) In 1872 Sir ©Prancis Hincks resigned and was
succeeded by Samuel Leonard Tilley, the Minister of Customs.
The latter delivered his first Budget speech (4) on April 1,
1873.

Tilley reviewed the financial condition of the
country since 1867, and expressed great confidence in the
future. The net debt now stood at 332,187,000, an increase
of %6,456,000 since Confederation. Tor this increase the
Government showed half of the Intercolonial completed;
#3,000,000 had been spent on the acquisition and the opening
up of the MNorth-West; #1,500,000 on public works; 280,000

on surveys for the Pacific Railway; $400,000 for taking the

(1) Ibid, p.1101.

(2) Parliamentary Debates, 1872, p.467.

(3) Galt, 1867: Rose, 1867-69; Hincks, 1869-72; Tilley, 1872-73.
(4) "lontreal Weekly Witness'", April 11,1873.
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census; and about $500,000 for repelling the Fenian raids.
The surylus of revenue over ordinary expenditure, during the
five years, amounted to %9,522,022. This had been contri-
buted towards the construction of public works. It had
enabled the country to meet an expenditure of 316,298,133
for public works and for the acquisition of two new provinces
with an addition of less than %6,500,000 to the net debt. (1)

The country had entered into new engagements in-
volving an expenditure of $20,000,000 on the canal system,
and $50,000,000 on the Pacific Reilway, which it was necessary
to construct according to the terms of the admission of British
Columbia into the Union in 1872. Tilley estimated the annual
charges for these works, when completed, at ©3,367,400. To
meet these the Government would make use of the following
guarantees by the Imperial Parliament: (2)

&£ 2,500,000, in lieu of the Penian claims;
1,500,000, for the Intercolonial Railway;
300,000, for the YNorth- West Territories;
1,100,000, for TFortifications, but transferred
to the %Psacific Railway, with the
consent of the Imperial Government.

These constituted a total guarantee of 25,400,000 or
$26,000,000, which could be obtained at 4 per cent, with an
annual charge of 31,040,000. The remaining $34,000,000 at

5 per cent would involve an annual charge of #1,700,000.

(1) Charles R, Tuttle: History of the Dominion of Canada,
(Montreal, 1877) Vol. 2, p. 366/
(2)"llontreal Teekly Witness"™, April 11, 1873, p.2
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Tilley believed that the future of Canada was
great enough to enable it to carry the additional debt
without much increase in taxation. The annual charges
could be met by merely raising the percentage of the customs
duties to 122 per cent - the average of the first five years
of Confederation. The removal of the duties on tea and coffee
and other additions to the free list had lowered the average
rate to less than 10 per cent. (1) The Orposition, however,
feared that lavish expenditures would necessitate a great.
increase in taxation.

Por the fiscal year 1871-72, Tilley announced a
surplus of 353,125,344. The ordinary revenue was $20,714,813,
and the expenditure $17,589,468. The capital expenditure
amounting to 37,853,049, was the largest yet incurred. It
included over 85,131,000 for the Intercolonial, and 31,666,200
as the debt incurred on the entry of British Columbia into the
Dominion. The increase in the net debt was :'4,480,554. (2)

Notwithstanding the removal of the duties on tea and
coffee, the Minister estimated still further increases in
revenue. While in 1873 the British Chancellor of the Exchequer
employed his large surplus to reduce the sugar duties by one-
half, in Canada no change in taxation was made. Tilley
announced that "the Government have concluded, as they feel
they will have ample means to meet all their engagements, to

declare their fiscal policy to be to tamper as little as

(1) Tuttle; op. cit., Vol. 2, p.367.
(2) Public Accounts, 1894, p. LXIX.
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possible with the tariff, unless some radical changes are
necessary, in order that the people may understand that the

tariff has a permanency.”" (1)

DOMINION RINANCE 1867-73

Teonard Tilley's Budget of 1873 was the last Budget
of the first Dominion Government. The revelations in con-
nection with "the Pacific Scandal™ resulted in the resignation
of the Macdonald Cabinet in November 1873. The Liberal Party,
with Alexander llackenzie as Prime !Tinister, then came into
power.

The financial Ristory of the early years of the
Dominion was largely determined by the necessity of consoli-
dating and enlarging the Union formed in 1867. It was with
& view to achieving this end that a Minister of ®inance often
prerared his tax measures, and his estimates for expenditure.
The constant fear of irritating the Maritime Provinces made
any major change in taxation inadvisable; the prosrerity of
the years 1870-73 made it unnecessary. The experiment in
tariff protection and retalistion of 1870 was short-lived.
However, the obligations assumed by the Government made in-
creased taxation inevitable within a few years.

Under the first MMacdonald Government the Consolidated
Pund receipts increased from 313,687,928, in the fiscal year

1867-68, to $20,813,469, in 1872 -73. The principal sources

(1) "Montreal Weekly Witness", ipril 11,1873, p.2



of revenue, the Customs and Excise, increased as follows: (1)

1867-68 1872-73
CustomsS.ee.eo.....38,578,380 $12,954,164
EXCiS€ sececseeeee 3,002,588 4,460,680

The other leading sources of revenue, although minor, when
compared with the above-mentioned, were the Public Works,
including Railways and Canals, Interest on Investments, and
the Post Office. As in other countries, indirect taxes con-
tributed the bulk of the revenue.

The Consolidated Fund expenditure increased from
113,486,092, in 1867-68, to 319,174,647 in 1872-173. The
increase was largely necessitated by the extension of the
territory of the Dominion, through the acquisition of the
Yorth-"est, and the admission of !"anitoba and British Columbia.
It was essential to establish law and order, end to provide
transportation facilities in the new provinces. The
expenditure was divided as follows: (2)

1867-68 1872-73
Charges on the Public Debt.... 54,860,757 35,387,850

Subsidies to the Provinces.... 2,753,966 2,921,399
Sinking Fund seeeecececceescns 555,266 407,826
Collection of Revenue€eoeseese 1,885,804 3,395,475
MiscellaneoUsS eceeececcccscnces 3,630,298 7,062,095

(1) Public Accounts, 1894, pp. LI - LIIT

(2) Public Accounts, 1894, pp. XYYTII-YYYIII
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The preponderance of the fixed charges in these years was
striking.

The net public debt of Canada increased from
475,728,641, in 1867-68, to 299,848,461 in 1872-73. The
bulk of it was payable in London. (1) The outstanding
feature of this first period of the history of the debt was
the construction of the Intercolonial Railway, on which the
capital expenditure amounted to %15,447,851. (2) Of import-
ance, also, was the assumption of provincial debt by the
Dominion. In 1869, in spite of the protests of Edward
Blake, the "better terms" gr:ented to Nova Scotia increased
its debt allowance by 351,186,750. (3 ) In 1870 the
Province of 'anitoba was admitted with an assumed debt of
©472,090. In 1871 British Columbia was admitted with an
assumed debt of 51,666,200, and with the understanding that
e Pacific Railway would be constructed within ten years. 1In
1873 the provincial debts were agsein readjusted, with & conse-
quent increase of 313,859,079 in the net debt of Canada.(4)
The acquisition and orening up of the orth-Test territories

also accounted for an increase of %3,019,999,

(1) Ibid, pp. YYv=-¥yvvl

(2) Ibid, p. LXIY.

(3) J.C.Dent: The Last Torty Years (Toronto, 1881) Vol.2, p.489.
(4) Perry, ovp.cit., pp.l4-15 |
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To meet the large expenditures, Rose floated
a a€2,000,000 loan in London, in 1869. 0f this J€1,500,000
was guaranteed by the Bri@ish Government, and was sold at 4 per
cent. The interest on the remainder was 5 per cent. In
1873 Tilley floated & guaranteed loan ofJ?l,BOO,ooo in London,
at 4 rer cent,

The increase in the national debt of Canada during
the first llacdonald Administration was not very large. But,
new works were undertaken which necessitated a heavy increase
of debt in the following years. The greatest undertaking was
the construction of the Pacific Railway. To many the future
was gloomy; but not to Sir John A. Macdonald. With great
confidence he stated in Parliament, in 1872: "The credit of
Canada, thank God, is well estgablished; her zood faith is
known wherever she has had financial dealings. Her lMajesty 's
Go#ernment can go to the House of Commons and ask for
authority to guarantee a Canadian loan with a well-grounded
assurance that the people of ZEngland will never be called
uron to put their hands in their pockets, or tax themselves

one farthing to pay it." (1 )

(1) Parliamentary Debates, 1872, p.339.
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CHAPTER IV

Industrial Depression and Financisl Deficits,

1874-178
Richard Certwright's Budgets, 1874-78 -
Déminion Finsnce, 1874-78.
"I may invite the sttention of the House
to the fect that it is rerely thet any Govern-
ment hes been celled upon to deel with such a
convergence of risks, occurring simultaneously,
as we hadesee.. iie had to do &ll that, at a
time when, in gddition to the specisl depression
which existed in Caneda, & jreat and universal
commercial depression had overspreed almost
the whole world."
Hon.Richard  Cartwright (1878)
The i‘ackenzie Government assumed the reins of office
late in 1873, &t the beginning of & period of world-wide
economic depression. The hectic prosperity of the previous
yeers was at an end. ‘he world experienced the effects of
over-expansion and over-speculetion. In the United States
a finaricieal panic resulted in colossal bank failures and
industrial bankruptcies. In Great Eritain industry wes
paralyzed; Germany entered upon the worst crisis in its history;
a prolonged industrial depression ensued. "Canada could not
escape the meelstrom ...... ‘he malady Spread, and soon pro-
duction, trade, finance, exports snd imports all approached
a dcad level. T'hen began six years of stagnation and hope
deferred making the heart sick..... Prices fell much more
rapidly in the United States than in Great Britein, and this

general fall, tozether with the occasional utilizstion of the

Canadian merket as 8 'slaughter-market', in the phrase of the
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day, to avert still further fall at home, led to large
importaetions at prices ageinst which Canadian menufacturers
found iv dizricult to compete. It is significant, however,
thet the most serious failures among the manufacturers were
in the hecvily protected boot and shoe industry; domestic
over-production in highly protected industries wes &t least
&s marked as over-importation in industries with lower
protection.™ (1)

An economic depression in the o0ld Province of
Cansda hed resulted in the moderately protective tariff of
1858-59; the depression of the 'seventies also brought the
fiscal issue to & hesad. A policy of protection was edvocated
es s mean of preventing the dumping of foreign goods on the
Cenadian market, and of xeeping this merket for Censdien
manufecturers. Sentinments of patriotism and nstionslism
were appealed to; the exemple of the highly protectionist
United States was referred to. 'he issue, however, was not

settled until 1878.

THE BUDGEY OF 1874 - RICHARD CARTHRIGHT

The Budget speeches of the .lackenzie Government
were delivered by Richard Certwright, once, perhaps, like
Gledstone, "the rising hope of those stern, unbending Tories,"
but now the Dominion's first Liberel Iinister of Finance.

Cartwright's first Budget speech, (2) delivered on

(1) Skelton: Genersl Economic History, pp. 138-139.
(2) Hon. Richard Cartwright: Budget of 1874.
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April 14, 1874, was pessimistic in its outlook on the

future of Cenada. The llinister felt that the country had
been committed to a series of projects which would tax its
resources to the utmost, and would result in & large increease
of debt. Iiillions of dollers would be necessary for the
completion of the Intercolonial Railwey and of the censl
system. The construction of & Pecific Reilwey had also been
undertaken, but Cartwrisht did not believe thet this project
could be carried out. It would increase the debt at an
enormous rate; it would reguire & loan of 30,000,000 snnusally,
in London, for the seven years during which the railwsy would
be constructed. "There mey be some honourable gentlemen in
the House," said the Finence llinister, "who think we shall be
able to do this, but if so, I envy them their faith in the
future of the Dominion.™" (1)

for the fiscel year 1872-73, Cartwright announced
a surplus of ¢1,638,821, the ordinaery receipts being 20,813,469
and the expenditure, ¢19,174,647. But, he added, "I am afraid
1872-73 will be known for some time to come as the lest year
of plenty - I was zoing to sey of heedless plenty." (2)

In 1872-73 the climex wes reached in the increase of
the net debt since 1867. The esitetion of the provinces of
Ontario and Quebec against the payment of interest on the
amount by which the actusl debt of the o0ld Provinece of Canade
exceeded the allowed debt, under the British Horth Auerice Act,

culminsted in an Act of 1873 which increased the assumed debts

(1) Budget of 1874, p. 8.
(2) Ibid, p.3.
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of these two provinces from 62,500,000 to 73,006,888,

The allowed debts of the remsining provinces were increased
in a like proportion. Under this Act 15,859,079 of
additional debt was assumed by the Dominion. “his formed the
me jor part of the total cepitsl expenditure of §19,859,441
during the year. Of the remsinder over 5,019,000 was spent
on the Intercolonisl. The totel net increase in the debt was
$17,661,389. (1)

The depression in egriculture, in lumbering, end in
manufecturing, prevented the current year, 1873-74, from being
as prosperous &s those that had preceded it. Cartwright
estimeted the receipts &t 21,740,000, and the expenditure et
22,686,727, leaving a deficit of §846,727, egainst a surplus
of over three millions but two yeers ago. The Opposition
asserted thet the estimate wes wrong, and that in his zesal to
place the onus of increased taxation on his predecessors, the
Finance Ilinister had deliberately created & deficit by cherging
over 500,000 of public works to revenue instesd of capitel.
The finister denied this charge.

In discussing the estimated receipts, Cartwright
said that & revenue of almost 22,000,000 was very large for
a population of only three and = hslf millions. Furthermore,
he believed that "so fer as regards the older Provinces of
the Dominion we ought not to look for any very lerge incresse

in population ..... The stationsry position of our population

(1) Public Accounts, Canade, 1894 p. LXIX.
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does undoubtedly bear very strongly upon the guestion

whether we cean expect any very large increase in the gross
income of the country.” (1) The receipts of the country,
although lerge relatively to the populetion, were unfortunately
counter-balanced by an enormous fixed expenditure. After de-
ducting the fixed charges, including the interest and charges
on the debt, the subsidies to the provinces, and the charges
Tor collection of revenue, the net revenue remeining for
conducting the ordinery services of the country was just over
6,500,000,

In bringing down the estimates for 1874-75, Cartwright
seid he wes "startled and horrified" when he first perceived
that he would have to snnounce sn estimated ordinary expendi-
ture of 24,649,00C - necessitated by extensive public woris,
by the reqguirements of the Intercolonial and other Government
Hailweys, &nd by the ammusl deficits in the services for the
outlying provinces. The estimgted revenue was 22,000,000
leaving a probeble deficit pf 2,500,000, As & temporary
vause in the increasce in the ordinary sources of revenue was
expected, and as the liabilities of the country hed to be met,
en edditional taxation of 3,000,000 was necessary.

Cartwright strongly opposed the United States tax
gystem; end the changes in taxation which he proposed involved
the imposition of unmistekably revenue duties. In announcing
the changes he said thet the heevy local direct taxation hed

to be borne in mind. Ee doubled the duty on wine and made it

(1) Budget of 1874, p. 19.
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specific. The duties on other spirits were also increased.
An additional ad valorem duty was imposed on articles of
luxury, including silks, satins, velvets, gold, silver, plated
ware, fsney goods, hats, caps, jewellery and watches. The
Minister did not expect & decreasse in the consumption of these
articles, because, as he said, "I have faith in the pstriotism
of my feir countrywomen, and I do not believe thet in order

to defeat the revenue they will purchase less zoods than
before.™ (1)

A specific and very low duty was imposed on tea and
coffee, much to the ilinister's regret. Iachinery for mills and
factories, not msnufactured in Canada, wes to pey & duty of
10 per cent. Iron of certain classes and ships' meterials
were to pay 5 per cent. Both the excise and the customs on
cigars were increased. Finally, the duty on &ll unenumersated
articles was raised, first, from 15 to 16 2/3 per cent, and
later to 17% per cent. The changes were expected to yield
an increaced revenue of over ¢3,000,000.

Cartwright believed that trhe tariff would be found
"$0 compare favourably with that of other countries in pro-
cvortion to our population. It is a matter of some interest
to observe that our tariff is not quite one half as much as
that exacted by the Government of the United States, while
nevertheless it yields &8 much per hesd &s theirs doeS.iec..
“his is & point of great interest as bearing on the vexed

question of the limit of productive taxation. A8 regards

(1) Budget of 1874, p. 35.
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our general position, our taxation will still be largely
under the amounts paid by the people of the United States
and Englend." (1) Yet, the new taxation was heavy, and
Cartwright hoped that no more rash promises involving heavy
cepitel expenditures would be made. The Intercolonial wes
constantly requiring money, and it was truly prophesied thet
it would cost & great deal more money than the reilwey would
earn, to keep it running after its completion.

The Finence Ilinister said that any grester increase
in the tariff than that which he had proposed would be unwise.
Beyond that it would be necessary to resort to direct taxation.
"I do not think," seid Cartwright, "thet much more taxetion
could be safely resorted to; nor do I think that we ought to
be called upon to consider the gquestion of reising any greczt
gmount by direct texation."(2)

Charles Tupper, chief financiel critic of the
Opposition, attacked Caertwrisnt for the proposed increase 1in
taxetion, (3) “he llaritime Provinces, having entered Con-
federation with & low teriff, would resent the Government's
policy. Cartwright was charged with infidelity to his free
trede principles. Alexander :lackenzie, the FPrime linister,
defended his Administration. (4) He said that as the require-
ments of the country made the application of the principles

of free trade impossible, the Government hed done the next

(1) Budget of 1874, p. 39

(2) Ibid, p. 41.

(3) vi.Buckingham end Hon. G....Ross: The Hon. Llexsnder
.scKenzie, His Life and rimes, (Toronto, 1892) p. 375.

(4) Ivbid, pp.375-376.
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best thing in raising the tariff for revenue purposes only.

In 1874 the business reaction and penic also led to
an increase of duties in the United Ststes. In Englend, Sir
Stafford Horthcote, the Chancellor of the Exchecuer, faced
with & huge surplus of 1?5,500,000 for 1873, abolished the
duty on sugar and reduced the income tax.(1) However, the
severe trasde depression was setting in, and doubts arose about

the wisdom of the principles of free trade even in England.(2)

THE BUDGET OF 1875 - RICE~zxD CARTWALIGHT

Cartwright delivered his second Budget speech (3)
on February 16, 1875, Although there had been & decrease in
imports, he was able to announce & reasonable surplus for
18738-74, and to anticipate another for the current year.
neferring to the publicly owned railways, he pointed out that
the Government hsd carried out its ennounced policy, "of
charging to Income Account everything that properly belongs
to the meintensnce of these railweys." (4)

In the fiscal year 1873-7T4 the receipts amounted to
we4,206,092, end the ordinary expenditure to (23,316,316,
leaving a nominel surplus of ¢888,7786. As the receipts in-
cluded two items which were casual rather than ordinsry, the
ivinister said that the net balance was about 650,000. In

the United States there was a deficit of ¢1,300,000 in 1874,(5)

(1) Rees, op. cit.,p. 153

(2) Ivid, p.l56.

(3) House of Commons Tebates, 1875, pp. 158-168
(4) Ibid, p. 158

(5) Dewey, op. cit., p. 401l.
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end in Great Britain the surplus decreased to &£ 869,147. (1)
Customs and Excise receipts increased by 2,550,000,
as compered with the previous year, end Cartwright sttributed
two millions of this addition to his teriff changes of 1874.
The increase in expenditure was over 4,100,000, the greater
portion of which consisted of statutory cherges over which
Perlisment had no further control. These included interest
on the debt, re=sdjusted provincisl subsidies, additionsl
charges because of the admission of Prince Zdward Island to
the Union, end an increased indemnity to members of Parliement.
The capital expenditure in 1873-74 amounted to
$10,177,740, of which 4,701,050 was the debt allowed to Prince
Edward Islend on its entry into Confederation. Of the remainder
93,614,000 was spent on the Intercoloniel, &nd 41,189,000 on
cenals. The net increase in the debt was $8,476,502.(2)
Although i1t was hoped that the cépital expenditure
on the Intercolonial and Frince Edwerd Islend xailways would
cease in 1876, Cartwright seid that Ceneds would have to
meke provision for some 125,000,000 during the ensuing ten
years for undertaiings charseable to cepital. 7o meet these
engagements the Government had about seventy millions, on
hend, on July 1, 1874, including 25,000,000 in cash, the
British Guarentee Fund of 20,000,000 and its sinking fund of
5,000,000, the savings bank deposits, and the surpluses. For

further expenses, and to meet maturing loens, & total of

(1) The Strtesman's Year Booi, 1881, p. 215.
(2) Public Accounts, 1894, p. LXIX.



- 09 -

$75,000,000 would have to be borrowed in London within
ten years. The Finsnce liinister was snxious not to meke
urinecessary inroeds upon the Imperisl Guersntee, "by which
in cese of need we may obtein a loean under almost any con-
ceivable circumstances." (1)

In 1874 Cartwright had negotisted an ungusranteed
loan of4?4,000,000 at 4 per cent, in London. It was pleced
at £90, and realized about ¢17,500,000. The loan was criti-
cized becsuse the discount and the rate of interest were fixed,
which prevented the calling for tenders; because the amount
waes too large; end, beczuse it was inexpedient for Cansmda to
borrow on her own uneided credit. In his Budget speech, the
Iinister seid thset the emount of debt meturing and the increasing
capitel expenditure mede & lcre loegn necessery. Cancde hed
borrowed in 18734, eand to borrow in 1874 and agein in 1875
would be prejudicisl to her credit. It hed een with diffi-
culty that the finsncial agents of the Government were induced
to tzke on one million dollars of the loan. It would have been
easy to meke use of the Imperiel Guerantee, but Cartwright
wanted to xeep this in reserve. the loen of 1874 wes actuslly
obtained on better terms than any other of ecusl amount in
twenty years. Apart from .ose's small loan of g£5oo,ooo in
1369, no bona fide Caradian loan on the couniry's own credit
hed been issued since Galt's loesn of 1860. On the whole,

Certwright felt that he could reasonably say "that the

(1) House of Commons Debates, 1875, p. 166.
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Dominion of Canade has no reason to be ashamed of <the
position in which it stands in the English market.” (1)
The Budget of 1875 proposed no changes in taxation.

On behalf of the Opposition, Charles Tupper protested that the
surplus would have justified reductions in texsation. He also
attacked Cartwright's stetement on the finances of 1873-74.(2)
In his ettempt to defend the laete llacdonald Government, Tupper
treated the EHouse to the curious end unususl spectacle of an
Opposition critic trying to prove that & surplus waes sctuelly
far larger than what the Ilinister of Finance had declared it

to be. He elleged thet Cartwright had cherged too much
reilway expenditure to ordinary, instead of to capital account,
and that there was an actuel survlus of 1,722,215 in 1873-74,
and one of 41,638,821 in the preceding year. The llackenzie
Government, according to Tupper, was juggling the public
accounts in order to be able to charge the preceding Conservative
administration with responsibility for increases in taxation.

In his reply to Tupper, Cartwright defended his policy,

and attacked his predecessors for chaerging large sums to
capital. "He did not recognize the propriety of carrying
forward & surplus when they hed &n expenditure in capital
sccount known large%y'to exceed thet surplus. He mizsht edd,
and he directed the attention of the House to the fact, that

in the English Pgriiament this practice of charging one set

(1) House of Commons Debates, 1875, p. 1l64.
(2) Ibid, p. 168 et seq.
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of expenses to capital account and another to income was
very much discountensnced." (1)

Alexander lfackenzie, the Prime Iiinister, vigorously
defended Cartwright's administration of the finances. He
"considered the half million which the honourable gentleman
(Tupper) insisted was chargeable to capital should not be
chargeable to capital, and it should not be chergezble to
capitel as long es he was connected with the Administration of
the affairs of this country. He considered tnet when &
public work wae once fairly stocked and feirly in operation
thet everything connected with it should be chargeable to
revenue, because the Government might elienate sums of money
from other sources to meet their engagements which & private
compeny could not have et their disposal. The building of
additional stock, the obtaining of additional locomotives,
merzing additional sidings, renewing the road with new rsils,
etc., were clearly chargeable to income and not to capital...”"(2)

Hed this principle of finance been accepted hy later public
men the rete of increase of the expenditure and debt of

Canada might have been less rapid.

(1) House of Commons Denates, 1875, pp.l1l86-187.
(2) Ibid, p. 191.
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THE BUDGET OF 1876 - RICHARD CARTWRIGHT

Canada was passing through en slmost unparalleled
commercial crisis, when Hichard Cartwright presented his third
Budget, on February 25, 1876 (1) The country wes suffering
from the effects of extravagesnce and inflation. In the past
year there had been & decrease of 20,000,000 in the total
volume of trade. The distress was universal.

The receipts of thne fiscal year 1874-75 amounted to
424,648,715, and the ordinery expenditures to 23,713,071,
leaving & surplus of {935,644. The controllaivle expenditure
was reduced by over 470,000, as conmpared with 1873-74.

On capital there was spent 6,922,742, one half of which was
for the Intercolonial Railway, end of the remsinder, 1,714,000
wes for cansls, and $1,546,000 for the Pacific Reilway. The
net increase in the debt wes 7,683,413, exceeding the totel
capitel expenditure by 760,671, because of the £,212,000
discount and charges on the loan of 1875.(2) As he believed
that "we should be very scrupulous &s to what we allowed to

g0 to that capital sccount,” (3) Caertwright charged to
ordinary sccount one-third of the expenditure involved in the
chanze of gauge on the Nove Scotia and New Brunswick railwsys.
For the current year he expected & serious diminution in
receipts owing to decressed imports and to the shrinkage in
values.

In KNovenmber, 1875, & 4 per cent Censdian loen of

(1) House of Commons Debates, 1876, pp. 241-262.
(2) Public Accounts, 1894, pp. LXIX-IXX.
(3) House of Commons Debates, 1876, p.243.
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<(?2,500,000 was floated in London, of Which=¥£l,500,000 wes

secured by the Imperial Guarantee. Cartwright justified the

loan becsuse of the meny obligations which had to be met. He

believed thaet the tax incresse of 1874 had prevented deficits

which would have destroyed the credit of Caneda, and necessitated
the exhaustion of the Imperial Guarantee.

The Budget of 1876 proposed no changes in taxation.
Certwrizht regarded the tax burden as already heavy for a
country of scercely 4,000,000 people. A high teriff had been
urged as & remedy for the depression, but he refused to intro-
duce & policy which would raise the price of commodities and
would reduce the revenue to the extent that it diminished
imports. wWwhile the geographicsel position of the Dominion mede
protection inadvisable, the experience of the United States
was "the best possible warning to the people of Canada not to
be led into the delusion of imposing & high teriff."(1l) The
colossal fortunes, the monopolies, the corruption and lobby-
ing the artificiel transference of population from rural to
urban districts, and the venefitting of a few at the expense
of the meny, were to Cartwright the resultce of protection in
the United States. In any event, he believed that the &b-
normality of prevailing conditions mr:de experiments with tariff
legislation most inopportune. “ime would remedy the depression.

In the opinion of the llinister, the country could not help
suffering "from the mad financial revel..... wWhich prevailed

in Canada from 1870 to 1873." (2)

(1) House of Commons Debates, 1876, p. 255.
(2) Ibid, p. 407.
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It hed been generally anticipated that Cartwright
would propose an increase in the teriff in 1876. The
Liinister himself later confessed that he had intended to
impose additional duties in order to evoid s deficit, but
thet the opposition of the members from the :laritime Provirces
chenged his intentions. (1) The tradition persists that the
Conservatives were prepared to attack the Government for any
increase in duties. In fect, Tupper is seid to heve been
prepered both to atteack an increcse in the tariff, if Certwright
raised the duties, and, if not, to advocate an incresse himself.
The Government's decision, however, opened the way for the
Conservative party to definitely adopt & policy of Protection,
and to meke this the outstanding issue in Dominion politics
for many years.

In his reply to the budget speech, (2) Charles Tupper
held the Government responsible for & large share of the de-
pression. iihile protection was indirectly suggested, neither
Tupper nor lzcdonald stated any definite policy in reference
to the teriff, during the Budget debate. Illeny vrivate members
of F.rliement edvocated protection, but Premier .ackenzie said
thet a revenue teriff was the policy he would edhere to. ALt
the same time he agreed that some teriffs were necessery,
because, “as8 we have & boundary co-terminous with the United
States for thousends of nmiles, it is utterly impossible to
adopt & fiscal policy for tnis country without reference to

what is vpessing in that country." (3)

(1) Sir Zichard Certwright: teminiscences, (Toronto,1912)pp.l56-I57
(2) House of Commons Debates, 1876, p. 262 et seq.
(3) Ibid, p.284.
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In Isrch 1876, Sir John Macdonald ceme forward &s
an avowed protectionist. He moved an smendment to & motion
to go into Supply, advocating "a measure for the re-adjustment
oI the tariff, which will not bnly tend to alleviate the
stagnation of business...... but also afford encouragement
and protection to the struggling menufecturers and industries
as well as the agricultural productions of the country." (1)
For the tirst time the colours of the Conservative Part& were
definitely nailed to the maat of Protection. Ilacdonszld seid +
that if free trade is to exist it must be reeciprocal. He
believed that Cenads wes in the position in which John Stuart
Mill had justified protection - & young country with little
reelized cepital, and with infant industries which had
scarcely taken root, but which wase "lying slongside of &
country which haé hed the advantege ee¢e.... 0f having commenced
first." (2) Protection was essentizl to cope with the de-
pression.

Cartwright declared that 11ill "would be tempted to
rise from his grave” (3) if he were conscious of the meaning
attributed to his words. lackenzie looked upon "every re-
gtriction as reggrds trede and commerce .between man and man

es simply a relic of a barbarous age.” (4) The Amendment was

(1) House of Commons Debates, 1876, pp. 488-489.
(2) Ibid, p. 491
(3) Ibid, p. 680
(4) Ibid, p.500
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defeated, but the issue which for many years was to divide

Liberel and Conservative in Canads hed been drawn.

THE BUDGET OF 1877 - RICHARD CARTWRIGHT

The first Dominion Budget speech to snnounce a
deficit on Consolidated Fund wes that delivered by Cartwright
on February 20, 1877. (1) The year 1875-76 had teen exceed-
ingly critical. The expenditure touched the highest point
yet attained, amounting to 24,488,372, while the revenue of
$22,687,687 showed & serious diminution, in comparison with
the previous fiscal year. The Finance linister reggsrded the
deficit of $1,900,785 as serious, "none the less becsuse it
is the first avowed deficit, though not the first that has
reelly existed since the period of Confederation.” (1) The
greater part of it waé due to extrsordinary and ebnormel
expenditures, such as exceptional public works, bouné%&
aurveys, and relief to llanitoba settlers. The enormousg re-
trogression in imports was the csuse of the great decrease in
revenue. Customs receipts fell from $15,351,000 to 12,823,000
- & reduction greater than the entire deficit. The Finsnce
Minister was now hopeful thet the turning point had come and
that the worst of the depression wes over.

The cepital expenditures of 1875-76 amounted to
$7,164,007. The largeat item was that of $3,346,567 for the
Pacific Railway, which the Government proceeded to construct as

g public enterprise, and which wes to be the leading cause of

(1) House of Commons Debstes, 1877, Vol I, pp. 123-147.
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the increase in the debt until 1886. A large expernditure was
&lso begun on canals, and in this year 2,388,733 wes spent

on their development. The Intercolonial Heilway, the main
cause of the debt increase since 1868, was opened on July 1,
1876, and the capitel expenditure on it in the last fiscal

year was 41,108,321, The net increase in the debt was
$8,543,136. (1) Owing to the deficit, borrowing was necessary
to carry on the ordinary services of the country.

In view of the deficient harvest and the unprecedent-
ed trede depression, Cartwright fesred the effects of another
deficit on the credit of the country. He, therefore, proposed
& number of tariff changes, but only because they were demanded
by the necessities of the revenue. Otherwise he believed
"thet at a time of depression, it is desirable not in eny way
to increzse the already serious burdens of the people of this
country." (2) The seme view was also expressed by Sir Stafford
Horthcote, the British Chsncellor of the Exchegquer, who refused
to increase taxation in 1877 because it could not be borne
without distress in & time of depression. (3) Cartwright
pointed out that in spite of & policy of high tariff protection
the United States hed suffered far more then Censda through an
enormous decrease in both exports and imports.

The proposed tax changes abolished the excise duty on
petroleum, and reduced the customs duty from 15 cents to 6 cents

per gellon. The duty had been unjust and had encoura;ed

(1) Public Accounts, 1894, p. IXIX.
(2) House of Commons Debstes, 1877, Vol.I, p. 141.
(3) Rees, op. cit., p. 156.
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smuggling. To recoup the Treasury for the reduced revenue
the Finance iinister imposed an additional duty of & cents

per pound of tea imported; one cent per pound of melt; and
three cents per gallon of beer not brewed from malt. Teriff
read justmentsincluded the placing of all cotton and linen
thread, some of which hed psid 10 per eent, in the 175 per cent
list, and the removal of all tubing and certain parts of loco-
motives from the free list to the unenumereted class of 17%
per cent. The duties on cigars, perfumes, and spirits were
increased. It was estimeted thst the changes would result in
a gein of sbout 500,000 to the revenue - sufficient to meet
any deficit. As the remission of the duties on petroleum
involved & reduction of ¢800,000 in taxation, the Minister
seid that the tariff changes would considerabdbly diminish the
burdens of the people.

Cartwrizht sated that when the Government ceme into
office, in 1873, it was confronted with lizbilities amounting
to $90,000,000, apart from the obligetions for the Pacific
Jailway. These lisbilities had now been reduced to 24,000,000
The capitel account of the Prince Edward Islend Reilwey had
been closed, and it was expected to close that of the Inter-
coloniel 1in 1878. The Govermnment had borrowed the nominsl
sunn of £9,000,000, which yielded about ¢42,000,000. Of this
amount 20,300,000 had been spent on capitel, and 16,000,000
hed been peid to, or on behalf of, the provinces. The
Imperial Guarantee still remained intact to the extent of

& 2,100,000.
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In 1876 a loan of & 2,500,000 wes iessued in London
at the fixed price of £91. According to Cartwright, "thet
loan fetched the highest price ever obtained on our own un-
aided credit.” (1) The loan was issued at 4 instead of b per
cent, which was an importsnt change. It was not an easy matter
to place Canadisn 4 per cents on the merket as & favourcble
security. The Finsnce -Iinister had to take precautions to
gusard againet failure because "it wes & matter of notoriety in
London that & large amount of our loan of 1874 remeined for e
long timeunabsorbed in the hands of the capitalists who had
teken it." (2)

The Opposition condemmned the practice of issuing e
loan at & fixed price and not calling for tenders. It was
pointed out that Australia had recently borrowed &p500,000,
called for tenders, and hed reslized &£97%, while Cansds
realized only sbout ‘fbo. Cartwrizht replied that in the
yesrs from 1871 to 1875 many countries, including I'rance,
Belgium and Brazil, had issued loans st & fixed price« The
position of Australia differed greatly from that of Canada.
Its per capits exports were enormous; it was 6,000 miles away
from eny denger of war; it had many settlers in England with
extensive connections; its public works paid interest on their
investments; end it "had no Pacific Railway to hang as a dead-
weight over them." (3) Canade, therefore, could not expect
the ssme price for i.s securities &8s the Australian colonies
obtained. It had a deficit in 1876; it had undertaken costly

public works; and, as Cartwright said, it is "perfectly well

(1) House of Commons Debates, 1877, Vol. I, p. 129.
(2) Ibid, p. 130
(3) Ibid, Vel. 2, p. 14:8
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known that Cansda is not looked upon with & friendly eye by
persons having greet influence with the London press.” (1)
The liinister considered that as the losn still left&2,100,000
of the Imperial Guerantee in reserve, a2nd "that scarcely one
penny of the Canadian four per cents was held by Cansdians,”
he hed obtained & ;004 price, "vearing in mind that neerly
+1£0,000,000 of English capitel invested in private enterprises
in this country wes mezing no return, and remembering what e
millstone that hed elweys been round the neck of Cansdian
credit.” (2)

The debate on the Budget centred on the tariff.
Charles Tupper, in, whet lac:enzie called, his "tirade of sbuse,
delivered ennuslly on similar occasions,” (3) ettacked the
increasced duties on tes and coffee, and advocated & protective
tariff to 2id industry. In 1871 he had voted for the repeal of
the coal duties, but now he urged protection sgeinst coal imports.
In the natter of reciprocity he rreferred the fostering of tr=de
with Grest Britein rether than with a foreign country. He
attecked the extrsvagance of the Government, and blemed it for
the depression. (4)

Sir John llacdonald, as Leader of the Oppnosition, agein
moved an amendment to the tariff resolutions r=mretEiwEE "thet
the financial policy submitted by the Government increazsesg the

burthen of taexation on the people, without eny compernseting

1) House of Commons Debates, 1877, Vol. 1, p. 135
2) Ipia, . Vol. 2, p. 1457,

3) Ibid, Vol. 1, p. 170

4) Ibid. Vol. 1, p. 147 et seq.
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advantage to Cansdien industries; end further, that this
House is of opinion that the deficiency in the Zevenue should
be met by & diminution in expenditure, eided by such & re-
adjustment of the Tariff =s will benefit and foster the
ggriculturel, mining and menufecturing interests of the Dominion."(1)
He wented a tariff which would not press unduly on the resources
of the people. He also sgid that his resolution "wss merely
partial, and meant to provisionally meet the temporery deficit."(2)
Although defeated, the Conservative amendment aroused
& long discussion. Certwrisht seid thet the Opposition attacked
the tax on tea, and yet advoczted & policy which would tax "the
fuel, the bread, the clothes, end the sugar of the labourer." (3)
Iackenzie re-affirmed his belief in a teriff for revenue, and
attacked .iecdonald's eincerity in view of his free trade speeches
of the past. The Prime inister had "no objection to the prin-
cirle of protection per se, that is, if you can make everybody
wealthy without mekin: eny person poer," but this wes impossible,
and there wes no policy "more consistent with what we cell the

Dark Ages of the world than thet of protection s a principle."(4)

THE BUDGET OF 1878 - RICEARD CALTWRIGE?

The economic depression hed not yet subsided when
KRicherd Certwright delivered his fifth and lcost Budget speech

on February 22, 1878. (5) There had been & reduction of nearly

(1)House of Commons Debates, 1877, Vol.l, p.405&.
(2) Ivid, p. 517.

(3) Ibid, Vol. 2 p. 1178.

(4) Ibid, Vol. 1, p. 4065.

(5) Ibid, 1878, Vol. 1, pp. 427-444
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¥50,000,000 in the totel volume of trede, and, therefore,

8 lerge reduction in the revenue. The Finance Minister truly
seid thet rarely had any government "been called upon to deal
with such & convergence of risks, occurring simulteneously, as
we hsd,"” (1) However, he added thet conditions were improving.
He urged prudence and economy, and hoped that the country would
profit from its experience.

The receipts of the fiscal year 1876-77 amounted to
$22,069,274, & decrease of over $500,000 as compared with the
previous year. The ordinary expenditure of 23,519,301 showed
a decrease of slmost 41,000,000, The rinance llinister ssaid
that he had succeeded in reducing the controllable expenditure
from 8,569,774, in 1875-76, to 6,835,078, The deficit of
the year wes ¢l1,460,027.

The capital expenditure in 1876-77 totalled 7,599,709,
of which over four millions wes for canals; the remasinder was
chiefly divided between the Pecific Reilwey and the Intercolonial
Feilway. The increase in the net debt wes §$8,683,794. (2)

In discussing the finances of the country, Cartwright
pointed out the very serious disproportion between the fixed
charzes on the revenue and the controllable expenditure. Of
the totel expenditure of 323,000,000 the charzes on the publiec
debt constituted a first mortgage of 11,500,000, The charges
on collection of revenue, amounting to about 45,500,000, were
also prectically fixed. Hence only about 7,000,000 remained
under the control of the government,leaving but a very narrow

margin withitwhich: to exercise economy.

(1) House of Commons Debates, 1878, Vol. 1, p. 442,
(2) Public Accounte, 1894 p.IXIX.
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The Finance linister showed that the two successive
deficits, which he had announced, were composed in lerge part
of sums snnuelly devoted to the sinking fund, and amounting to
$1,650,000. The net increase of debt, &s & consequence of the
deficits, was therefore 1,700,000 instead of 3,361,000, Had
Canada possessed an income tax, which, &s in Great Britain,
could be raised or lowered without disturbence to the commercizl
interests of the country, Cartwright would not have hesitated
to employ it to prevent further deficits. But, under the
existing system, he refused to increase taxation. It was both
inadvisable and unnecessary hecause signs of improvement were
already visible; because the receipts of 1876-77 were below
the everage, owing to exceptional circumstances; because the
deficits, being largely composed of sinking fund, were not as
serious as wes generally thought; because the liabilities of
the country had been heavily reduced; and, because much of the
expenditure, although charged to Consolidated Iund, was nezrer
capitel than ordinary expenditure. Cartwright added that in
view of the new issue between protection and & revenue tariff,
he wanted the people to express their views &t the polls. He
re-iterated his belief in a tariff for revenue, and sew no
resson for imitating the United States. The Government
believed "thaet all texation, however disguised, is & loss per
se, that it ié the duty, end the sacred duty of the Government
to take only from the people whet is necessary tc the proper
discharge of the public service; and that taxetion in any other

mode is simply, in one shspe or other, legalized robbery." (1)

(1) House of Commons Debates, 1878, Vol. 1, p.440
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As the Budget speech of 1878 wes the last before

- the general election, Cartwright compsred the financiel
position of Canade in 1878 with that in 1873, when he assumed
the portfolio of Finance. He concluded that notwithstanding
the tariff increases, the reductions in the duties on tes and
coal oil had been so greet that the burden of taxation waes
almost the same in both periods. Texetion in Cansda was
light, as compared with that of other countries in similar
circumstances. The burden was about one--half as great as
that of Great Britain; and temstion for all purposes in Canada
was berely one-third of the amount psid by the people of the
United Stetes under their teriff and municipal taxes.

The year 1877 completed the first decade of
Confederation. <The era had shown that the originally confed-
erated provinces possessed ample regources to carry out all
undertekings. However, the Iinsnce Ilinister considered that
the country had undertaken too much, and thaet its existence
had been seriously imperilled. Hence the stertling increcse
in expenditure, from 13,500,000 in 1867 to @25,500,000 in 1877,
with no reesonable prospect of reductions. rhe mein items
of the increase were the interest on capital for construction
of the Intercolonisl, the interest on the sum expended on the
Pacific rRailway, the interest on other public works, the
expenditure on the North-West and on British Columbis, and that
occasioned by the assumption of provinecial debts and the ed-

mission of Prince Edward Island. Cartwright believed that
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with the growth of population sand prosperity the per cepits
expenditure need not increese further to any msrked extent.

The debate on the Budget was again concerned mainly
with the tariff. Tupper attacked Cartwright for the absence
of any proposals to avoid the impending deficit, or to help
the suffering industries of the country. He urged the
necessity of protecting the suger-refining end cogl-mining
interests. He did not eadvocaete an "increase of taxetion, but
a readjustment of texation.” (1)} Tupver also expressed himself
as favouring differentiel tariffs - & preferential tariff on
goods from Great Britisn and british possessions, snd another
tariff ageinst the rest of the world.

On lMarch 7, Sir John kiascdonald ezein moved an amend-
ment "that the welfare of Cansda requires the sdoption of e
Netional Policy, which, by & Jjudicious readjustment of the
Teriff, will benefit and foster the agricultural, the mining,
the manufacturing, and other interests of the Dominion; that
such & policy will retein in Canade thousands of our fellow
countrymen now obliged to expatriate themselves in search of
the employment denied them &t home, will restore prosperity
to our struggling industries, now so sadly depressed, will
prevent Canadse from being mede & sacrifice marzet, will en-

courage and develop &n ective inter-provincial trade, a&nd

(1) House of Commons Debates, 1878, Vol. 1, p.462.
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moving (as it ought to do) in the direction of a reciprocity
of tariffe with our neighbours, so far as the varied interests
of Cansda may demend, will greetly tend to procure for this
country, eventually, a reciprocity of trade." (1)

In his speech lizcdonald stress ed the importance of
national considerations even more than the mere accunulation
of wealth - "there is prestige, national status, national
dominion - ahd no great nation has ever risen whose policy
was Free trade." (2) ZEngland's prosperity was due to her
original policy of protection. All the time, however, the
Opposition Leader admitted the desirsbility of reciprocity
with the United Stetes, and believed that & retaliatory tariff
might serve to promote it.

Following & lengthy discussion on the respective
merits of free trade and protection, llacdonald's resolution

was defeested.,

DOMINION FINANCE, 1874-78

Cartwright's Budget of 1878 was the lest one of the
ligckenzie régime. In the general election of September of
thet year hard times and dissatisfaction resulted in the
defeet of the Government. Sir John A. I'zacdonald was returned
to power pledged to a policy of tariff protection.

The finsncial history of the years 1873-78 largely

reflected the existing universel economic depression. It was

(1) House of Commons Debates, 1878, Vol. 1, p.584.
(2) Ibid. p. 855,
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the first period in Canadian history in which a liinister
of Finance ennounced deficits on Consolidsted Fund. It
wes the period which gave birth to the Hational Policy of
Protection. In Great Britzin hard tizes merely aroused mis-
givings about the policy of free trade; in Cansde herd times
chenged the course of the fiscal policy and set it on the roed
to Protection. But the change did not occur until the coming
of the second liacdonsld Administrstion. The Libersl Govern-
ment hed rigidly edhered to a tariff for revenue, and 2ll of
Cartwright's tax measures were in conformity with this policy.

In 1872-73, the last year of the first Dominion
Government, the receipts on Consolidated Fund hed been
#£0,813,469; in 1874-75 they rose to 24,648,715; in 1877-78,
the last yeer of the llackenzie Government, they were 22,375,011,
The Customs end Excise continued to be the principal source of
the revenue. The Customs yielded 12,954,164 in 1872-73;
15,351,011 in 1874-75; and 12,782,824, in 1877-78. (1)

The Consolidated Fund expenditure increased from
$19,174,647 in 1872-73, to (23,503,158 in 1877-78. 1t wes

divided ss follows: (g)

1872-73 1877-78
Charges on the Public Debt...., 5,387,850 & 7,240,969
Subsidies to the Provinces.... 2,921,299 3,472,807
Sinking Fund...c.cveceececccace 407 ,826 945,746
Collectiogiﬁevenue............ 3,295,475 5,301,124
LiecellaneoUSecesceccoascensass 1,062,095 6,542,510

(1) Public Accountse, 1894, pp. LI - LVIII
(2) Ibid, pp. XXXII - XXXIII
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The fixed charges remeined & very large proportion
of the totel expenditure. Cartwright's policy of economy
was shown in the reduction of the controllable expenditure.

In 1873 the net debt of Cansda was $99,848,461; in
1878 it had increased to ¢140,362,069. The principal causes
of the increase were the expenditure of 13,267,868 on canzals;
9,876,488 on the Intercolonial and connected Railways;
#9,122,566 on the Pacific hailway; ¢ 4,927,060 as debt allowsnce
on the edmisgsion of Prince Edward Island into Confederation;
and, 4,488,959 ss deficits on Consolidated Fund. (1)

The funded debt payeble in London increased from
76,137,715, in 1873, to 121,244,415 in 1878. (2) Certwright
floated three loans in London - an ungueranteed loan of
;€4HOOO,OOO in 1874; one ofX2,500,000, of which&?l,500,000
was guaranteed by the Imperial Government, in 1875; and an
ungusranteed loan of £2,500,000 in 1876. The latter brought
the highest price yet obtained on Caensda's own unsided credit.
It was also the first Canadisn loan floaeted a2t 4 per cent.

While the loen of 1876 seemed to indicate the con-
fidence of the Eritish investor in the future of Cananda, that
confidence was not shared in by meny Canadians themselves. The
pessimisngichard Cartwrizht probably reflected the genersl
feeling. ‘he country was discouraged and was prepered to
experiment with any remedy. iihen the Conservetive Psrty

offered teriif protection it was accepted.

(1) Public Accounts, 1894 pp.lxix-lxxi.
(2) Ibid, p. xxxiv.
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CHAPTER V

THE NATIONAL POLICY UNDER MACDONALD,
© 1879-91.
Tilley's Budgets, 1879-85 - liclelan's Budget, 1886 - Tupper's
Budgets, 1887-88 -~ Foster's Budgets, 1889-90 - Dominion Finance,
1879-91 -
"l may -say, lir. Speaker, that the Budget speeches
which-have been delivered in this Chamber since 1879

bear & certein femily likeness to one another; they
all are made up in very much the same way."

- Hon. David Mills (1894)
"The seven lean years of depression” (1) were
drawing tb & close when Sir John A. andonald resumed the
reins of power late in 1878. There was a world-wide improve-
ment in demand, and the marsets for Cansdian products wére re -
opened. Circumstances fevoured the new Administretion.

The elections had been fought on the issue of
Protection, advocated by the Conservative Perty. Dalton
McCarthy, once & prominent Conservative member of Farliament,
confessed thaet it was "by going in for the National Policy
end taking the wind out of lr. Mackenzie's sails we got into
power. We became identified with the prbtective policy, end
if lir. lisckenzie had adopted & protective policy we would
have been free traders. I am willing to mske this confession,
that if Mr. liackenzie had been & protectionist, there would
"have been nothing left for us but to be free traders. »sut
lir. iimckenzie was either too honest or too earnest in his

opinions to bend to the wave of public opinion, and the result

was he was sweplt out of power and had only a corporal's guerd
{1} Skelton: General Economic History, p. 148.
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to support him when the House met." (1) The Conservetive
victory was followed by an immediate redemption of the pledges
made during the ceampaign.

In Zacdonald's new Cebinet Leonerd Tilley returned
to the portfolio of Finance, which he had held in 1873. He
introduced the first seven of the long series of seventeen
Budgets, all of which, as David 1lills rightly szid, bore "a
certain family likeness to one another.” (2) Thet of 1879
introduced the National Policy; all subsequent Budget Speeches
until 1897, contained long eulogies on the effects of that
Folicy. Every yeer the Finence ilinister prepered new state-
ments and compiled new stetistics to prove its success; every
yeer, but one, Richerd Csrtwrizht, now the chief finencial
critic of the Opposition, denied those stetements »nd delivered
torrents of abuse on the system of Protection. "For seventeen
years,” seid Sir Charles Hibbert Tupper, rether cruelly, in
1896, "we heve heerd from the member for South Oxford (Richsrd
Cartwright) the same style and the same tone, but for seventeen
yeare the people of Canzda heve preferred to stend his abuse

rether thaen stand him." (3)

THE BUDGET OF 1879 - LEONARD TILLEY

The first Budget of the new Government, presented by
Leonzrd filley on :arch 14,1879, (4) was one of the most important

in the history of the national finences of Canada. It was the

(1) House of Commons Debates, 1894, Vol. 2, p.293 - quoted by
Sir Richard Cartwright.

(2) Ibid, Vol 1, p.762

(3) Ivid, 1896, Vol. 1, p.1309

(4) Ivid, 1879, Vol 1, pp.409-4C0.
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first time that a linister of Finance definitely accepted
Protection as the principle of the Cenadisn tariff poliey,
end msede changes sccordingly.

Tilley announced a deficit of ¢1,128,146 for the
fiscal year 1877-78. The receipts were 22,375,011, ageinst
an expenditure of ¢25,503,1568. <The capital expenditure
amounted to 6,657,200, of which 43,843,338 wes spent on
canals and 2,228,373 on the Pacific Railway. The net in-
crease in the debt wes 7,126,760 (1) ZFor the current year,
1878-79, the Finance liinister expected & deficit of 2,400,000
and one of 1,600,000 for the approaching yesr. -~ Hence an in-
crease of 32,000,000 in the Customs revenue was necesssry.

An additionsl sum of 504,000 would have to be provided for
the interest on the public debt, owing to the loan of 1878.

The Ilinister explained thet on coming into office
he had found it necessesry to floet a losan of;fZ,OO0,000 in
London - one half on the credit of Csinada, end the other half
on the Imperiel Guarentee. Tenders were called for, but the
loan wes teken up very slowly. Cartwri:ht criticized Tilley
for floating a loan &t so inopportune a time, and stated
that it had cost Canade more than any of three previous loans
he had contrected. He also protested agsinst Censde's sinking
fund, which he regarded as by far the largest any nation
poscessed. He hoped thet the countiry would soon be relessed
from the necessity of peying any additional sinking fund on

new loans. (2)

(1) Public Accounts, 1894. p. lxix.
(2) Houge of Commons Debates, 1879, Vol 1, pp.438-39.
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After treating of the genersl finances of the
country Tilley proceeded to announce the tariff changes which
were to institute the National Policy. The aim of the new
teriff was not only the realizetion of $2,000,000 more revenue
but also the protection of the industries of the country.
The large volume of importe into Cenada and the unfavoursble
balance of trade were to be regretted. The prosperity of the
United States was csused in great measure by the large favour-
gble trade balance, whereas the depression in Grest Britain
was due to the large unfavourable balance. "Under the circum-
stances,” seid Tilley, "it eprears to me we should turn our
attentioﬁ to the best means of reducing the volume of our
imports from &1l parts of the world." (1) It was also necess-
ary to take means to prevent the use of Canada as & "sleughter-
market" where United States menufacturers could send their
surplus products at prices below those of their Canadian
competitors.

In contrasting the greet decrease of revenue in
Cansde with the decreases in Great Britain and the United States,
Tilley explained that the latter countries derived their revenue
mainly from specific duties, whereas in Censde the duties were
largely ad vaslorem. Hence & fell in the value of goods would
mean & decrease in receipts, and because of the enormous fell
in values during the economic depression there was & correc-
ponding fall in the revenues of the Dominion. The new teriff

would ettempt to remedy this situation.

(1) House of Commons Debates, 1879, Vol. 1, p. 414.
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The National Policy aimed to "touch more
heavily the imports from foreign countries than from our
Fatherland," (1) which admitted our natural products free
of duty.Since 1865 a large portion of the products of the
United Statss had been admitted free of duty into Canadsa,
in the hope of a more liberal tariff policy. This had been
in vain, and it was now intended to impose duties on those
products. Coupled with this, however, was to be a resolution
to the effect that, "as to articles named, which are the
natural products of the country, including lumber, if the
United States take off the duties Iin part or in whole, we tare
prepared to meet them with equal concessions, The Government
believe in a reciprocity tar:'ff, yet may discuss Free-Trade
or Protection, but the quest'on of to-day is - Shall we have
a reciprocity tariff, or a one-sided tariff?"(l) Thus the
National Policy included a standing offer of reciprocity to
the Unlted States,

The Government aimed to extend trade, and in order
to encourage the export of Canadlan manufactured products, 1t
was proposed to give manufacturers a drawback on the duties
pald upon goods used in the manufactures of the Dominion which
were éxported. It was also intended to impose countervailing
duties on goods fed by the bounty system of foreign countries,
which materially affected such industries as sugar-refining in
Canada. This would bear more heavily on the products of the
United States than on those of Great Britain, but, satd Tilley,

"ff our friends across the border will not give us the Rec?!pro-

(1) douse of Commons Debates, 1879, Vol., 1, p. 415,
(2) Ibid, p. 415,
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city Preaty again, they cannot find anything to object to
Ifn the imposition of these dutles..." (1)
The new tariff raised the duty on unenumerated

goods from 174 to 20 per cent. This increase, it was ex-
pected, would yield $750,000. The textile industrfes were
especlally favoured. On cotton goods likely to be manu-
factured in Canada, the duties were ratsed from 171 per cent
to rates, specific and ad valorem, equivalent, on the importa-
tions of 1881, to 30 per cent. (2) While unmanufactured wool
was to be admitted free, the duties on other wool and woollen
goods were practically doubled. A duty of 10 cents per pound
plus 25 per cent ad valorem was imposed on clothing.

The rate on furniture and clocks was increased to
35 percent - an increase of 171 per cent. On carriages,
glassware, wall-paper and silk, the duty was raised to 30
per cent, and on boots and shoes, buttons, rubber goods,
woodenware, earthenware, and stoneware, to 25 per cent.

A duty of 50 cents a ton,as in 1870, was imposed
on anthraclte and bftuminous coal, and on coke, in the hope
of giving the Canadlan market to the coal depos*ts of Nova
Scotia, The United States duty was 75 cents per ton of coal.(3)
The duty on agricultural implements was ratsed from 171 to 25

per cent.

(1) House of Commons Debates, 1879, Vol.l, p.416
(2) Skelton: General Economic History, p. 153,
(3) Hopkins, op. cit., p. 290.
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Ti{lley proposed to encourage the Canadian iron

industry, iron being, as he said, the cause of the prosperity
of England, France, and the United States, He, therefore,
imposed a duty of $2 per ton on pig-iron, which previously
had been free. This corresponded to the UnitedrStates duty
of $7. per ton. The duty on iron btllets, bars, and rods
was increased from 5 to 10 and 17% per cent, while manufactured
iron and steel products and machinery were given 25 to 35 per
cent protection. |

Thé National Policy aimed also to protect agriéulture,
It imposed a duty of 15 cents per barrel on breadstuffs and
barley; 10 cents per bushel on oats; 15 cents per bushel on
wheat; and 20 per cent, instead of 10 per cent, on vegetables,
In the Unlted states, thére had been duties on agricultural
products for some years,

There was to be a duty of 8 cents per hundred
pounds of salt, However, following the policy of 1870,
salt imported from the United Kingdom or other British possess-
fons was to be admitted free,. On all refined sugar there was
imposed a duty of 1 cent per pound and 35 per cent ad valorem,
The duty of 10 per cent on tea from the United states was re-
Imposed.

Although jewellery was a luxury, the duty on it
was only increased from 17% to 20 per cent, because of the
great inducement to smuggling which it offers, The duties
on champagne and spirits were also raised,

Raw materials, such as cotton. waste and cotton

wool, and pulp, and machinery for worsted and cotton mills,



of a kind not manufactured in Canada, were placed ob the
free 1list. Another feature of the changed tariff was the
substitution of specific or compound duties for the old
ad valorem rates, This was to guard against decreased
revenue in the event of a fall in values,
| These were the main changes introduced by the new

tariff, Tilley said that the Gor ernment had tried to assist
all possible interests, If the proposals were not accepted
"almost every manufacturing industry in the country will be
closed up, and the money invested in them lost, within two
years." (1) The time had come for Canada to decide "whether
we will be simply hewers of wood and drawers of water, whether
we will be simply agriculturtsts ratsing wheat, and lumberman
producing more lumber than we can use," (2) or whether the
industries of the country are to be protected and given the
home market. Canada was not erecting a Chinese wall, but
was merely imposing reasonable duties on forefgn products.

The estimated increase in revenue from the new
tariff was £2,200,000.

The introduction of the National Policy created
a prolonged debate in the House of Commons. Richard Cartwright,
as the former Minister of Finance, replied to Tilley, and
delivered a powerful indicitment of the protective system.(3)
He reminded the House that in 1873, when the adverse balance
of trade was greater than ever before Tilley had expressed

no fear, but, on the contrary, had said that the proffts of

(1) House of Commons Debates, 1879, Vol. 1, p. 429.
(2) Ibid, p. 429.
(3) Ibid, p. 433, et seq.
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the increased imports would enable the country to meet its
expenditures. By its policy of Protection the Government

was arrogating to itself "the power, by artifictal legislation,
of relieving men from the consequence of their own blunders
and their own folly." (1) It was unjust to enable certain
sections of the community to tax the rest of the people for
their private gain, As for the tariff on agricultural pro-
ducts, it afforded a mere sham protection to the farming
interests,

Cartwright predicted that because of the great
geographiceal and industrial differences *n Canada, Protection
would split Confederation "into a thousand pfeces'" (2) It
would result 1n over-crowding the towns and cities a t the
expense of agriculture. It would encourage smuggling. It
would create a far worse domestic competition than the foreign
competition to which Canadlan industries had been subjected.
It would dilscourage initlative, self-relifiance, and invention.
Finally, the effect of the National Folicy would be as the
Bible sa’d, "To him that hath shall be given, and to him that
nath not shall be taken away, even that which he hath." (3)

The former Finance Minister believed that duties
on tea and sugar should be imposed mainly for revenue, but
under the new tariff money would be taken from the poor to
f11l1l the pockets of special interests., Iron, the raw matertial

of an immense number of industries, should be free, The new

(1) House of Commons Debates, 1879, Vol. 1, p. 435,
(2) Ibid, p.441
(3) Ibid, p.443
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tariff on iron was levelled against Great Britain, as the
greater portion of Canada's manufactured irom was imported
from theat country. A tax was thus placed "on a chief pro-
duct of almost the only country in the world that admlts
our products free." (1)

In discuséing the new tax on coal, Cartwright
sald that "if there be a principle of political economy
clearer than another, it is the principle that the worst
tax which can be Imposed is a tax on a necessary of life,
like coal,"” (2) It falls upon the poorest classes in the
depths of winter. The same argument applied to the duty on
woollens,

The policy was bad from the financial aspect,
because for every dollar put Into the National Treasury
four dollars would be taken from the pockets of the people,
Also, capital would be artificlally diverted. Parliament
would be corrupted. Uncertainty in trade would be created.
An unequal distribution of wealth would be encouraged.
Sectional feeling would be aroused. The future of Canadtan
prosperity was endangered.

Cartwright, in his vehement attack, painted a
picture of Europe contending with Socialism, and said: "Sir,
you are here deliberately introduc'ng a system which recog-
nizes the leading ideas of Socialism, which, indeed, practic-

ally justifies the leading tenet of Soc'alism, that property

(1) House of Commons Debates, 1879, Vol, 1, p.44l.
(2) Ibia.
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acquired in this way, under a2 tariff such as this, is very
little better than downright legalized robbery." (1)

Mackenzte, the former Liberal Prime Minister,
wondered how the Government could adopt protection, n
view of the experience of the Unfted States, He refused
to agree that an increase in taxation could make a country
great, John Charlton, a prominent Liberal member, attacked
the agricultural duties as a sha m. (2) "There 1s a n old
adage," he sald, "that the farmer is the ass that carries
the most of the burthen and eats the least of the hay." (3)
The duties on wheat, oats, and barley, and the others, were
mockeries. It was ridiculous to belisve that a duty on
products of which a surplus for export is produced could
raise their prices, The markets in every part of the
globe were ruled by the quotations on the Liverpool Corn
Exchange. The farmer was be‘ng deluded by the belief that
he would benefit from Protection,

Tupper, in defending the new tariff, satd that it
would bring about free trade 'n coal wtth the Unfted States.
In fact, "at no distant day we shall enjoy all the advantages
which we possessed under the Reciprocity Treaty."(4 ) But
Charlton ridiculed the idea that Canada could force or
dictate United States policy.

(1) House of Commons Debates, 1879, Vol. 1, p.457.
(2) Ibld, p. 527, et seq,

(3) Ibid, p. 531.

(4) Ibld, p. 464.
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In renewing the discussion, Ca rtwright said
that the tariff would impose an enormous taxation on the
agricultural population without any significant return.
Further, Canada's market was not large enough to encourage
manuf acturing at a low price, He believed in a low cost
of 1living. The country had spent millions of dollars to
factlitate trade, and now a policy was brought in to prevent
it.

David Mills, a former Liberal Minister of the
Interior, said that Tilley's statement had been contradictory.
The Minister had stated that his policy would promote inter-
provincial trade, and yet he urged reciprocity with the
United States which would greatly diminish inter-provinc®al
trade. "If Ontario ought", asked Mills, "for reasons of
State, or for occult reasons of political economy, hidden
from Free-traders and Englishmen, but revealed to the
Premier and those who follow him, to purchase Nova Scotia
coal, why seek to bring about reciprocal Free-trade in
coal?" (1)

ilackenzie moved a resolution embodying the view
of the Opposition, but !t was defeated. Tilley satd that
Canada required revenue, that direct taxatton was out of
the question and that the fact had to be cons?'dered that
Canada lay alcngside a country which protected its *ndustries
and labour,
Thus was the National Polfcy adopted in the

midst of vehement and bitter dlscussion, In the light of

(1) House of Commons Debates, 1879, Vol. 1, p. 885



- 101 -

the speeches of the day many*believed it merely a temporary
policy intended to force Reciprocity. As Goldwin Smith
wrote to Lord Farrer, in 1885: "Retaliatory against the
Americans the Canadiaen tariff was, and I never denled it.
Protectionist, in the first instance, it was not., Both
publicly and to me in private Sir John Macdonald positively
repudiated that intention ...... Afterwards the Government
was tempted by the scent of party gein fnto holsting Protectionls
colours and declaring its intention, instead of reducing when
it had a surplus, of keeping on the duties for the purpose of
Protection.” (1)

THE BUDGET CF 1880 - SIR LEONARD TILLEY

Sir Leonard Tilley - both Tilley and Cgrtwright
had recently been knighted;delivered his third (2) Budget
speech on March 9, 1880. (3) He stressed the need for
greater revenue to meet the capital engagements of the
country, and the deficits wh'ch had averaged #1,750,000
for the past four years. To meet capital requirements
and maturing liabilities, he had floated a loan of £ 3,000,000
tn London, in 1879. It ylelded #700,000 more than what
Cartwright had obtained for a similar loan in 1874, and
$600,000 more than the loan of 1876. The country's credit

was rising. Wherea s a year ago Canadian securities were

(1) G8ldwin Smith's Correspondence, edited by Arnold Haultafn
(New York, 1913), pp. 173-174.

(2) Including that of 1873 as his first.

(3) House of Commons Debates, 1880, Vol., 1, pp.509-524,
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7 per cent lower than those of New South Wales, which stood
at the head of every other British colony, the difference wes
now only two per cent. The Opposition agreed that the losn
had been obtained on excellent terms, but pointed out that
Tilley hed been fortunste owing to the cheapness of money in
London. <rhe necessity of setting aside the sum of 75,000
amnuelly for sinking fund on the loan was regretted.

The deficit for the fiscal year 1878-79 was
41,937,999, The revenue was 22,517,382, Tilley attributed
31,300,000 of this smount to Customs and Excise receipts in
anticipation of the teriff changes. The estimated receipts
from Customs hed been § 13,750,000; the actusl receipts were
12,900,689, ‘he ordinary expenditure was .z24,455,381, about
800,000 in excess of the estimete. The Finance llinister saild
that it was only the anticipation of the new teriff that pre-
vented & deficit of over 3,400,000,

The capitel expenditure in 1878-79 amounted to
5,648,331, including 3,064,098 for canzls and 2,240,285
for the Pacific Railway. The net increase in the debt was
¥2,628,117. (1)

For the current year, 1879-80, Yilley estimated total
receipts at 24,450,000, including ¢14,000,000 as Customs duties
He sdded that pert of the Customs and Excise receipts of 1878-79
which he believed was due to the new teriff to the total revenue
of the current year, &s he said thet it rigshtly belonged there.

He expected & deficit of .500,000, in contrast to the lerge one

of the past year. LIor 1880-81 he anticipated a surplus of {600,000,

(1) Public Lccounts, 1894, p. LIXIX.
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After reviewing the first effects of the Kational
Folicy, Sir Leonard concluded thst imports from Great Britain
hed diminished less than those from the United States. ZXelations
between Canada and the i‘otherland had not been strained, and
Cansda's credit wes hizh, as wes shown by the loan of 1879. The
tariff bore equally on all portions of the Dominion. It had
given encourszement and hope to industry, with the result thet
the country wes in & much better position than a year ago. Also,
Tilley expected that by the close of the year, "the bhalsnce of
trade which some gentlemen think is of no importance, though I
think it is of vitel importance to this couwutry, will for the
first time in the history of the Dominion be in our favour." (1)

The Budget speech proposed certain chenges in the new
teriff - as did almost every Budget Speech after 1879. The duty
on bituminous coel wes raised from &0 to 60 cents per ton, to
make possible the use of Nova Scotia cozal as fer west &8s Hamilton.
The duty on cigers =nd cigaretts wag increcosed from 50 to 60
cents per pound. A duty of 3 cents & pound was imposed on wool
and combing wools produced in Ceneda. “he duty on billets wes
reduced from 12% to 10 per cent. Steel and ite manufec tures were
placed on the free list until 1882. Various raw materiesls were
added to the free list.

The debate on the Budget centred on the tariff and all
the arguments of the last sesslon were repeated &t great length.
Sir Richard Cartwright delivered & characteristic speech. (2)

The country was depressed; it wes suffering from unemployment,

bankruptecies, and emigration. *rices had risen, and the people

(1) House of Commons Debates, 1880, Vol. 1, p. 523.
(2) Ibid, p. 525 et seq.
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were dissetisfied. The prosperity that did exist was due to
& good harvest and to & more profitable market for Canaidan
lumber. Lanufacturing, epart from & few cotton fectories and
suger refineries, was deriving but little bernefit from the new
teriff, Combines to raise prices had been encouraged, and the
cost of prime necessities had increased. The tariff fell
heaviest on the poorer classes, who were being discriminated
against because of the system of specific duties. In the last
ten months 45,000 more tons of coal had been imported than in
the whole of the previous year. 'he miner, therefore, pajd
more for his necessaries of life and received nothing in return.
The tax on suger was particularly unjust. ‘he people psid
+3,500,000 of which only 2,000,000 reached the Yreasury, the
reme inder going to the monopolists of the sugar-refining industry.

Certwright contrasted the vest msrxzet and the enormous
range of products of the United itates with Cansde's small market
“‘hen, referring to the oft-quoted balance of trsde theory, he
seid "that & nsetion exporting more then it imports is either
etting the worst of the bargein or is indebted to other nations,
which, though true, is certeinly not & cause for great congratu-
lations on our part." (1)

In the course of the debste, Tilley reviewed the
position of the finmnces of Cansde sipyce 1867. (2) In the latter
year texation was 3.55 per head of the population; in 1879 it

hsd risen to 4.55. The principal casuses of the increase were

(1) House of Commons Debetes, 1880, Vol. 1, p. 533.
(2) Ipid, Vol. 2, p. 1100 et seq.
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the re-arrangement of provincial debts in 1873; the interest,
8inking fund, and maintenance expenses of the Intercolonial
Railway; the interest end sinking fund on the construction of
the Fecific Heilway and the canals; the expenditure consequent
upon the addition of four new provinces; and the increased ex-
venditure on the North-:iest, on public works and on the FPost
Office. The construction of the Pacific Railway would further
increcse the annusl expenditure, both cspitel end ordinary.

Sir Richerd Certwrizht attacked the re-arrangement of
provincial debts by the Act of 1873, on the ground that it had
done the greatest injury to the provinces by encouraging extrave-
gance. He s2id that had Tilley "had the manhood, and the honesty
to tell them that they must provide, out of their own funds, for
their necessities, instead of allowing them to put their hsnds
into the Dominion Treasury, they would not now have found them-
selves in the difficulties into which their own folly had plunged
them.™ (1)

The Opposition &lso attacked the undertsking to con-
struct the Facific Railway. In Committee of Lupply, Edward
Blake, the new levder of the Liberal Party, strongly urged thet
the public interest demanded the postponement of this underteking.
(2). It would necessitate more texstion which the country could
not stend. "he increcse in expenditure had been altogether dis-
proportionate to the increase of tax-paying power. Large

borrowings had been necessary to meet deficits, but this had to

(1) House of Commons Debates, 1880, Vol. 2, p. 1312,
(2) Ibid, p. 1457 et seq.



cease., ihile the Canadian debt was increasing at 2 rapid rate,
that of the United States wes being enormously reduced. Rather
than enter upon reckless engsgements Blake urged economy and
retrenchment.

The year 1880, nevertheless, saw the si ning of the
contract for the construction of the Cansdian Pecific Railway.
This was to be the principal ceause of the increase in the Dominion

debt for several years.

THE BUDGET OF 1881 - SIR LEOL-RD TILLEY

In his fourth Budget speech, Februsry 18, 1881, (1)
Sir Ieoneard Tilley agsserted thet the most sanguine expectations as
to the financial results of the teriff had been realized. The
estimeted deficit of 500,000 for 1879-80 had been reduced to
$243,228. The Public Accounts, however, showed a deficit of
#1,543,287. (2) willey's explenation of this difference was that
beceuse of the introduction of the new tariff in liarch 1879 there
had been large increases in imports and withdraweals from bond, in
the first three months of that year, in anticipation of the tariff
changes. Hence 1,300,000 had been paeid in Customs and Excise
duties in 1878-79 which properly belonged to 1879-80, and which
the Ilinister included in the receipts of the latter yesar.

Cartwright ridiculed this explesnation, saying it was
e curious meens for Tilley to adopt in order to escape responsib-
ility for the deficit of 1879-80. He took as much &s he needed

from the receipts of one year and added them to those of the other

’

(1) House of Commons Debates, 1880-8l, Vol. 2, pp.l018-28.
(2) Publie Accounts, 1894, p. XXXIII.
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and the thing was done. Sir Richerd denied that there had

been any merked anticipation of the teriff of 1879, and added

that the fact was "ss the London Economist naively put it,

when commenting on this very transaction: 'The Cansedian Minister

of Finance has a deficit of £400,000, but he prefers to call it
£ 80,000.'" (1)

The Consolidated Fund receipts of 1879-80 were
$23,307 ,406, and the expenditures 24,850,634. Customs receipts
were 1,100,000 in excess of those of the previous year, while
Excise showed & decrease of a like amount. The interest on the
public debt increased by 600,000 and reached the new high level
of ¢7,773,868. (2) Capital expenditures amounted to 8,241,173, .
of which half was for the Pacific xailway, the remsinder being
divided between canal construction and the Intercolonial Railway.
The net increase in the debt wes 9,461,401 - the largest in-
crease since 1873, (3)

Tilley estimated that the lesrge increase in Customs
receipts would yield e surplus of 2,000,000 in the current yesr,
and 1,410,000 in 1881-8%.

The Budget speech of 188l proposed certain changes in
the tariff which added a number of rsw materials to the free list
end reised the duties on some msnufectured erticles. The Finsnce
Hinister snnounced that there would be no general reduction in
the tariff until the Hational Policy was fully developed. The

Government, however, was still resdy to renew the KReciprocity

(1) House of Commons Debetes, 1880-81, Vol. 2, p. 1030.
(2) Public Accounts, 1894, pp. li-lviii
(3) Ibid, p. lxix.
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Treaty with the United States. Even if the latter country
would not offer a free merket to the natural products qf Cansz.asg,
filley proposed to employ any substantisl surplus for a reduction
in taxation.

The Finsnce iiinister stated that the terif{ hed justified
itself as & producer of revenue, and hed given & great impetus to
the menufacturing interests of the country. ractories had been
esteblished,; wages were higher; employment was afforded to
14,000 additional workgers in eighteen months. Agriculture wes
elso benefitting. 'he threset that the tariff would destroy
Confederation hed not materialized. Tilley pointed to the
general economic improvement in Cansda. Exports were increesing
end the year 1879-80 saw & fevourable bslsnce of trade of
Ll ,451,711 for the first time since Confederstion. Trade wes
expending; benk deposits were increasing; railwey traffic was
greater. hile Csriedian 4 per cents were selling at 90 or 92
in 1878, they had risen 7 or 8 per cent in 188l. But, it was
shown that elthough the price of Canadian 4 per cents was 103
to 104, thet of the United States securities was 116 to 117.

Tilley attributed the lerger part of the prevaeiling
prosperity to the .dational Policy. He concluded by comparing
the debt and taxation of Cenads with those of the Australian
Colonies, to the apparent disadvantage of the latter. The
comperison, however, was unfeir. In Australasis the reilways
snd the public works were the property of the state. Ilany of
these were highly productive and afforded & considerable pro-

portion of the revenue, thus faciliteting the payment of interest
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on the loans floeted for their construction. If 211 the
Cenadian railweys were the property of the Government the
national revenue and expenditure would be doubled and the
proportion per head correspondingly incressed. (1) TFor a fair
comparison between Cansde and Australia the entire debt in-
curred by all the railwsys oi Cenade should have been added

to the nationsl debt.

In his reply to the llinister of Finance, (2) Sir
fichard Cartwrizht attacked the estimates presented on the
ground of extravsgance. There had been an increase of
9,000,000 in expenditure within two years, and new under-
tekings would soon add 2,000,000 more to the annual fixed
charges. The latter were now entirely disproportionate to the
total recipts. 'he temporary increase in revenue offered too
great an inducement to increase the fixed charges. Cartwright
also protested ageinst the failure to close the Intercolonial
rnelilway account beceuse it wae encoursging increased expendi-
ture which otherwise migzht not be undertaken.

Sir Richerd delivered & bitter attsck on Protectioun.
He ridiculed rilley's staterents as to the effects of the Hationsl
Policy. "WWhen there is distres,”™ he seid, "they have various
devices to get out oi it. Home nations offer human sacrifices,
some make long prayers, some consult oracles, end some, in order

to mece the people richer, impose more taxes." (3) Cartwright

(1) Canada: Statistical Zecord, 1886, pp. 118-119.
(2) House of Commons Debates, 1880-81, Vol. 2, p. 1030 et seq.
(3) Ipvid, p. 103Ll.
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held thet it wes unfeir to compsre, as Tilley did, & revenue
tariff in a time of scute depression with & protective teriff
in & time pf prosperity. The economic improvement wes not &
consequence of the Lational Policy, nor was it confined to
Canseda. It was universal. The crisis was not connected with
tariffs. The *inance Iiinister hed ssid that he now expected
& surplus becsuse of increased imports; the eim of the Govern-
ment's policy was to decresse imports. Low then was it possible
to claim that the surplus and the prosperity were the conse-
cuence of the wational Policy? Cansda's prosperity was the
result of & plentiful harvest, & lerge forest production, &nd
& grester foreign demsnd. In spite of protection there was &
decreese of 1,000,000 in the exports of (ensdien manufactured
articles. The Ketional Policy had done nothing to increase
the production of the staples which were the cause of the
prosperity. The greater exports were almost entirely due to
gerticles of the forest, animels &nd their products, and agri-
cultural products.

Sir Richard stress =24 the value of internal free
trade in the United -tates, and said that protection could never
produce the same effects in Canaeda as i1t did in the former
country. The merzet was too smell, making it impossible to
manufacture cheaply and in large quantities. Finelly,
referring to the minor teriff changes proposed, he seid: "I
think we mey thank the honourable gentleman for what he has

done to us in the way of =dditions to the free list. Lo doubt
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that the House and the country will be glad to know that, from
and efter this date, menills beans will be free, and nux
vomica will be free too. Has the honourasble gentlemsn any
desisns on this side of the House? Does he think that, over-
whelmed at the success of the Netionsl Policy, we shell, in
sheer despair, have recourse to the 0ld Roman mode of ending
our trouble, that he consents to meke nux vomice free?" (1)
Edward Blske, Leader of the Opposition,moved an
amendment to & motion that the House go into Committee of
osupply, to the effect that the rate of taxaetion wes excessive
and should he reduced, regard being hed to those taxes which
pressed most severely on the messes of the people. (2) He
said thet the surplus which Tilley expected came from the
people =2nd should be returned to them. That increzsed taxstion
should produce increased revenue was no mirescle. Blske's
amendment was defeated as wasalso & later one by Cartwright,
which regretted the increase in fixed charges. rilley pointed
out that a large part of the Dominion expenditure went to the
provinces, ¢nd saved these from high locel texation. In the
United States, however, stete and municipel taxetion were both

necessarily high.

THE BUDGET OF 1882 - SIR TLEON"RD TILLEY

Tilley's Budget speech of February 24, 1882,(3) was

evidently prepared with an eye to an approaching general election.

(1) House of Commons Lebates, 1880-81, Vol. 2, p. 1041.
(2) Ibid, p. 1308.
(3) Ivid, 1882, pp. 78-96.
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I% contained popular measures and lavish statements. The
Minister asserted that the prosperity end the credit of
Cansda were now in a position unequalled in the history of

the country. The public debt was no cause for alarm. In
1867 it was 25 per capita; in 1873, +£9; and in 1881, 35.

In the latter year the net debt stood at $155,397,680; by
1890, as a consequence of the contract with the Canadisn
Pacific Syndicate, end of the expenditure on cansls snd other
public works, the debt would be $203,397,680. At the same
time Tilley estimated that the sﬁrpluses on Consolidated Fund
probably emounting to 14,000,000 together with the sinking
fund of 13,500,000, would reduce the debt to 175,000,000.
Expecting an increase of 18.per cent in population, the per
capita debt would be only $34.27. Iurthermore, if the Govern-
ment would sell only one half of the 150,000,000 acres of
areble land in the West at’but one doller per acre, the pro-
ceeds would meet the whole expenditure on the Pacific Reilway
and the'ﬁorth-West down to 1890. ‘'he debt would then be only
$100,000,000 instead of 175,000,000 or ¢20. per head. But
Tilley's optimism wes to prove quite unjustified.

The Finence i.inister ennounced & surplus of
+4,132,743 for the fiscal yesr 1880-8l, instead of an estimated
gurplus of 2,000,000. Although $8,150,000 were spent on
public works and 42,000,000 of existing liabilities were re-
deemed, the‘surplus of over 44,000,000 together with the
$4,760,000 of deposits in the Government Sevings Banks, ensbled
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the Government to meet payments chergeable to capital and
8till to decrease the interest account without borrowing one
dollar. As in the United Stetes the surplus was used to
prevent & debt increase.

The totael Consolidated Fund receipts in 1880-81
were 29,655,297, exceeding the receipts of the previous year
by over 6,600,000, The Custome alone yielded 418,406,092
as against 414,071,343 in 1879-80. (1) The ordinary expendi-
ture was ¢ 25,502,554, The capital expenditure amounted to
$8,176,316, including 44,968,503 for the Carnsdian Pacific
Hdailwey, %2,077,028 for canals, $608,732 for the Intercolonial
Railway, and {334,681 for Dominion ILands. The net increace
in the debt was 32,944,191. (2)

Tilley estimeted & surplus of 4,460,000 for the
current year, and one of 3,000,000 for 1882-83. The capital
expenditure anticipated for the latter year was 9,200,000 as
subgidy to the Canasdian Pacific Syndiceate, 9,000,000 for the
completion of parts of the Keilway now under contract, and
for cansls end other public works, eand 7,340,000 for the re-
demption of securities. Of the 16,340,000, apart from the
subsidy to the Syndicate, 13,000,000 would be met by cash on
hand, by the estimeted surplus, the savings bank deposits, end
the exvected increase in circulation of Dominion notes. <Thus
only +3,500,000 would have to be borrowed. The increase in
bank deposits in Canada, in a little over three years, had been
«36,000,000 largely owing to the National Policy. As a8 conse-

quence of the increased prosperity "we were able to provide

(1) Public Accounts, 1894, pp. li-lviii
(2) Ibid, p. 1xix.
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for $8,150,000 last year, 412,000,000 this year, and
#16,000,000 for next year without floating & loan outside

of the Dominion of Canada, or any loan indeed, except the
emount received from the earnings of the people of Cenads."(1)
But the savings benk deposits were asctually loans from the
people at & very low rate of interest.

The Eudget speech elso announced changes in the
teriff in & downwsrd direction. Tes and coffee were pleced
on the free list, 28 were also woods and tin in blocks, pigs,
bars and sheets, to &id the canning industry. The duty on
screp iron was reduced from two to one dollar per ton, and
certein of tne duties on spirits were revised. ‘hese changes
involved & reduction of 1,000,000 in taxetion under the hesad
of Customs. The Stamp Tex, which hed been imposed in 1867,
was glso abolished, involving an expected loss of $200,000
to the revenue.

The Government proposed to give & bounty of 15C,000
to the fishermen of Cenade both in lieu of the interest on the
Fishery ~werd, end to encourage the industry.

Tilley's propositione would entail & loss of 41,300,
000 & year from Customs &nd Excise, and an additionsl expendi-
ture of §150,000, made possible by the prosperity of the
country. A further reduction was made, after the delivery
of the Budget Lpeech, suthorizing publishers of Censdian news-

perers and periodicels to mail these free of postage in Cenade.(2)

(1) House of Commons Detstes, 1882, p. 86.
(2) Ibid, p. 1419.
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As had become customery, the Finance ilinister,
before concluding his speech, gave the House, whaet Cartwright
called, "a new series of kmleidoscopic views of the besuties
of the Lational Poliecy.” (1) To it he mainly attributed
the increased prosperity, the growing employment, the higher
purchesing power, the large reverue, the new factories, the
rise in wages, the wider marrets, and the competition which
kept prices low at home. The iiinister ssid that the cost
of manufectured srticles was less than under the old tariff,
The Cen=dien farmer wes benefitting from the home merket and
the higher prices for his products. The rsilweys, the
le bourers, the mechanics, the miners, all were prospering.
The creditv of Csnade wss now higher then thet of all other
colonies; Canadian securities stood next to Consols in the
London merret. And, it wes the iational Folicy that "raised
us to our present enviable position." (2)

Notwithstanding these extravagant statements, which
sounded like an election manifesto, Tilley confessed that
Canada was always ready for reciprocity in maturel products
with the United States. The Speech from the Throne, &t the
beginning of the session, hed thenked Providence for the pre-
vailing prosperity, end Edward Bleke had ssid: "I em gled to
see that the improved prosperity in its vaerious aspects is
attributed to the Giver of ell good, by which, I presume, wve
ere not to understand the Finence Hinister." (3) After

hearing the budget speech, Blake must heve been disillusioned.

(1] Eouse of Commons Debates, 1882, p. 96.
(2) Ibid, p. 96.
(3) Ipvid, p- 9.
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Tilley's speech aroused & lengthy debate,
centering on the merits and demerits of the Fationsl Folicy.
Sir Richerd Cartwright (1) reminded the House thet the bLalsance
of trade was now seriously against Canada. Although he
believed the theory false, he wondered whether Tilley's view
hed been changed. The former liinister challenged the stete-
ment that the new tariff had decreased the prices of commod-
ities. New texes cannot decrease prices, and if they can,
would the I.inister "follow that to the logical result and
put on more taxes, so that we may ultimetely get these things
for nothing?" (2) If Cansdien manufacturers could produce
&s checply or more cheeply then others, there wes no need for
protection. The (uestion was not whether goods were cheaper
than they had been in 1878, but whether they were rnow cheaper
than in other countries.

Cartwright held that the teriff hed reised the cost of
living, had added greatly to the burdens of the people, hed
encouraged smuggling, had increecsed emigration from Ceneda,
and had taken money from the masses and created & very unecual
distribution of wealth. Of the surplus of 4,000,000, there
was derived 1,100,000 from the "two most odious and oppressive
taxes" (3) - those on breadstuffs and on fuel.,

wWhile Sir Richard was gled to see reductions in
taxetion, he said that in abolishing the tea and coffee duties

the Government had taken off exactly those taxes which were

(1) House of Commons Debates, 1882, p. 96 et seq.
(2) Ibid, p. 96
(3) Ibid, p. 97
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most evenly distributed. The taxes on breadstuffs and coel
end the specific duties on textile fabrics - the taxes which
unjustly discriminated in fevour of the wealthy classes &s
against the poorer classes - were those that should have been
removed. The teriff on suger had rsised the price for the
benefit of the sugar refiners. "They talk of Csnadea being

a free country," said Cartwright, "Why, Sir, I tell them, to-
day that Cenade is & country in which no man is free to buy
or to sell, to eat or to drink, %o travel or to steand still,
without paying toll to some extortioner or other.™ (1)

In the course of the session various smendments
urging the 2bolition of such duties as those on cosl, coke,
breadstuffs, sugar, cotton and woollen goods, and pig iron,
were introduced snd were defeated.

One ley 6, Cartwright moved an amendment to supply,
(2) which was subsequently defeated, regretting the increese
of over 4,900,000 in expenditure since 1878; the charging of
expenditure on rolling stock and Dominion lands to cespital,
whereas the Liberal Government hed charged these to income;
and the repid incresse of fixed cherges, which, in the event
of & depression, would ccuse embarrassment to the fineances of
the country.

In reply Tilley pointed out that much of the increased
expenditure did not involve new taxation. The increase on

reilways end on the Post Office was compensated by & greeter

(1) House of Commons Debstes, 1882, p. 109.
(2) Ivid, p. 1334.
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revenue from these services. The growing populetion of
the North-iiest and of British Columbis necessitated the
extension of such faecilities. The enormous expenditure on
raeilwaeys, canals, snd other public works necessarily increased
the interest on the debt and the sinking fund payments, but
it was justified by an accompanying incresse in revenue. The
large expenditure on Indians, which had risen from $6,080 in
1869-70, to $805,097 in 1880-8l1, wes necessary to save them
from starvation, and for the maintenance of the peéace.
Texation was 3 cents less in 1879-8l, than the everage per
nead for the five years 1874-79.

After the close of the session of 1882 & general
election was held, and the Macdoneld Government was returned
to power with & large majority. Outstanding among the

Liverals who were defeated was Sir Richard Cartwright.

THE BUDGET OF 1883 - SIR LEONARD TILLEY

The Budget speech delivered by Sir Leonserd Tilley
on ilerch 30, 1883 (1) reflected the economic revival of the
country. The financial results of the past fiscel year,
1881-82, were favourable beyond all expectations. The total
receipts were 33,383,455, the expenditures, § 27,067,103,
and the surplus wes 6,316,351. To this larze surplus Tilley
gadded the receipts from Dominion lends smounting to $1,744,456,
which mede & total fevoursble bslence of over $8,000,000. The
large revenue wes chiefly due to the increese of ¢3,000,000

in Customs receipts. (2)

(1) House of Commons Debutes, 1883
, 1883, Vol.l, pp. 332-345.
(2) Public Accounts, 1894, pp.li-lviii. P
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The Capital expenditure in 1881-82 amounted to
$7,406,637, including %4,589,075 for the Cenedian Pascific
Reilway, and large sums for cansls, for the Intercolonial, and
for Dominion lesnds. Notwithstanding this large expenditure, it
was more than covered by the surplus end the procceds from the
Dominion lands; and, teking into consideration the sinking fund,
the net debt of the Dominion was reduced for the first time in
eleven years by +1,734,129. (1) Deposits of almost 6,000,000
in the savings banks made possible the redemption of 4,000,000
of maturing liabilities. Ho borrowing in London was necessary.

Tilley estimated 2 surplus of £6,000,000 for 1882-83,
end of 5,000,000 for the subsequent year. iio borrowing abrosd
would be necessary for the current year, although & loan of
5,000,000 aight be floated in Cansda.

The year 1883 witnessed the beginning of & new
expenditure which &2dded millions to the debt. Until 1882
the Dominion Govermment had given eid only to those reilways
which connected provinces; the latter subsidized purely loecal
reilwsys. “‘hie system, however, could not continue without
heavily adding to the indebtedness of the provinces. Hence,
in 1883, Sir Chsrles Tupper, iinister of Keilweys and Cansls,
introduced & bill providing for = subsidies to eleven rail-
weys.(2) This policy was continued for some years, and ruilway
subsidies soon formed an importent item of expenditure on

capitel account.

Public Accounts, 1894, p. 1lxix.

(1)
(2) House of Commons Debates, 1883, Vol. 2. p. 1252
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Before announcing proposed changes in the tariff,
Tilley delivered, whet had now become, the annusl eulogy of
the betional Policy. The country wes prosperous, end unless
over-expansion set in there was no fear of a bresk in prosperity
for seven years. Canadian securities were now &t the head of
all colonial securities in the English mariet. If the annual
surpluses and the growth in savings benk deposits continued,
it would not be necessary to borrow in Englsnd, except to meet
meturing obligations, until the completion of the Canadian
Pacific nailway.

The r'inance llinister seid "that there hes never been
& period in the history of this country, when texation was
peid more cheerfully by the people, then at present.” (1)
Nevertheless, it wes the aim of the Government to further
reduce taexation, to lezve raw materiels on the free list, &nd
to 8dd to this list goods not manufactured in Cansads.

The changes in the teriff proposed to remove the
duties on diemond drills for prospecting for minerals, colours,
zine, tin, iron end steel, 0ld and scrap. For the benefit of
the Cansdian Facific xailway, steel railwey bers or reils were
fo be free. arifif reductions were made on certain kinds of
les ther, on clothing, buckram, and dried fruits. The teriff
on agriculturel impleients and mechines was raised to an
ecuivalent of & specific and ad valorem duty of 35 per cent.

The duty om cotton, printed or dyed, wss raised from 20 to 27%

(1) House of Commons Uebates, 1883,Vol. 1, 9. 339.
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per cent. The duties on cordage, cerrisges, snd iron bed-
steads were also increased. Steel in ingots, bars, sheets,
and coils, was to pay $6 & ton. The United States Teriff
Act of 1883, while making certsin reductions, slso resised the
duties on certain classes of woollen and cotton goods, iron
ore and menufactures of steel.(l)

In 1883 Sir Leonsrd Tilley begen the thorough-going
extension of protection to the iron industry, which wes to be
an important feature of the tariff development of the period.
Iron was both & raw material and an importsnt industry to be
developed. It was, therefore, proposed to pay & bounty of
$1.60 per ton on 8ll pig-iron produced in Cenads in the next
three years, and one doller per ton in the following three
yeers.

The Government proposed to negotiste reciprocel
teriffs with r'rance and with the Wegt Indies. If sestisfactory
srrangenents were not made with countries which discriminated
ageinst Canadisn products, Parliament would be asked to impose
an additional duty of 10 per cent on their products until an
agreement was reached.

In view of the absence ofVCartwright, becausge of
his defest &t the polls in the elections of 1882, William
Ps terson ected &g chief finsncisl critic of the Opposition.(2)
He attacked the extravegsnce of the Government, anchomparihg

its expenditures with those of the iizckenzie régime, he showed

(1) Dewey, op. cite., p. 4R1.
(2) House of Commons Debstes, 1883, Vol. 1, p.345 et seq.
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that the controllable expenditure had incressed from
6,900,000 to over §10,000,000. He ettecked the Nationsl
Policy, end said thet according to Tilley's own theory it must
be wrong as the unfevoursble balance of trade was ennuelly
increesing. Paterson seid that the credit of Cansda wes high
because money weas plentiful. Frotection wes not the cause of
prosperity; there was & universal improvement.

The Opposition critic reminded the Government that
Tupper had attacked the surpluses of the ilackenzie Administra-
tion, and had urged that they be used to reduce taxation. Yet
Tilley hed accumuleted a surplus of 416,000,000 in three years
and proposed & paltry relief of 31,500,000 of duties. The
gurplus had shown that the ilinister was unable to rightly
estimate the resources of the country. liore money was being
teien from the people then was necessery, it should heve been
returned to them. A depression was epproeching end the high
rate of expenditure would plece the Government in difficulties.

Ex-Premier iieckenzie pointed out whet he regarded as
the evil and cumulative effects of & teriff. A duty on one
article necessitated = duty on another. ‘rhe bounty on pig-iron
mede necessary & duty on bar iron. "This is the natural and
ineviteble result of & Protective policy; there must he &
constant tirnlkering with the duties while 1t lasts, & constant
combination of menmufacturers.” (1) ‘here was also & detrior-

ation in the cuelity of commodities manufectured.

(1) House of Commons Debates, 1883, Vol. 1, p. 597.
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The budget propositions were passed after &

typical debate on the fiscal policy of the country.

THE BUDGET OF 1884 - SIR LEQNARD TILLEY

In his Budget speech of rebrusry 28, 1884, (1) Sir
Leonard Tilley stated that the credit snd the financial
condition of Canada were better than ever before. Ileverthe-
less, a certain depression in trade had set in. Over-
importetion and over-expansion agein showed their evil results.
The ¥ational Policy had not been the expected remedy.for all
ills. Foreign trade declined below the figures of 1872.

But, while the devression of the ‘seventies created = demand
for Protection, thet of the’eighties brought on an agitation
for Commerciel Union or Unrestricted seciprocity with the
United States.

Tilley's seventh Budget speech announced another
record surplus. The Consolideted TFund receipts for 1882-83
were 35,794,649, over 5,000,000 in excess of the original
estimate; the ordinary expenditures were 28,730,157, exceeding
the estimete {y ¢1,£00,000. nence there wes & surplus of
+7,064,492, which, together with the proceeds from the seles
of horth-.est lends, 1,009,000, made & totel surplus of
$8,073,492. "he Customs yielded the record total of
§23,009,000. (2) Of the increase of 41,600,000 in expendi-

ture, less then one-half involved increased texation.

(1) House of Commons Debates, Vol. 1, pp. 569-584.
(2) Public -ccounts, 1894, p. li.
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The cepital expenditure in 1882-83 amounted to
+14,147,389, of which the huge sum of ¥10,033,800 was for the
Canadian Pacific Reilway, 41,763,001 for Cemsls, 1,616,632
for the Intercolonisl and connected Reilways, end 556,869 for
Dominion lands. The increase in the net debt wes 4,80£,063.(1)
The cepital outlay was met out of the surplus, the proceeds
from the sale of North-West lands, the deposits in the Sevings
Banks, and the sele of Cansdian Pscific Railway Bonds. Lo
borrowing in London was necessary. In October 1883, however,
an sttempt had been mede to float & 4 per cent loan of 4,000,000
in Censda, to meet meturing obligetions, and to provide for
public works expenditure, The ottempt was & feilure. While
Blske mocked this, Willey defended his action. It had been
the first four per cent loan floated in Cansda. The reason
for its feilure was ithe ability of investors to obtein higher
rates of interest for their money from other sources. The
credit of Canade was good. It had not been necessary to go
into the Enzlish market since 1879. However, the underteking
with the Canadien Pscific Syndicste would meke it essential to
borrow in England sooner then would otherwise have been
necesssary. The Ilinister estimated that the rapid completion
of the -ailwey would necessitate ¢ 30 year loan ongS,OO0,000
and & seven yezr loan of a similer amount. In view of this,
Certwright said that & huge blunder had been cormitted, either

in floating the domestic loan, or in allowing it to fail. The

(1) Public Accounts, 1894, p. lxix.
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fect that Censda did not teke up its owm securities would
tend to deprecieste offers in London.

Tilley estimated thet the finences of the current
year, 1883-84, would yield & surplus of 31,000,000 besides the
expected proceeds of 1,000,000 from public lands. "he lower
surplus wes the result of the increased expenditure on public
works, which the Government felt justified in undertaking
beczuse of the prosperous finencial state of the country.

The revenue would now decline as & result of over-importations
and the tex reductions msde since 1881-82.

The tariff chenges of the year were in the direction
of reducing the rete of duty on articles reguired by menufacturers
from 20 per cent to 10 per cent, or of vlacing them on the free
list. The duty on steel wes changed from 56 & ton, to ¢3 per
ton and ten per cent &d valorem, to ecuslize the duties and
to efford more protection to the steel indusiry. “he duty on
suzer, owing to special circumstances which hed arisen in the
United States wes reduced from 30 to 27% per cent. The duty
on molasses wae to be 15 per cent when coming directly from the
country of production, end & ver cent additionz2l when coming
indirectly. While Tilley claimed thet these changes were
relatively unimportent, Certwright said thet they would add
$300,000 annually to the burdens oI the people. Steel wac &
raw meterial for menufacturing, end, tnerefore, if one class
wes helped, erother wzs injured.

The Finsnce liinister then proceeded with his sarnusl

defence and prazise of the setiongl Policy. He zsserted trat
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& lerge part of the tariff wss paid by themenufacturer

abroad and by the merchant rather then by the consumer. The
prices of many articles were lower then they had been in 1878.
The depression in the cotton end iron industries wes merely
temporary. ‘here had been & smaller wheat crop; the price

of lumber had declined; over-trading had left lerge stocks on
hand. DBut the situetion was not serious. Unemployment was
not confined to Cansda, but existed also in free trzde England
and in the protectionist United States. Owing to the Netional
Policy, Censda w=s not over-run with foreign goods, &8 it hed
been before 1879, It had now been shown thet the Policy was
even more valushle in & time of depression then in & time of
prosperity.

Sir richard Cartwright, who had been returned to
Parlizment &t & by-election, agein took up the cudgels on
behalf of the Opposition with & vigorous attaeck on the liationsl
Policy. (1) He seid that Tilley had finelly confessed that
the Folicy was not & penacesz fo%ﬁ(ils, that 1t had not averted
over-production, loss of wages, poor harvests and over-importa-
tion. Cartwright meintained that Caneds was in an unsatis-
fectory condition, economically, finsrcially, and commercislly,
as a ceonsequence of unjust and excessive taxestion, emigration,
and the unproductive locking up of capital. Protection wes
costing the people of Canade many millions more then actuelly
went into the Tressury. The per capite burden hsd incressed

from 44 in 1867, to 9 in 1883, whereas in the United States,

(1) House of Commons Lebastes, 1884, Vol.l, p. 584 et seq.
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in the sarme period, it declined from 10 to 7. Sir Richard
blamed the exodus from Canada to the United :itates, in large
pert, on this taxetion policy. with reference, to the surplus
of #7,000,000 he said that if Tilley added the proceeds from
the sale of lsnds to the surplus, he should properly deduet

the charge of {600,000, for surveys in the Lorth-west, from
capitel account and add it to the ordinary expenditure.

In the course of the Budget debate, which wes lengthy,
various amendments were moved protesting eagainst the increase
in expenditure and the increased burdens imposed on the people
by the Customs duties. <The finasncial positions of Canada and
the United Stetes were compared, but Tilley held this to be
unfair. (1) In the United States the Federal wovernment
contributed nothing whatever to the support of the individual
States; in Canada the provinces were largely sustained out of
the Federsl subsidies. :his mede direct taxation for provincial
purposes practically unnecesssry, whereas in the United Ste tes
S>tate taxation wes heavy. “he United -tates debt was crested
by wer; the Canadian debt by the construction of public works.
'he debt increase since71867 was not slerming as it was largely
due to the assumption of provincial debt, which merely meant
taking money out of one pocket and putting it into another,

In reply, Certwright said that while the United
States peid no subsidies to the States, Cenada p2id no huge

war pensions to many of her citizens. He denied that the

(1) House of Commons Debetes, 1884, Vol. 2, p. 1326 et seq.



- 128 -

assumption of provincial debts did not me=n that additional
debt wes incurred. It was & hermful esction because it removed
from the rrovinces "every kind of inducement to the exercise of
& wise and healthy economy.... ‘he whole of this system of sub-
sidising the Provinces was known to be & wesk spot, an unfortun-
ete expedient necessary and unsvoidable perhaps.” (1)

Edward Blske also delivered a& severe indictment of
the subsidy system. He desired a plan that would finslly
place it on & permenent and lesting basis. It was destructive
of the independence and the sautonowy of the provinces, and of
Confederation,that they should constantly be couing to Ottawa
for fevours. £ne provinces snould be given definite sources
of revenue wnich they could increase or lessen &t their pleasure.
"I heve pointed out - it is human nature - lightly come is
lizhtly spent, and the truest spur of economy is the knowledge
on the cart of uine texpayer that he 1is paying any governmentel
experiditure, and the knowledge on the part of the Governments
ernd me.bers trhet the taxpayer will hold them to account for
thet expenditure.” (2)

hotwithstending this criticiem, as the provinces,
and especially “uebec, which had spent much money on the vuilding
of railweys, were constantly urging relief from their burden
of indebtedness, the Act of 1884 agein reedjusting the
provinciasl debts and subsidies wss passed. By the act of 1873

the Dominion Government had assumed the whole debt

(1) House of Commons Debstes, 1884, vol. 2, p. 1329.
(2) Ibvida, p. 1528,
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of the Provinces of Quebec and Ontario, as at 1867, and the
other provinces were given equivalent sums in proportion to
thelr population. The new Act proposed to antedate the
operation of the law of 1873 and to give the four older
Provinces the benefit of the interest on the increased debt from
1867 to 1873, and to increase the subsidies of Manitoba, British
Columbia and Prince Edward Island in like proportion to their
population. The change involved an add®tional debt allowance
of $7,172,297 and en increase of $358,614.89 tn the annual

subsidies to the provinces, (1)

THE BUDGET OF 1885 - SIR LEONARD T.LLLEY

Sir Leonard Tilley's e*ghthand last Budget speech,
March 3, 1885,(2) was delivered in a rather apologetfc mood,
in view of the prevailing depression. The Fi*nance Minister
attempted to minimize the seriousness of existing conditions
in order to prove that the country was prospering under his
National Policy. The depression, however, was arousing doubts
as to the efficacy of that Pollcy as a remedy for Canada's 1l1ls.
A check In prosperity always created a certaln dissatisfaction
with existing tariffs., Thus, in the Unlted States, Grover
Cleveland had recently been elected president on a policy of
lower tariffs. On the other hand, *‘n England, "falr trade"
sentiment seemed to gain at the expense of free trede,

Tilley dlscussed the Tncrease in expend!ture s®nce

1879, and attempted to show that 1t had not *nvolved a rise in

(1) House of Commons Debates, 1884, Vol, 2, p. 1583 et seq.
(2) Ibld, 1885, Vol. 1, pp. 313-333,
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the tax burden dlsproportionate to the increase in popu-
lation, He quoted many figures in comparing the average
expenditures on various services in the years 1874-79 with
those for 1879-84, and concluded that the average deficits
on railways and canals, and on the Post Of}ice, had been
greatly reduced under the Conservative Government while the
facilities had been increased. The greater expenditure had
created new revenue, and had therefore dimlnished the necessity
of new taxation. The necessary taxation per capita in 1874-79
was $4.88; in 1879-84 it was 34,784. The net per capita
interest on the debt in 1878-79 was $1.54%; 'n 1883-84, after
an expenditure of $65,000,000 on ra'lways and canals, 1t was
only £1.46. Blake truly sa'd of T*lley that "he *s great on
averages." (1)

In the flscal year 1883-84 the ordinary receipts,
amounting to 331,861,961, showed a decrease of almost 34,000,000
as compared with the preceding year, The yield from Customs
and from Excise declined 33,000,000 and 73800,000 respectively.
The expenditure, on the other hand, showed an increase of
#2,300,000 and amounted to {$51,107,706.(2) The surplus
announced was %754,255, but Cartwright stated that it had been
attained by false book-keeping. He sa'd that ftems such as
441,000 for roll'ng stock for the Intercolonial had been
charged to capital instead of to Consol!dated Fund account.
The debt of Canada was be!ng increased by many similar charges

and the people were being m’'sled. As long as the Intercolonial

(1) House of Commons Debates, 1884, Vol, 1, p.l5.
(2) Public Accounts, 1894, pp. l1i-1viif,
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Account was kept open, "every bunker, every coal shed,
every plece of rolling stock‘that'can by any possibility be
charged to capital account will be carried to it, - and",
asked Cartwright, "who is to correct 1t2" (1)

The capltal expenditure, in 1883-84, totalling
$23,977,702, was the largest since Confederation., Of this
amount $11,192,722 were spent on the Canadian Pacific Railway,
£7,172,297 were due to the readjustment of provincial debts in
1884, #2,689,689 were spent on the Intercolonlal and connected
ratlways, 31,577,295 on canals, and $723,658 on Dom‘nion lands.
In addition, 208,000 were patd as railway subsidies under
Tupper's new policy. The net increase 'n the debt was
423,695,135, (2)

The sesslon of 1885 witnessed another readjustment
of provincial debt, notwithstanding Cartwright's protest
against the encouragement given to the provinces "that when
they get into difficulty they have & right to have recourse
to the géneral exchequer." (3) The Dominion assumed an
additional debt of $3,113,334 of the Province of Manitoba,
and the provincial subsldy was increased,

Tilley estimated & surplus of #150,000 for the
current year, and one of 3700,000 for 1885-86.

In 1884 Canada had floated in London a loan of
JFS,OO0,0QO at 3% per cent for fifty years, of wh'ch £3,000,000

were required for the Canadian Pacific Rallway, for railway

(1) House of Commons Debates, 1885, Vol. 1, p. 342,
(2) Public Accounts, 1894, pp.lx*x-1xx
(3) House of Commons Debates, 1885, Vol., 1, p.347.
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subsidies, and for public works, and 362,000,000 were to

meet maturing obligations, The sum real?zed was equal to

2 per cent premium on a fifty year loan at 4 per cent, which,
according to Tilley, was the highest rate ever obtalned for any
Canadian loan on the London market, The loan was successful

in spite of the violent hostility shown by the Grand Trunk and
the Northern Pacific shareholders. Comparing Canada with
Australia, the Finance Minister said that "while Canada has
comparatively few friends in the money market of London, and
many opponents when we are placing our loans on the market,
whenever an Australian colony places a loan the twelve Australian
banks take hold of it, and there is a differant feeling mant-
fested as compared with that displayed towards a Canad?an loan
and a deep Tnterest is felt on the part of the Austrlian bankers
for the suc@ess of an Australian loan." (1)

Tilley concluded hils Budget speech with the customary
praise of the National Policy. It had ralsed the credit of
Canada, established flourishing manufacturing industries,
encouraged the production of Canadian coal, and had not increased
prices, Bankruptcies were fewer, savings bank deposits had
increased, and Canada was subjected to a smaller taxation than
almost any other country in the world. The depression which
existed was universal, and was not to be attributed to the
operations of the tariff,

The Budget speech provided for several changes in

the tariff. Various artfcles necessary for manmufacturing

(1) House of Commons Debates, 1885, Vol. 1, p.323,
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purposes were placed on the free 1!st. A duty of 25 per

cent ad valorem was placed on cutlery, not otherwise provided

for, because it was now befng manufactured ‘n Cenada, For the
same reason, asbestos and sll manufactures thereof were to pay
a duty of 25 per cent. The tariffs on cigars were raised to

about 20 per cent.

Sir Richard Cartwright, in replylng to Tilley,
delivered a characteristic attack.(l) He complained that the
Budget speech had been far less concerned with the actual
position of the country than with comparisons with the Mackenzle
Adgministration, He cited figures of grow'ng expend®tures,
decreasing revenues, and falling trade to prove the serious
condition of the country. The total volume of trade had
declined from 5217,801,000 *n 1873 to 207,873,000 *n 1884,

In 1878 Canadian manufactured goodsto the value of 34,127,000
were exported; in 1884 these exports decl®ned to 3,500,000,
Industries were not declaring dividends, even though protected;
wages were low; and the country was in a stationary state,
Tilley's prediction of seven years of prosperity was proving
false., The increase in savings bank deposits was not a sign
of prosperity. The fall in general Interest rates had been
an inducement to deposit money at 4 per cent. Cartwright
protested against the matntenance of this high rate, He

urged a 1imit on the stze of deposits in order to really

protect the poor. He attacked Tilley's figures on the growth

(1) House of Commons Debates, 1885, Vol, 1, p.334 et seq,
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of prosperity as inaccurate, and saild that Canada compared
unfavourably with the United States.

In moving an amendment (1) to Supply, urging a
reduction in expenditure, and in_the burdens on thekpeople,
Cartwright calculated on the basis of the finances of 1884-@5,
that there would be a deficit of 51,819,000 on the transact!ons
of the current year., The second Riel rebellion would also
cause a deflcit in 1885-86. In the meanwhile the debt was
increasing enormously. The gross debt would soon be
$292,000,000, but Sir Richard was uncertain of the net debt
because he dlsagreed as to the valuation of the assets., The
fixed charges for 1886 were about 24,000,000 out of a total
expenditure of 333,000,000,

McLelan, the M'n*ster of Marine and ¥ sheries,
attacked Cartwright for belittling his own country. He sa’d
that apart from "the mummies in the catacombs of Egypt" (2)
every state had increased its expend!ture in the last five

years,

THE BUDGET OF 1886 - A.U McLELAN

In 1885 Sir Leonard Tilley retired from Federal
politics and once again became Lisutenant-Governor of New
Brunswick. The reason for his retirement was ill-health,
although Cartwright rather cruelly said that t'mes were bad

and, therefore, "ltke other prudent commanders, when stormy

(1) House of Commons Debates, 1885, Vol. 4, p. 2877,
(2) Ibiga, p. 2830.
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winds do blow he has found i1t convenient to seek the
secluslon which his cabin grants." (1)

Tilley was succeeded by Archlibald Woodbury McLelan,
the Minister of Marine and Fisheries, and a comparatively new
figure in Federal public life. McLelan delivered his first
and only Budget speech on March 30, 1886 (2)~ He spoke of
the development of Canada s*nce 1867, and sald that with the
completion of the Canadlan Paciffc Ra'lway, the country had
now attained its geographical fndependence. He maintained
that the recent depression had not been as serious in Canada
as In other countries, largely owing to the Natitonal Policy.

According to the Fublic Accounts, the ordinary receipts
in 1884-85 were 32,797,001, The Customs showed a further
decrease of 1,100,000, but the Excise increased by %1,000,000
and the Interest on Investments by a like amount. The
Consolidated Fund expenditure was 335,037,060, including
$1,697,851 on account of the North West Rebellion. Hence,
there was a deficit of 32,240,05 8 for the year., (3) |

In his Budget statement, McLelan included the receipts
from Dominion lands, amounting to %393,618 in the ordinary
revenue, and announced the total receipts as being @35,1901618
In accounting for the falling off in Customs revenue he sald
that Canada was now supplying fts own manufactured articles,

so that imports decreased. Referring to the Dom*nion lands

(1) House of Commons Debates, 1886, Vol., 1, p. 415.
(2) Ibld, pp.3935-412,. '
(3) Public Accounts, 1894, pp. li-lviii,
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receipts, the Minister stated that Tilley's large surpluses
had enabled him to place them to capital account, However,
Canada had incurred large expend!tures and debts in opening
up the NorthWest, and it was only right that the receipts from
the lands should be placed to revenue account to meet the
interest on the indebtedness so *ncurred, rather than to in-
crease taxation, Cartwright refused to accept th's explan-
ation, and sald that if the £393,000 received from the lands
were Included in the ordinary revenue, then in all fafrness
there should be charged against that revenue the §30§,OOO
which had been charged to capital account for expenditure on
those 1identical lands. (1)

The gross ordinary expenditure for 1884-85,
according to McLelan, was $35,037,060, From this he deducted
the extraordinary exzpenditure on Militia and Defense, and on
the Mounted Police, which he calculated at %1,791,831, and
which left him an expenditure of 433,245,229, There was,
therefore, a deficit of ©54,634. But as the Winance Minister
was determined that he would have no deficit, he deducted
%82,375 from the expenditure on Indlans, attributing 1t to
the Rebellion, and, as a result, he finally obta‘ned a surplus
of ©27,741. The Minister believed that as a port*on of the
Excise revenue due in 1886 was anticipated and patd in 1885,
1t was fair that the over-expenditure of 1884-85 be divided
with 1885-86.

(1) House of Commons Debates, 1886, Vol. 1, p. 414,
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Cartwright protested against McLelan's means of
obtaining a surplus. He had warned the Government of the
approaching deficit but no precgu@%ons had been taken. The
Government could not deny a defic't of at least =2,240,000,
and as 1,000,000 had been borrowed from 1886, *t really
amounted to 3,240,000, ~ Further, at least 3287,000 of the
ltems charged to the capital account of the Intercolonial
belonged to ordinary account. To this account belonged also
the #403,000 granted as railway subsidieg. The actual deficit,
therefore, was {3,900,000. Even deducting the #1,700,000
expanded on the North-Vest, there still remained a deficiency
of #2,200,000. (1)

The capital expenditure in 1884-85 amounted to
513,220,185 including 39,900,281 for the Canadfan Pacific
Railway, and large sums for canals, for the Intercolonlal
and connected railways, and for Dom'nion Lands.Railway sub-
sidies paid were $403,245, The ‘ncrease in the net debt
was 514,245,841 (2)

iiclelan sald that owing to several d4'sturbing elements
to trade and revenue, -and owing to the North-Vest trouble, the
balance at the end of the current year, 1885-86, would not be
favourable. He estimated a deficit of 51,450,000. Follow'ng

Tilley's practice in 1881, (3) his successor said that the

(1) House of Commons Debates, 1886, Vol., 1, pp. 413-14,
(2) Public Accounts, 1894, pp. 1lxix-1xx.
(3) P. 106 Supra.
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deficit of the current year should be divided between the
years1884-85 and 1885-86, because of anticipations of excise
revenue in the former year. McLelan felt justified in
charginé to caplital the extraord'nary expenditure incurred
through the rebellion, because *n the past large sums had been
pald from ordinary account into capital account, and also
because other nations customarily charged war expend'ture to
capital. But Cartwright protested against this. He "had
always supposed that every item in capital account was supposed
to represent some actual value - that at least we had a canal,
or a rallway, or something of that kind to show for it. Vhere",
asked Cartwright, "have these 13,500,000 gone? Sir, they have
all been blown into gunpowder smoke...... and it is utterly
improper and absurd to put such an item, as the cost of suppress-
ing the Rebellion, into the capital account of the Dominion of
Canada." (1)
In his discussion on the National Policy the new

Minister said that the average tariff *n Canada in 1886 was

18.45 per cent, as against the United States tariff of 31.45
p;r cent, and the Canadian tariff of 16.45 per cent *n 1878,
That the tariff was not pressing on the poorer classes was
shown by the large increase in Customs rece’ptsfomluxuries,
The Minlster contended that in free trade England 56 per cent
of the total Customs revenue was paild by theﬂlabouring classes,

Ruin and bankruptcy would have faced Canada If not for the

National Policy.

(1) House of Commons Debates, 1886, Vol. 1, p. 414,
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The tariff changes proposed by MclLelan, involved
largely the substitutton of specific for ad valorem duties,
wherever advisable, in order to overcome the fall in values.

A specific duty of 1 cent per pound and 15 per cent ad valorem
was imposed on bolts, nuts, and rivets of iron and steel and

a duty of 274 per cent on printed and dyed cotton fabrics not
elsewhere specified. Some changes were also made in the sugar
duties, A specific duty of 10 cents a pound was imposed on
oleomargarine.

Later in the sesslon Mclelan moved that the bounty
of 1.50 per ton of plg iron manufactured in Canada from
Canadlan ore be continued until 1889, and that from then to
1892 the bounty be one dollar, In addition to the bounty,
there was a duty of 2 per ton on this class of pig *ron.
Cartwright pointed out that to get 24,000 tons of p'g iron
manufactured in Canada the country pa‘'d 348,000 in Customs
duties and 36,000 in bountfes - a total of %84,000. (1)

Peter Witchell, one of the Fathers of Confederat®on, and
originally a supporter of protection, said that the National
Policy was being "run into the ground" with respect to the

duties on flour and coal, and the duty and bounty on pig iron.(2)

In his Budget speech, iicLelan declared that the
prosperity of the country and the surpluses had reduced the
rates of interest on loans. The increase in the debt since

1867 had been #93,048,000, and the expenditure on public works,

(1) House of Commons Debates, 1886, Vol. 2, p..1715,
(2) Ibtd, p. 1718,
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$142,550,875. Therefore, 349,501,882 had been paid out

of the ordinary revenue. To meet the 1liabil*ty to the
Canadlian Pacific Rallway a loan of a€4,000,000 at 4 per cent
was floated in 1885, The Minister hoped "that our days of
borrowing are pretty well over." anada's 'ndebtedness was
represented by public works "which w!ll be more important
factors in enabling us to redeem our indebtedness than were
to the United States the honoured graves of the men who fell
on their battle-fields." (1) McLelan then entered into the
favourite comparison of "the debt-crsating proclivities of
the two parties.," "

The Loan®of 1885 was the first Canadlan loan floated
without a sinking fund provision, The Liberals had urged
this for some years, and in 1883 Edward Blake had suggested the
establishment pf permanent consols, as in England. (2)

Sir Richard Cartwright once again refuted the oraises
of the National Poligy. (3) Tt had created dissatisfact?on and
a desire for commerclel union, In his own view, "1f you are
going to perservere in such a policy, 1t is far better to have
free trade with 60,000,000 of people, than to persevere in our
present state of barbarous fsolat'on." (4) The National Policy
had increased the cost of living, and had encouraged corruption
and extravagance. Sir Richard protested that the new changes
from ad valorem to specific duties would but add to the weight

of taxation which fell on the poorer classes of the community.

(1) House of Commons Debates, 1886, Vol. 1, p.399
(2) Ibig, 1883, Vol. 1, p.54

(3) Ibid, 1886, Vol., 1, p. 412 et seq.

(4) Ibid, p.417.
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No article of general consumption, except tea, was now on

the free list, The excessive taxation had encouraged the
provinces to raid the @ederal Treasury. As_a result the pact

of Confederation was violated because "no s'ngle partner has

a right to appropriate the public funds to h's own spec’al use."(1l)
In the Unlted States this was avopided by the absence of the

subslidy system,

Cartwright contrasted the tax system of Canada with
that of England. In Canada the workingman had to pay a heavy
portion of the tax burden; in England taxation was all in favour
of "the frugal, abstemious, temporate labourer." Excise taxation
was purely voluntary both in Canada and in England. Any man
choosing to deny himself the use of liquor and tobacco
escaped the whole of that taxation, But, whereas in Canada
the labourer had to pay at }east "4 per head in Customs taxation,
In England he was only required to pay 66 cents. Of the
#£19,500,000 of Customs revenue ‘n Great Br'taing£14,500,000
was levied on wine, spirits, and tobacco, and barelyafB,OOQ,OOO
on tea and coffee, which was necessarily borne by the work®ngman,

From the points of view of wealth and populat®on
Canada was by no means in an env'able position, according to
Sir Richard. He emphasized the emigration to the United
States, the declining volume of trade, and the enormous fixed
charges in relation to the total income., He again urged that

the rate of interest paid on savings bank deposits, which was

(1) House of Commons Debates, 1886, Vol, 1, p. 422
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33 1/3 per cent higher than the current market rate, be
reduced, or that the size of deposits be limited. In
reference to the natlonal debt, he said that all that the
Dominion had to show for 1t were the Pacific Railway Scandal,
two rebellions, seven deficits, and a railway monopoly.

A typical Budget debate followed the two principal
speeches. Conservatives lauded the National Pollcy and
maintained that the country was prosperous; Liberals attacked
protection, regretted the increasing expendlture and debt, and

denied the existence of prosperity.

THE BUDGET OF 1887 - SIR CHARLES TUPPER

On deciding to hold a general election in February
1887, Sir John Macdonald wrote to his old colleague, Sir
Charles Tupper, who had been High Commissioner in England for
some years, that: "In Nova Seotla the outlook is bad, and the
only hope of our holding our own there is your immediate
return and vigorous action, It may be necessary that you
should even return to the Cabinet. McLelan, I know, will
gladly make way for you." (1) The old "Wer Horse of
Cumberland" acceded to this regquest., McLelan was demoted
to the office of Postmaster-General, and Tupper became
Minister of Finance. In the ensulng elections the Government
was victorious, although its majority was reduced,

Tupper delivered his first Budget speech on May 12,

1887, (2) and at the outset expressed pride in the position

(1) J.%.Longley: Sir Charles Tupper (in "Makers of Canada" series)
p. 192,
(2) House of Commons Debates, 1887, Vol. 1, pp.384-407.
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which Canada had attained. For the fiscal year 1885-86 *he
announced that the receipts were 333,177,040, and the expendi-
tures 339,011,612, leaving a geficit of 35,834,571, Even
after deducting the extraordinary expenditure of $3.177,200

on account of the North-West Rebellion, there remained a
deficit on Consolidated Fund of about %2,750,000., The Finance
Minister said that the extraordinary expenditure resulting
from the Rebellion would be charged to capital account. The
Opposition protested against this because the previous five

or six millions of war expend'ture had been charged to the
Consolidated Fund, and because "t was believed that capital
account should only be represented by actual assets.

The capital expend!ture in 1885-86 amounted to
$9,589,734, includ'ng 3,673,584 for the Canad®an Pac'fic
Railway, and %3,113,333 as add*tional debt allowed to Man'toba.
The remainder was spent on canals and on the Intercolonial
Railway. The net increase in the debt reached the large sum
of $26,751,414. Apart from the capital expenditure this
included an item of 10,220,180 which was the estimated valus
of the land returned by the Canadlan Pacific Raillway Company
in lieu of the repayment of a loan of %$10,000,000., (1) The
deficit added “5,800,000 to the debt increase, and railway
subsidies added %2,701,249., (2) The completion of the Canad!lan
Pacific Railway in 1886 terminated the decade of raptd debt

increase.,

) see p./64 Dpost.
)

(1
(2) Public Accounts, 1894, pp.lxix-lxx,
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For the current year Tupper estimated an expenditure of
$35,600,000 and a deficit of %300,000. The Oppos*tion, however,
was not as optimistic as the Minister, and pointed out that the
Conservative Government had never yet estimated an expend!ture
which in actual fact was not exceeded.

The F¥inance Minister reviewed the history of the
national debt since Confederation. The net debt ‘n 1887 was
$225,105,961, an increase of ©149,377.319 over 1867. This ‘n-
cluded an increase of $30,743,3 92 in the debt allowed to the
provinces; an expendfture of %71,053,951, including the debt
cancelled through the return of lands on the Canadlan Pacific
Railway; an expenditure of 331,226,348 on the Intercolonial
Railway; and an expendlture of $31,226,3 48 on canals. As
the aggregate expenditure was $183,292,584, Canada had paid
333,915,265 for capital requirements beyond the increase in
the net debt. The debt was represented by large and valuable
public works, and the credit of Canada was now at its highest
point,

As was the custom, Sir Charles Tupper also very
exuberantly praised the National Poltcy. He sald that great
political econom'sts now accepted tartiff protection, and *n
his famous speech at Malvern, (1) Edward Blake, the Liberal
Leader, had practically announced his conversion to protection,
The Minister spoke of the great progress and prosperity of

Canada, and asked, "to what do we owe that cond'tion of progress

(1) January 22, 1887.
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and prosperity, upon which we are all able to congratulate
ourselves at this moment? I am quite certain that the
answer will be found in the words - National Policy." (1)
Tupper announced that he had found a new, "an almost
1llimitable field for the extension of our National Policy"(2)
- the iron industry. Protection of iron lay at the basis
of all protective syvstems. vet Canada had neglected to do
justice to this, "the greatest of ‘ts industries" - the
industry which was the bas's of the prosperity of the United
States, of Germany, and of Belgium. The Canadlan duty and
bounty on pig-iron protected the inferior grades. It was now
decided to apply the principle of protection in reference to
the amount of labour consumed in the production of the article,
as was done in the United States. Tupper predicted remarkable
results if iron were protected, Canada would reap "a golden
harvest." But, as Cartwright said, Tupper "has been emphatic-
ally a Minister of great expectations." (3)

In conformity with his views, Sir Charles announced
the abolition of the duty on anthracite coal, which would
immediately make possible the establ®shment of blast furnaces
for the manufacture of iron, The abolition of th's duty
would reduce the revenue by $497,000 but the increased tron
duties would compensate for the loss, The bounty on ‘ron

was to remain at %#1.,50 a ton until June 30, 1889, and then

(1) House of Commons Debates, 1887, Vol., 1, p.398
(2) Iblg, p. 398
(3) Ibid, p. 408
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at one dollar until 1892, The tariff was raised from

32, to 34 a ton, two-thirds of the United States rate.

There was no increase in the duty on the lowest kinds of
iron. The duty on steel worth 4 cents a pound and under,
was placed at 30 per cent, equal to that on iron. On steel
of over 4 cents a pound the revenue duty of 121 per cent was
retained because it was not expected that Canada would soon
be able to manufacture the better grades.

Other tariff changes ‘ncluded increases to 30 per
cent on hardware stores, edge tools, and cutlery; to 3235 per
cent on printed or dyed fabrics, not elsewhere specified; to
35 per cent on earthenware and stoneware; to 15 per cent on
potatoes; and to 25 per cent on vegetables, not otherwlse
specifiled. The duties on cotton thread, cigars, c'garettes,
and salt were also raised.

Tupper concluded his speech with many statistics
designed to prove the growth of Canadian prosperity. The
country had passed through a serious depression almost without
realizing it, largely owing to industrial activity and to the
building of the Canadian Pacific Rallway. The Minister
expected that a long t'me would elapse before the necessity
of borrowing in London would again arise,

Vhile realizing that there is "a certa‘n amount of
offtcial optimism which 1t is incumbent on the Minister of
Finance to observe,” (1) Sir Richard Cartwr®ght, *n h's reply

to the Budget speech, maintalned that Tupper did not apprectate

(1) House of Commons Debates, 1887, Vol. 1, p. 407 et seq.
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the serious financial position in which Canada was placed.
The Liberal financial critic contrasted the deficits of the
Mackenzie regime with those s ince 1879, and showed that_
whereas the former were the result of his reluctance to impose
additional taxatlon, the latter existed in spite of a great
Increase in the tax burden,

Cartwright repeated his attacks on the Nat'onal
Policy, and on the growing debt. He sa'd that the taxation
was high and In the last analysis fell on the farming class,
The North-%West was not repaying the f'xed charges incurred
in its development. The public works of the Dominion paild
no interest but actually incurred annual defic*ts., The fixed
charges of the country constftuted almost 75 per cent of the
total revenue. In reference to the increased iron duties,
Sir Richard said that 1t was unstatesmanlike to raise the
price of the raw material of many industries, The wealthy
and powerful railways would not be affected by the change
because steel rails remalned on the free list. But, agriculture
and the minor industries would be adversely affected.

After a lengthy debate on the ind'vidual tarfff

changes, the Budget propos‘t!ons were passed.
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' THE BUDGET OF 1888 - SIR CHARLES TUPPER

Sir Charles Tupper delivered his second and last
Budget speech on April 26th, 1888.(1) He announced a revenue
of $35,754,993 for 1886-87. The Customs yielded 53,000,000
more than in the preceding year, the increase in the sugar
duties alone being over $800,000. The total expenditure was
$35,657,680, leaving a surplus of 397,313 instead of the _
estimated deficit of $300,000. Cartwright, however, denied
that their was a surplus. (2) - It had been agreed some years
ago that the recelpts from Dominion lands should go to capital
account, to which was charged the expenditure for the surveys
of those lands, But Tupper reversed th's policy; he charged
the expenditure to capital and credited the rece’*pts to zncome.
Furthermore, Tupper's predecessor had charged the expend?ture
incurred in the suppression of the rebellf*on to Consolfdated
Fund, but as thls was now inconvenient a new Territorial B
Account was opened, and to it was charged the North-Vest expendi -
ture of #293,917. Thus, by ridding himself of %456,000 of
expenditure previously charged to revenue, Tupper, "by & species of
legerdemain," as Cartwright said, created a fictitious surplus
of $97,000; but the actual deficit was 348,996,

The capital expenditure in 1886-87 was reduced to

$4,439,938, including $1,783,698 for canals, %926,029 for the

Intercolonial and connected railways, and $915,057 for the

(1) House of Commons Debates, 1888, Vol. 2, pp. 1031-1048,
(2) Ibid, p. 1052,
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Canadien Pacific Railway, Rallway subs‘dies amounted to
£1,406,533. The net increase in the debt was 94,155,668, (1)

For the current year, 1887-88, Tupper estimated an
expenditure of $37,000,000, He calculated that $400,000 of
the revenue of 1885-86 had been entlicipated. Qreditigg this
to the current year, and with economy in expenditure, it was
expected that the accounts would balance.

The Minister sald that there had been a financial
stringency since May 1887, accompanied by a certain depression,
The 1limit on Government Savings Bank§’ deposits had been placed
at $300 in any one year; and the maximum total depos®t was to
be #1,000. Hence capitel expenditure had to be met out of the
ordinary revenue and by a temporary loan of Jfl,OO0,000 in
England. The Government was determined "for the present,
with unimportant exceptions, to stop any further outlay on
Capital account beyond that to which the country !s now com-
mitted." (2) Tupper also sald that the credit of Canada was
now but one per cent below that of England, which stood at the
head‘of all the world in financial credit. This enhanced
credit practically reduced the total amount of indebtedness,
which, at the prevalling interest rates, would be %155,000,000
instead of $227,000,000.

Speaking on the tariff, Tupper sald that Canadfan
industry was sat!sfied with the new iron dut'es, The iron

industry would soon be prospering, and the production of coal

Public Accounts, 1894, pp. 1lxix-1lxx,

(1)
(2) House of Commons Debates, 1888,Vol., 2, p. 1034,
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would increase. The United States was determined to main-
tein 1ts protection, so that Canada had to promote inter-
provincial trade. Exports were increasing and prosperity was
growlng., He announced no chance in the tariff becsasuse he
believed that permanence was essentlal to inspire confidence
on the part of the business interests.

In the previous year the M'n*ster had been able to
say that in view of Blake's conversion to protection, cap*tal
need no longer fear elther political party in Canada. But,
with Blake's retirement from the leadersh®p, the Liberals
had adopted Unrestricted Rec®proc®ty with the Unlted States as
thelr policy. Tupper said that Canada would be dfsappointed
if the Reciprocity Treaty of 1854 were renewed, because under
the National Policy conditions had changed. Then, as
Cartwright sald, "in thundering tones and impassioned
declamations', Sir Charles proceeded to condemn Unrestricted
Reciproclity. It would destroy the revenue; 1t would necess!-
tate heavy direct taxation; it would crush the ‘*ndustries of
the country; it would mean national suicide,. The policy of
the United States had to be kept in mingd. Finally, recipro-
c*ty would be ingratitude to the Empire; it would ask Canada
"to throw awey our birthright for a mess of pottage, to go
looking for commercial prosperity with a forefgn country.,"(1)

Sir Richard Cartwright aga'n strongly attacked
Tupper and the National Policy,(2) The Budget speech, he

sald, showed "the same magnificent audacity, and the same

(1) House of Commons Debates, 1888, Vol, 2, p. 1048
(2) Ibig, p. 1049 et seq.



- 151 -

superb self-confidence, which hss so often led the

honoureble _entlemen to wrestle with fezcets, =nd so often
resulted in fects getting the worst of it." (1)  The
Opposition critic urged Unrestricted ~eciprocity &s the

remedy for {(anada's industrisl ills. de geid thet under

the existing system of indirect taxstion the poor men suffered
most. Thig could only be avoided if the texstion were supple-
mented by heavy direct taxes. The existing tsriff had slso
encourazed the formastion of combines which injured the con-
sumers.

Cartwrizht pointed out thet President Clevelsnd, of
the United States, shared his teriff views. In his famous
iiessage to Congress, in December 1887, Cleveland stzted that
the "present tariff laws, the vicious, inequitzble, end illogiecsal
source of unnecessary taxation, ought to be at once revised, and
amended." (2) Hence, there was a genersl belief in Canads that
her southern neighbour would soon begin & more liberzl tariff
policy. Certwright subsequently moved a resolution regretting
the growth of Canude's debt and expenditure, end the injustice
of the tax system, and urging that "it is expedient tn=t the
gaid injustice should be remedied, and that the wealthy cl:csses
should be compelled to beer their f:ir proportionate shere of

the burden of texstion.™ (3) The resolution wes defested.

THE BUDGET OF 1889 - GEORGE E. FOSTER

Having accomplished the task for which he was

summoned to tanrda, Sir Charles Tupper resigned his portfolio,

(1) House of Commons Debates, 1888, Vol. 2, p. 1049 et seq.

(2) J.D. Richardsongdilessages and Papers of the Presidents Yol.8
(3) Louse of Commons Debztes, 1883, Vol.z, p.1l061. P. 584.
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after the close of the session of 1888, and returned to
Englend as Censdisn High Commissioner - a post which he had
reteined a1l the time without sulary. His successor as
Hinister of Finunce was George Bulas Foster, the llinister of
smtrine and r'isheries, who now atteined the most important
Cabinet post after only six yeers of public life. Thus the
second ‘ecdoneld idnministration, like the first, had four
Iiinisters of l'inence, in the course of its existence. (1)

George Foster delivered his first Budget speech on
IZ=rch 5, 1889. (2) He said th=t Cansda in this, her mejority
yecr, had every reuson to survey her past record with pride,
end to look forwsrd inte the future with full assurence of
prosperity and continued greatness.

The total ordinsry receipts in 1887-88 were
$36,908,463, the Customs yielding 422,105,926, Ais compared
with the previous year, iron and steel and the ir manufactures,
spirits =nd wines, =nd sugaer showed large increases in the
Customs returns. Coal, coke, wool &nd cotton and their menu-
factures showed decresses. The expenditure, at $86,718,494,
rose over 1,000,000, The deficit wae 810,03l. Foster
reminded the House, however, that during the yesr there was
an offset of 1,939,077 ageinst the debt, as sinking fund and
investment for interest on sinking fund. If not for this

emount the deficit would have been turned into & surplus of

$1,129,046.

(1) Tilley, 1879-85; llelelan, 1885-87; Tupper, 1887-88;
Foster, 1888-91.
(2) House of Commons Debates, 1889, Vol.l, pp.436-456.
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In his subsequent rebuttal, (1) Cartwright
ettacked the zccurucy of Zoster's accounts, msintzining that
there wus actuelly a deficit of %1,500,000. He msde the
serious cherge that the Public Accounts for 1887 and 1888
were "cooked". Prior to 1887, by formal agreement, receipts
from Dominion lends were placed cguinst cepital, as long as
the expenditure for surveyin; those lands was charged to the
same cccount. Tupper had reversed this practice and Foster
followed in his footsteps. It wes likewise with the exypenses
of the Iliel Rebellion. Sir Richsrd ssid that this was frau-
dulent book-keeping. The Govermment was abusing the practice
of keeping two accounts - copitsl &nd ordinery - to suit their
exigency, to avoid four successive deficite. Confidence in
the financicl stotement wes being destroyed.

The capital expenditure in 1887-88 was 4,437,460
inecluding 1,713,487 for the Intercolonial 2nd connected
neilways, 842,058 for other PFublic .iorks, &and 21,033,118.
for canals. Zeilway subsidies peid were 1,027,04l. The in-
cresse in the net debt was .7,216,582. (2)

ror the current yesr, 1888-89,the Finance llinister
expected a surplus of 1,900,000, and for 1889-90 a surplus of
2,675,000,

roster reviewed the history of the nstioncl debt,
showing that of the totcal net debt of 234,531,358, the sum
of $109,430,148 w:s the provincizl debt assumed. ‘herefore

the Feder:1l net debt was (125,101,209 in excess of that assumed.

(1) House of Commons Uebstes, 1889, Vol. 1, pp.436-456.
(2) Iublic sccounts, 1894, pp. lxix-lxx.
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The cupitel expenditure exceeded the debt incresse by
$54,608,764. The net per capite debt incressed by only

14 cents from 1880 to 1888, =lthough the Csnadian Fecific

was constructed in the intervel, end the North-.est was opened
up. The Zlinister szid thet a comparison between the debts of
Cenade end of the United States was unfair becouse theirconsti-
tutions were so dissimiler. The United States sssumed no
state debts; it paid no subsidies to the states; it paid no
interest on assumed debts; the expenditure on verious services
and departments wss on & very different basis. lad Conada set
out on the sszme basis as her neighbour, there would be no debt
but &n sctuzl surplus of 75,329,629. If the preveiling
prosperity continued, the ..inister expected that the capitel
expenditures of the ensuing three yesrs would be met without
any addition to the net debt, and without an increase in
taxation; the debt could not Jo on incressing forever.

In 1884 Ceznsda had been the first colony to float

-

a &5 per cent loan in London; in 1888 1t was the first to floeat
one 2t 3 per cent. The loan wes forcx?4,000,000 to run for

50 yeecrs. Ite reception was gratifying as it was over-
subgcribed three times. The large zmount would obviate the
necessity of further borrowing for a long time. while
Certwright admitted thet the trinsaction wse en excellent one,
he accused the Government of making & reckless blunder, in

the prospectus issued for the loan, which might necessitate

& huge sinking fund for its re-purchase 1in five instead of

fifty yecrs. <roster replied thzt the prospectus pluced him

under no legal obligation, end denied Cartwright's interpretution



of its meaning.

The Minister considered the incidence of taxation
in lenzda, and concluded that it fell m=inly on the wezlthy
classes with expensive tcstes. Deducting the taxes on licuor
end tobacco, from which Féster himself shetained, the necessary
per cepita burden was $3.88. Texetion in Canzds wes lower thsn
that in the United States, Gresat Britein, Frence, and Australasis,
but it was necessary, since "Texation is the only getewsy to
progress and development in a country.” (1)

Following in the footsteps of his predecessors, Foster
lauded the lational Policy for protecting Czmedian industries.
He pointed out that if the shrinksge in values were considered
Canada's trade hsd by no meens declined below the total in 1873.
He masintained thet as long as the United States insisted on
reteining its high teriff, Cenads would h:ve to build upon its
own foundetions.

In his reply to the -insnce liinister, (2) Sir Richarad
Cartwri_ht was suspicious of sny talk of economy by the Govern-
ment. He wondered'whet new villaeiny is afloat? dhet derk
mystery of inquity is being hetched now? I must say,”added
oir Richard, "that when I hecr these gentlemen telking of
economy my utmost suspicions &re croused. Can the leopard
change his spots; can the -thiopien change his skin; cen we
expect grapes from thorns end figs from thistles?" (3)

Cartwright also delivered his snnusl indictment of
the -etionsl Policy. fecording to the Conservetive Party

one would say that "every single solitary result of every new

(1)House of Commons Debetes, 1889, Vol. 1, p. 456, et seq.
(2) Ibid, p.465
(3) Ibid, p.464
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Invention that has been made for the last ten years, that
every reduction in the price of raw material, that even a
fall in the rate of interest all the world over 1s a new
triumph for the National Policy." (1) Sir Richard asserted
that if, as alleged, Canad!an manufacturers were extending
thelr foreign trade, if they were sble to undersell their
competitors in fore'gn markets, then they certa‘'nly required
no protection., He believed that the remedy for Canada's
financial ills was the extension of trade with the United
States. Accordingly, he moved an amendment advocat®ng "full
and unrestricted reciprocity with the Un'ted States." (2)
The debate on the Budget was concerned largely with
the Liberal proposal of unrestricted reciprocity. On behalf
of the Government, Charles Hibbert Tupper, Minister of Marine
and Fisherles, declared that while the Conservative Party was
not ready to surrender the commercial interests of Canada to
the United States, 1t was, nevertheless, "still ready to make
a fair trade arrangement” with the latter country whenever it
was "prepared to enter into such an arrangement.," (3) John
Charlton emphasized that the Liberal Party was not advocating
commerctal union but unrestricted rec®proc*ty, " and unrestricted
reciprocity would leave in our hands the ent're control of our
own tariff, except in so far as relsating to impo;ts and exports
between Canada and the United States." (4) ZILouis H. Davies

attacked the cry of disloyalty which was be‘ng raised against

House of Commons Debates, 1889, Vol. 1, p. 464
Ibld, p. 468

Ibid, p. 478

Ibild, p.479
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the Liberals, and reminded the Government of the phrase
"that they were prepared to support the Nat*onal FPol‘cy, and
if the National Policy in 1ts effects would weaken the tie
that bound us to the mother country, so much the worse for

British connection," (1) In the end, Cartwright's resolution

was defeated.

THE BUDGET OF 1890 - GEORGE E. FOSTER

In his second Budget speech, delivered on March 27,
1890, (2) Foster congratulated the country on its financial
position. He announced a record revenue of $68,782,870 for
the year 1888-89. It was almost 72,000,000 in excess of
Tupper's original estimate, and 52,874,000 in excess of the
receipts of 1887-88. The Customs and the Excise yields rose
$1,620,000 and “815,000 respectively. The ord'nary expend?-
ture was $36,917,834, lea ving a surplus of #1,865,035, In
England, also, the Chancellor of the Exchequer announced a
surplus of &£ 2,798,000 for 1888-89. (3)

The total capital expend’ture amounted to *4,420,313,
over half of which was for the Intercolonial and connected
rallways, and the remainder for canals and other public works,
The sum of $846,721 was paid in raillway subsidies. The net
increase in the debt was 52,998,683, (4) TFor the current year
the Tinance Minister expected a surplus of §2,700,00Q, and for

1890-91, one of ©2,500,000. Surpluses of such magnitude

(1) House of Commons Debates, 1889, Vol., 1, p,706.

(2) Ibid, 1890, Vol. 2, pp.2530-2563,

(3) Bernard Mallet: British Budgets (London, 1913) p. 24,
(4) Public Accounts, 1894, pp. lxix-1xx,
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attained without any increase in #== taxat!on showed "the
buoyancy of our resources."

Foster believed that the ordinary revenue of Canada
was now sufitcient to carry the national debt, to pay for the
ordinary services of the country, and for some of the capital
egpegditgre. He hoped that there would be no increase in
liabilities for some years, and expected the beginning of a
period of debt reduction in 1892, The debt incurred s’nce
1867 had been essential for the opening up of the country and
for the extension of trade and commerce, Canada was able to
carry its present burdens, "but for any further increase, "
"said the Finance Minister, "I believe good reasons are demanded,
and good reasons must be given." (1)

The Budget speech of 1890 proposed varfous changes in
the tariff, which, however, d'd not disturb the policy adopted
in 1879. Protection had now taken firm root *n Europe; and,
in the United States election of 1889, Cleveland was defeated,
and the Republdcan Party had triumphed on a policy of higher
protection, Toster justified tariff changes, because of new
conditions which constantly arise, as tariffs are not "like
confessions of faith, which when once settled, must endure
for centuries." (2)

The tariff alterations of 1890 involved both ‘ncreases
and decreases., The duty on flour was raised 25 cents per
barrel; to equalize Tt with the duty on wheat. The duties

on meats were increased, and on l've cattle, hogs, and sheep

(1) House of Commons Debates, 1890, Vol. 2, p. 2540/
(2) Ibid, p.2542.
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they were ralsed from 20 to 30 per cent. The duty on
woollens was increased from 71 cents a pound and 20 per
cent ad valorem, to 10 cents per pound and 20 per cent ad
valorem, Wire of copper and brass was taken from the free
l§s£ and made subject td a duty of 15 per cent, while covered
wire wasmto pay 35 instead of 25 per cent, The duty on
common windowglass was reduced from 30 to 20 per cent, The
dutjeson molasses were halved, and on corn milled for human
food there was to be a rebate of 90 per cent, To develop
the Canadian mining industry, mining machinery not manufactured
in Canada at the time of its importat%on‘was made free for three
years, Also, to encourage iron shipbu’lding, all steel and
iron parts used *‘n the manufacture of ‘ron or steel vessels,
if not made in Canada, were placed on the free 1list, Certain
seeds for the farmer were also added to th's 1list,

Some time after the delivery of the Budget speech,
Foster moved that the bounty on plig-iron be “2 per gog'from
July 1, 189 to June 30, 1897. (1) The bounty, originally
introduced in 1883, was :1.50 per ton for thrmeyears, and then
one dollar from 1886 to 1889; in 1886 it was renewed at #1.50
until 1889, and then one dollar until 1892, Now it was to
be %2 until 1897. As the duty on iron was 54, the total
protection was 6 per ton. Cartwright called this the most

injurious duty imposed, because iron was a very important raw

(1) House of Commons Debates, 1890, Vol.2, p. 4321 et seq.
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material, Louils Davies pointed out that fron manufacturing
had not increased in ten years, and that the duty was not
justified.

During the Budget debate, which was largely influ-
enced by the proposed McKinley Tariff in the United States,
§1r Richard Cartwright accused the Finance Minister of living
in a fooll paradise. (1) He again denounced protection, and
sa 1d that Foster, like some of his predecessors, had sunk
"the high and responsible pos'tion of the M'nister of Finance,
the sworn guardian of all classes of the people, to the position
of speaking trumpet for a number of combines.” (2) The Liberal
critic spoke of the desirability of free-trade with the United
States., He stressed the importance of agrfculture as the
staple industry of Canada, add'ng that "circumstances do not
seem to fit us to become a great manufacturing country." (3)
Yet agriculture in Canada was markedly depressed andwas left
unaided. Sir Richard moved an amendment to the Budget,
regrettling the increase in taxation and in expend}ture, and
ﬁrging a reduction particularly on articles of prime necessity
to farmers, miners, fishermen, and other producers,

Mackenzie,Bowell, Minister of Customs, justified
the tariff increases because of the proposed McKXinley Tariff
in the United States, but David Mills attacked this policy as

a servile imltation of the Un'ted States which would make

(1) House of Commons Debates, 1890, Vol. 2, p. 2566, et seq.
(3) Ibid, p. 2574.
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reciproclty impossible., (1) Peter Mitchell protested that

he had supported the National Policy originally because he

had understood it to aim simply at compelling the Americans

to remove their restrictive duties, However, it had developed
into a policy of taxing the needs of the people regardless of
surpluses of revenue over expenditure. (2)

The constant reference to the so-called "unfavour-
able" balance of trade brought Nicholas Tlood Davin, & promin-
ent Conservative member, into the debate w'th an attempt to
prove "that this thing which has been made a rhetorical
bugaboo from sesslon to sessiqn,fhas noth'ng whatever in 1. (3)
Davin employed facts and statistics to show that, if all factors
are considered, imports and exports, visible and invisible,
ultimately balance each other. But, for many years the dls-
cussion on the "favourable" or "unfavourable" balance of trade

was to remain a feature of the debate on the Budget.

DOMINLON FINANCE,1879-91

The Budget of 1890 was the last presented by the
second Macdonald Administration, While the Government was
returned to power in the, general election of 1891, Sir John
Macdonald dted in June of that year, VWith hls death began
a period of political uncertainty which culm‘nated in the

defeat of the Conservative Party in 1896.

(1) House of Commons Debates, 1890, Vol. 2, pp.3129-3132,
(2) Ibid, pp. 2199-2920
(3) Ibid, pp.3 071-3074
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The ‘years from 1879 to 1891 witnessed the introduction
and extension of the National Pol'cy of Protection., Every
session saw amendments made, generally, in an upward d'rection.
The payment of bounties to industries was also introduced.

But the prosperous years-from 1880 to 1884 were followed by

a period of depression, The M'n'ster of Finance again was
faced with deficits, Dissatisfact®on with the Nat'onal Policy
arose., ZEncouraged by the freer trade tendencles of the
Democratic Party in the United States, an agitation for
Commercial Union or Unrestricted Reciprocity began. The
Liberals adopted this as the main plank in their platform,

It was defeated in the elections of 1891. But, even the
Conservative Party still favoured a moderate reciprocity
treaty.

As the Macdonald Administration had undertaken works
involving large expenditures, the revenue necessarily rose.
In 1877-78, the last year of the Mackenzle Government, Con-
golidated Fund recelpts were %22,5751011; in 1890-91 they had
increased to %£38,579,310. The receipts from taxes - Customs
and Excise - rose from #17,841,93 8 ‘n 1877-78, to %30,314,151
in 1890-91; the receipts from other sources increased from
$4,533,073 to $8,265,159, in the same perfod. (1)

The ordinary expenditure increased from %23,503,158

{n 1877-78, to 36,343,567 in 1890-91. There was an increase

(1) Public Accounts, 1894, p. xxxii



in all charges. (1)

1877-78 11890-91
Charges on the Public Debt & 7,240,969 * 9,846,205
Subsidles to the Provinces 3,472,807 3,903,756
Sinking Fund 945,746 1,938,078
Collection of Revenue 5,301,124 9,453,312
Miscellaneous 6,542,510 11,202,206

The increase in the net debt during the first decade
of Confederation was moderate when compared with that bf the
second. In the latter period heavy debts were incurred in
the construction of railways and cana}s, and in the opening
up of the North-West, The net debt in 1878 was $140,362,069;
in 1891 it had risen to $237,809,030. The leading cause of
that iIncrease was the construction of the Canadian Pacific
Railway. Its completion in 1886 saw the end of the decade of
rapid debt increase,

The Mackenzie Government had undertaken to construct
the Pacific Rallway as a publfc enterprise, but on the return
to power of the Conservative Government, in 1878, it was
finally determined that the road should be constructed by a
private company supplemented bydgovernment ald, A contract
was therefore signed in 1881, with the Canadlian Pacific
Syndicate to which the Government gesve a subsidy of
425,000,000 in money and 25,000,000 acres of land, together

with about 640 miles of road completed at a cost of $33,000,000

(1) Public Accounts, 1894, pp.xxxii - xxxiii
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Then began a period of large capital exgegditures which
by 1885 exceeded $54,000,000, The Dominion Loans of 1884
and 1885 were necessary to meet these lfabilitles.,

The Railway was to have been completed by 1891.
In 1884, however, the Syndicate promised to complete the
road by 1886. To assure this, the Government advanced a
loan of %30,000,000, and in 1885 a further loan of *5,000,000.
In 1886 the Company repatd “25,000,000 and the Government
agreed to accept a portion of its lands for the balance of
{ts indebtedness - %9,880,912, with interest. The value of
the land was computed at $1.50 an acre, (1) Cartwright
protested that this meant a settlement on the part of the
Company of 60 cents on the dollar, and Edward Bleke maintalned
that 1t involved the additlon of %l0,000,00Q to the net debt
and %$400,000 to the annual interest charge in order to release
the wealthy shareholders from the necessity of repaying the
full loan. (2) Blake sald that of a total expenditure of
%66,000,000 on the Rallway, the Government had contributed
457,900,000, in add*tion to the~valuable land grants. (3)
In view of this, both Blake and Cartwright stated that the
road should have been owned by the Government which had
practically constructed it., Nevertheless, Mclelan, the
Mintister of Finance, announced with pride, in 1886, that

the Company had repaid its indebtedness, that the accounts

(2) House of Commons Debates, 1886, Vol.2, p. 930 et seq
(3) Ibid, 1884, pp.l24-128.
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would be closed, and that 1t would henceforth cont®nue
independently of the Government. (1) Th*s, however, did

not prevent the Government, in 1888, from guarantee'*ng for

50 years the payment of interest at_S% per cent on %15,000,000
of the Railway's Land Grant Bonds, in return for which the
Company abandoned the railway monopoly which its charter head
given it for twenty years. (2) Wilfrid Laurier, the Leader
of the Opposition, condemned this new unlimited liability, and
Cartwright sald that it involved an annual charge of #525,000
for fifty years in favour of the Railway Company .

In the period 1875-85 there was also incurred a
large expenditure on canals amounting to 24,120,000, The
Welland, Lachine, Carillon, and Grenville Canals were almost
wholly bullt In these years. (3) The other ‘tem wh'ch served
to increase the debt was the readjustment of provinc®al debts,
which meant the assumption of an add't’onal %10,000,000 by the
Dominion,

In the filscal year 1885-86 the Canad®'an net debt ‘n-
creased by 326,750,000; in the same year the Un'ted States
debt was reduced by 88,901,860. (4) In 1880 the annual
interest on the latter debt was $95,757,000; in 1885 it was
$51,386,000. (5) In the twenty years endlng June 30, 1886,

the United States debt was.reduced by the enormous.sum of

House of Commons Debates, 1886, Vol.2, p. 930 et seq.
Ibid, 1888, Vol. 2, p. 1061,

Perry, op.cit., p.22

. Canada: Statistical Record, 1886, p. 144

Dewey, op. cit., p. 428,
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$998,173,160, or an average annual reduction of *49,908,658.
The rapidity of this decrease was without parallel in
history. (1) It 1s to be noted, however, that while the
Canadian debt was incurred for public works, that of the
United States arose from the Civil Var, Also, in 1885

the total debts of the Canadlan provinces were 21,723,727,
while those of the American states amounted to %243,708,448,
or more than the entfire net debt of the Dom‘nlon. (2)

After 1886 there followed a decade of slow growth
in the debt, in contrast to the increasse of the preceding
years., The capital expendliture was kept down to an average
of less than 34,000,000 annually, and the average debt in-
crease was 353,000,000, The expendlture was principally on
canals and on railway subsidies,

Between 1878 and 1891 four Canadlan loans were
tssued in London, totalling &£19,000,000, of which only
21,500,000 bore the Imperial Guarantee. In 1884 the first
31 per cent loan was floated, and in 1888 the rate was 3
percent. (3)

The period from 1879 to 1891 was one of strains
and stresses. "hile the cred*t of Canada was h'gh, the
progress of the country was slow. But f*rm foundat®ons were

laid on which future generations were to builld,

(1) Canada: Sta tistical Record, 1886, p. 144.
(2) Ibid, pp. 144-145.
(3) House of Commons Debates, 1897, Vol. 1, p.3120.



CHAPTER VI

Closing Years of the Conservestive Government

1891-96
George Foster's Budgets, 1891-96 - Dominion Finsnce,b1891-96

"I am not one of those who believe that there
should be a cast-iron tariff for & steted number
- of years; conditions change, and with them, if we
are reasonsble and prudent, we must change the
conditions of our fiscal policy.”
- Hon. George E. Foster (1891)
The Conservetive Goverrment wae re turned to power in
the general election of 1891 at & time when the economic
situstion in the country wss agesin becoming unfavourable.
Low prices and a succession of bad sezsons meent egricultural
depression and discontent. The inflstion consequent upon
the opening up of the Horth-West was followed by & serious
resction and depression in Winnipeg zsnd other centres.
Settlement in “iestern Canzda proceeded at & disappointing
rate. Artificisl encoursgement to industry had resulted in
over-production for the small Censdien msrket, and, therefore,
in suffering for the.workers. Sentiment eppesred to turn in
favour of Commercizl Union with the United -tates, or, at
least, in favour of some form of reciprocity. The period
wes marked by tariff reductions in Canada.
In the United States.the Tepublican Party redeered
its csmpaign pledges and Congress passed the llcXinley Tariff
Act in 1890. For the first time it accepted Frotection not

"gs & temporary stage in the arduous journey towsrds industrial

freedom, but & principle which ought to be permenently adopted.” (1)

(1 ) Dewey, op. cit., p 438.



- l68 -

The new tariff repesled the duties on row sugar, and reduced
the duties on steel rezils, iron and steel plates, end on
structurel iron end steel. But duties on many menufactured
products, especisally tebtiles, and on agricultural products,
were made almost prohibitive. (1)

The passing of the McKinley Act, and of the Sherman
Silver Act, was followed by s decline in revenues, by commercial
disturbences, by =zn increzsed exportetion of gold, and by the
withdrawel of British speculetive investments. The United
States was on the road}to a finencial crisis. The year 1890
also witnessed the practicsl bankruptcy of Portugel, the collapse
of the South African mining boom, snd of the boom in Argentina,
which involved the fazilure of the famous house of Baring. The

econonic derression wes therefore not confined to Canada.

THE BUDGET OF 1891 - GEORGE E. FOSTER

In June 1891 Sir John A. Macdonald died and Senator
Jehn J.C.Abbott beceme Prime Ilinister. George Foster retained
the portfolio of Finance and delivered his third Budget speech
on June 23, 1891, (2) He acknowledged that the condition of
the country wses not as fortunate &s 1t had been, but asserted
that the general state of trade was good. FYoreign trade had
shown an increase of %14,000,000 over the previous year, and
domestic trade was flourishing. While the crisis of the past

year had involved bank failures in the United States and

(1) Dewey, pp. 438-440. |
(2) House of Commons Debates, 1891, Vol. 1, pp. 1200-1223
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financiel stringency in Grest Britein, the Censdisn benks
had "pursued the even tenor of their way™. (1) ‘hile
Cancdian industries had been cble +to withetend the strein
ceused by the passing of the licXinley Bill, the Gove rnment
was negoticting for closer trade relctions with the United
States. It wes willing to give to the latter country, "the
greatest freedom of trade compsatible with the best interests
of" (2) Cansda, but would not sscrifice the trede slready
established with other countries.

With the reduction in tue interest rote, there wes
a decrease in the Government Sevings Baunk deposits. The
liinister said that this was ecuivelent to debt redemption.
‘o meet the withdrawals, he floated in London 8 temporery
loan of ££400,000 &t 4 per cent for twelve months, end ore of
L 600,000 et 4% per cent for six months. Ilore would have
t0 be borrowed, but the money mericet wes unfevourable.
Certwright reminded the House th=1t he h:d alwsys urged the
adoption of the =nglish system whereby these deposits would
be treated ss trust funds to be invested in Government
securities. However, &s they were used for permenent invest-
aent, that is, to finance permarent works, 1t was now necessary
to borrow at & high r:te of interest in order to meet the
deficit created by the withdrawals.

The Finence liinister stzted that the finencisl
gsoundness of Canads wes reflected by the revenue of 1889-90,
which wss the lesrgest in history. It smounted to $39,879,925,

the yield from Customs being 28,968,953, and that from Excise,

(1) House of Commons Debates, 1891, Vol. 1, 9.1202.
(2) Ibid, p.1207.
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$7,618,118. While the revenue wes $679,000 in excess
of the estimstes, the expenditure of $35,994,031 was §505,000
less than the estimste, and $923,000 less than the expenditure
of 1888-89. The Consolidated Fund surplus was $3,885,893.
_The totel capital expenditure, in 1889-90, wss
$6,778,663, including 2,725,504, spvent during previous years
by the Hontreal Harbour Commission for the improvement of the
S5t. Lawrenoe, %2,551,787 for the Intercolonial and gonnected
Reilweys, 3,124,260 for other Public Works, snd 1,026,364
for canzls. Hailway subsidies paid were $1,678,195. (1)
Apart from meeting the ordinary needs of the country, the
Consolidated Fund was eble to pay for a large part of the
capital expenditure. Hence, the net increase in the debt was
only %5,170. Foster ssid that an equilibrium had now been
precticelly established between income &and expenditure, both
cepital &nd ordinary.

Because of the teriff revision of 1890, end beceause
of the commercial negotiestions with the United Ststes, the
Budget speech of 1891 annouriced only one major tariff chenge.
£t the ssme time, Foster ssid that he did not velieve in
"a cest-iron tariff for a stated period of years;" changes in
the tariff were necessary with changing eonditions. He then
entered into & long discussion on the sugar duty, showing that
it had originslly been imposed in 1868; that it hed been in-
crecsed on thyee subsequent occzsions; that it had created

the prosperous sugsr-refining industry of Censds; thet it hed

(1) Public ‘ccounts, 1894, pp. lxix-lxx.
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yielded a large revenue, which in 1888-89 smounted to
$3,675,724., The Finsnce llinister then snnounced the
abolition of the sugar duties, snd =dded ”that never in the
history of Caneds, either before Confederation or since
Confederztion, has =ny Govermment come down to the House with
such & large reduction of texes &s is involved in this pro-
position.” (1) Wwith the sbolition of the duties on coffee,
tea, and sugsr, "the poor mﬁn's.breakfast-teble" we s
practically free. 1In England sugar had been made free in 1874.
To compensate, in vart, for the loss of revenue from.
sugar, roster raised the customs duties and the excise on malt,
distilled spirits and tobacco. The duties on beer, ale, and
rorter were slso increased. The teriff on salt was reduced
by one-half, because it had resulted in the creation of e
monopoly. It wes henceforth to be 5 and 73 cents per 100
pounds. Beet-root sugar, which the ilinister did not believe
could be successfully produced in Canada, wes to receive a
bounty, for one year only, egual to the protection the farmer
would have received had the teriff remeined unchanged. It
was emphasized that this did not commit the country to the
principle of & bounty on beet-root sugar, but merely simed to
protect the farmers who hed already plsnted beets in that sezson.
Sir Richsrd Certwright, in his reply to the fudget
speech, (2) pointed out that the duties on raw sugar only were

abolished, and furthermore, that the action was merely &

(1) House of Commons Jebates, 1891, Vol.l, p. 1216.
(2) Ivid, p. 1224 et seq.
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consequence of the McKinley Tariff. "It is solely becsuse the
United States Government had teken similar legislation about &
yeer ago, and our honourzble friend, in humble obedience and
subservience to the United States, had followed suit.” (1)
Foster had not been actuated solely by the public interest.

Sir nichard szid that refined sugar continued to be highly
protected, that the refiners would, therefore, mgintein & high
price, and that the change wss not to benefit the poor msn, but
only the sugar refiners.

Cartwright sg-in stated that Conadae wes not in a
prosperous condition. He urged free gnd unrestricted
reciprocity with the United States, which he celled Cenada's
natural market. The Fational Policy taxed imports from
Great Britain and was an imitetion of Americen policy, yet
when reciprocity was =zdvocated, Conservatives raised the
loyalty cry. Sir Iichard moved an amendment to the Budget
demanding reductions in the duties on &ll articles of prime
necessity, and "the most extended reciprocsl freedom of trade
between Cenede end the United States in manufactured as well
as n#tural>products.“ (2) A lengthy debate on Leciprocity
ensuéd. Wilfrid Lsurier urged that allegiance should not be
mede the basis of trade; that trade interests alone should be

thet besis. However, the cmendment wes defeated.

(1) House of Commons Debates, 1891, Vol. 1, p. 1l224.
(2) Ibid, p. 1212,
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IHE BUDGET OF 1892 - GEORGE E. FOSTER

George Foster delivered his fourth Budget speech
on March 22, 1892. (1) For the year 1890-91 he announced zn
ordinary revenue of $38,579,310, a decrease of 41,300,000 in
comparison with the receipts of 1889-90. The Comsolidcted
Fund expenditure wes $36,343,567.96, an excess of 340,000
over the previous year. The surplus wes & 2,235,742.

The capital expenditure, st 2,115,860, showed &
decrezse of &lmost ;1,550,000. The chief items were %1,280,725
for caenala and §1,184,517 for the Intercolonial and connected
Railweys. Relilway subsidies smounted to ¢1,265,706. (2)
The net incresge in the debt was 275,818. Thus, the liinister
seid thet his vrediction in his first Budget speech; that by
1892 the revenue and expenditure would be balanced without an
increase in the debt hed practically been fulfilled. Had not
the duties on raw sugar been & bolished, the revenue would have
been greeter by #3P00,000 and the year 1892 would have been
resched with no incresse in the debt. In the four yezrs,
1887-1891, the Consolidsated Fund expenditure hed kept remsrk-
gbly even; the revenue hed been buoyant; and the net interest
on the debt had decreased. The future was therefore "full
of hope and promise”. As long cs the existing conditions of
tariff and revenue remcined no large surplus could be expected.

The accounts for the current year and for 1892-93 would just

balance.

(1) House of Commons Debates, 1891, Vol. 2, pp. 315-335.
(2) Public Accounts, 1894, p. lxix-lxx.
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The decreesse in the savings bank depogits, resulting
from the lower interest rate end from other czuses, had
necessitated temporary borrowings smounting to 49,753.333.

This wes largely for debt redemption. Cepital expenditures
would necessitate further loans, and the conditions of the
money merket would decide whether these were to be permenent
or temporsry. Censda's credit stood high in Great Britein,
in spite of the vessinistic stetements about debt =nd taxation
gpread by Cartwright end the Liberals. Foster gesserted thet
the per capitz debt had incresced only 18 cents from 1878 to
1891.

The Finance l:inister pointed out that the aggregete
trade of the country was holding its own. Exports were in-
creasing end in 1891 were #1,668,000 in excess of those of
the preceding year. The decreszce in lmports wes caused by the
lerger production in Cenzde for the home market. ZIeferring
to reciprocity negotistions with the United States, Foster
gsid that the latter country wented reciprocity in menufactured
a8 well a&s in natural products. This would necessitate prefer-
ential treatment for the United :tates in the markets of Canada.
The consequences would be discrimination esgainst Grest Britsin,
loss of revenue to Cansda, «nd the equelization of the Ceanadian
tariff to thet of the United Stetes. Foster concluded thet no
terms could be arrived at without sacrificing Gan&diankinterests
and too much of Censdian nationality. Cansda would. henceforth.
have to proceed elong her own lines of development. The British

market would be the most desirable. The Hinister foresaw the

day of reciprocel or preferential tariffs, when, in view of the
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ariff wars all over the world, it would become the duty of
the Government of Cansda "to hold out the hand of help to
those thet hely us, to repey fevour with fivour end interest
with interest, =nd to give the best treatment in our mariets
to those countries which sfford to us the best trestment in
their nmariets.” (1)

The Budget speech of 1892 introduced no tariff
changes, and wae remsrkable for the zbsence of the customsry
eulogy of the [Letional Policy. Fevertheless, Sir Richerd
Cartwright, in replying on behslf of the Opposition, once
agiin cenounced the policy of protection. He held it to be
lergely responsible for the exodus from Canads. The McKinley
Teriff haed detrimentelly affected Cansdien cgriculture;
unrestricted r:cciprocity with the United :tetes wss the
remedy. wir Richerd strecsed the vslue of the latter morket,
end steted that Great Eritain could import but & relctively
smzll portion of (anadian products.

The former I'inance ..inister condemned the growing
expenditure of Canzda, and the construction of public worzs
viich were producing cmnual deficits. The policy of isolation
and the policy of protection were compelling Canadizns to pay
three sets of tixes - tuxes to the Dominion Treasury, taxes
to the protected menufacturers, and texes to the United Stetes
Trec sury.

The Budget debzte centred on reciprocity end
reciprocel tariffs. A preference for Great Britein was pro-

posed on the gsrounds that it provided & free market for

(1) House of Commons Debztes, 1892, Vol. 1, p. 335
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Canadian products. It was opposed because of the fear of
loss of revenue, and because of Englend's most-fevoured-nation
treaties, which would necessitate the extension of preference
to other countries.

After the delivery of the Budget speech certain minor
changes in the tariff were mede, including the imposition of a
duty of © cents per dozen eggs imported. The Governor-in-
Council wes empowered to suspend the provisions of the Customs
Aact which provided for the remission, or otherwise, of duties
on sugar, molasses, and tobescco, in the case of countries which
did not accord the most-favoured-nation treatment to Censda. (1)

The bounty on beet-root sugar w=s renewed for two years.

TS BUDGET OF 1893 - GEORGE Z. FOSTER.

In Iiovember 1892, the Democratic Party was victorious
in the United ctates, end Grover Clevelend, the advocate of
tariff reform, agein became President. The return to power of
the low tariff party wes to have its effect on Cansdian budge ts.
Late in 1892, also, Sir John S.D.Thompson succeeded Sir John
Abbott as Prime liinister of Canada. George Foster retained
the portfolio of rinance and presented his fifth Budget on
Februsry 14,1893, (2)

The total ordinary receipts in 1891-92 were $36,921,871,
s decrease, a8 compzred with 1890-91, of 1,657,449, Owing to

the abolition of the sugar duties the decrease in Customs

(1) House of Commons Debates, 1892, Vol. 2, p. 4671.
(2) Ibid, 1893, pp. 659-693.
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recelipts from sugar alone emounted to 3,064,462, The Excise
yielded over 1,000,000 more then in the previous year. The
receipts from earnings, amounting to 8,475,714, were the
largest since Confedersation, and showed an increase of 87 per
cent over 1878.

The rinance Minister said that the reduction in the
sugar duties had proved that the chesper the article, the
greater its consumption. The increased consumption of sugar
in 1891-92 would have yielded 45,400,000 in texation. There
would also heve been & large yield if the taxes on tea eand
coffee had been retained. Hence, the Government haed meterially
reduced the burden of taxsvion. Foster also geve comparative
figures on the per cepite consumption of Excise articles -
spirits, beer, wine, and tobacco. He was delighted to note
an 2pparent disninishing consumption in these, from the use of
which he personally abstained.

The ordinary expenditure in 1891-92 was $36,765,894,
arnd the surplus of the year was ;155,977. The cepital expendi-
ture of 2,164,456 showed & saving of 950,000 over the preceding
year. The chief item was 1,463,279 for cansls. Hellway:
gsubsidies smounted to :1,248,215.93. (1) ‘Thus, since 1887-88
the course of capital expenditure had been constently downward.
Zut, elthough, in the past two years there had been only a
smell sddition to the debt, the net increase in tiie debt for

-

1892 was 3,322,403-=the highest since 1888. The ilinister

explained that the reduction in taxation had reduced the surplus

(1) Public Accounts, Cesnada, pp. lxix-lxx.
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Which hitherto hed been sveilzble for cupitsl expenditure.
Therefore, the larger part of such expenditure now had to be
met out of borrowings.

Foster said thet the 33,322,000 debt increese wes
more spparent than resl. It included an item of 970,000
resulting from the cancellation of the HNorth Shore Railway
Bonds, which for some years hed stood 28 an asset of the
country, although they had produced no revenue. To meet the
capital expenditure and to teke up the temporary loens, there
was flosted in London & 3 per cent lozn ofof?,250,000 at the
fixed price of X91. It yielded more then &£ 92 and was sub-
scribed three times over. The increased confidence in
Censdien securities was shown by the fact thet the number of
individuel subscribers wes greater than in the case of any
other loan ever floated by Canads. Because of the low interest
r=te the loen wes sold at a discount, and s the discount on
logns wes alweys chsrged to caepital account, the transeaction
of 1892 sadded 1,122,541 to the apparent increase in the net
debt. If not for the remission of taxation, concluded the
Minister, the debt would ectuslly have been dimished by
#2,000,000.

In reviewing the genersl economic conditions of the
country, the Finance llinister said that the foreign trade had
resched & total of over 241,300,000 in 1892, of which $106,254,000
was with Great Britain and 92,125,000 with the United States.

The internal trade was also improving. Bank deposits and

railway mileage and traffic showed increases.
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Foster discussed the preveiling egitation for teriff
revision and ageinst protection. The lcXinley Teriff, the
election of Cleveland, and the low prices of farm products,
were the principal causes of this agitation. but the llinister
believed that protection was the only policy which could assure
true prosperity. Free trade wes rendered impossible because
of the requirements of revenue, and becsuse of the industrisal
and the genersl development of the country. The industries
of Cenada could not exist unsided, and the country could not
prosper on a;griculture alone. As for Unrestricted HZeciprocity,
it wes "a policy, which, involving &s it does discrimination
against Great Britein, revolts the loyal feeling of the people."(1)
The Government stood committed to & reciprocity which d4id not
endenger the industrial development of Canada. PFPreferentisl
trade, while desirsble, was not yet possible, but it might
some d&y become & reality.

The Government did not propose to abolish the policy
of "fair and reasonsble protection” established in 1879. It
wes, however, investigating into the operations of the teriff,
and any proteeted industry which stood no chance of ever
beconing fairly rooted in the country would lose that proltection.
This would be extended only to industries which gave assurarnce
of permenency end of continued prosperity. It was intended
to lighten the scale of taxation as much es possible, and to

extend the free 1list as far as weas consistent with the revenue

(1) House of Commons Debates, 1893, p.686.
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requirements and with effective protection. 4 tariff
revised elong these lines would be introduced in the session
of 1894.

The tariff changes of 1893 included the renewsl of
nining mechinery, not menufactured in Cansda, on the free list
for three years. The limitations on the transport of oil
were reduced, and with them, the indirect protection of 2 cents
per gallon. The abolition of the duty on binder-twine had been
widely demended for several years. Eerlier in the session
Cartwright hed said that "in the whole list of iniquities
contained in the tariff of abominations which we now live under,”
(1) none was so contrary to the dictates of reeson and of
volitical economy &s was the duty on binder-twine. In the
Budget speech the ilinister announced the reduction of the duty,
for the benefit of agriculture, from 25 to 125 per cent.

In his reply to the Finance Ilinister, Sir Richard
Cartwright s=id that the remarkable absence of the customary
"praggadocio with respect to the National Policy" (2) was an
indication of the discontent of the country. The teriff had
proved a failure. It hed fostered extravagance and high end
inequitable taxstion. Foster's announcement of expected
teriff changes in the coming session would unsettle business
for a year. Reciprocity with the United States wes essential.
Sir Richerd moved an amendment, which wes defeated, urging
freer trade, and the limitetion of the tax burden" to the

sum required to meet the necessities of the Government

(1) House of Commons Debztes, 1893, p. 175
(2) Ipid, p. 695.
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efficiently and economicelly sdministered."” (1)

Wilfrid Laurier characterized the Budget speech &s
"a curefully prepared epology for the lationsl Policy." (2)

It did not trest of the financial condition of the country,
and omitted the estimetes for the coming fiscal year. It
lacked the essentials of what was generslly considered to be
a Budget speech.

In March 1893, Dalton licCerthy moved a resolution (3)
to the effect thaet sufficient time hed elapsed since the
introduction of the protective system for the establishment
end development of such manufacturing industries as could be
successfully carried on in Cansda; that meny menufacturers
had formed combinations and were hiding behind the teriff;
that the tariff wes in many cases unjust to the consumers; that
it ought to be amended, and substantisl reductions given to the
United lingdom and to those nations with which she had treaty
obligations; and that like reductions be msde with other
countries, and particularly with the United btetes, if they

were willing to reciprocate. ‘he resolution was defeated.

THE BUDGET OF 1894 - GEORGE E.FOSTER

The year 1893 had been one of world-wide financial
and industrial disturbance. Gold withdrawals by Europe and
the conseqguent credit restriction created & finencial panic

in the United w»tates. Australie experienced & benking crisis

(1) House of Commons Debates, 1893, p. 720.
(2) Ipbid, p. 1431l.
(3) Ibid, p. 2290 et seq.
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in which more then one-half of the banks failed. In Cencda
a panic was averted, but the depression seriously sffected
industry and the national finances.

(1) Foster's sixth Budget was presented on ilarch 27,
1894, The lMinister said that while the decline in trade had
dininished the revenues of 211 countries, Csnada had shown e
remarkable recuperative power. The revenue of 1892-93
amounted to 38,168,608, The increase in Customs receipts
wes 452,944, in Excise 371,526, and in Farnings :168,608.
The rate of taxation on the total volume of goods entered
for consumption was 17.38 per cent, &s against 21l.21 per cent
in 1889-90. The Consolidated Fund expenditure was $36,814,0562
leaving & surplus of ¢l,354,5b6.

The cepital expenditure totelled 3,088,317, in-
cluding 42,068,573 for cansls, 413,836 for the Cansdian
Pacific xeilway, end $299,080 for the Intercoloniel and
connected Hailways. Railway subsidies amounted to ¢811,394.
The net increase in the debt was 549,605. (2) The capital
expenditure was set by temporary loens of §1,460,000 end a
stock issue of 1,186,403,

For the current yesr, 1893-94, Foster anticipated
e revenue of only ¢36,E00,000. ‘he expected teriff changes
and the dying influences of the world-wide depression had

caused & decline in receipts. As deficits were undesirchle,

the expenditure would be kept within the income. Capitel

(1) House of Commons Debates, 1894, Vol. 1, pp. 182-279
(2) Publie ‘ccounts, 1894, pp. lxix-1xx.
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expenditure had practically reached its limit.

The Finence liinister said that the trazde, bank deposits,
and railway traffic of the country were increasing, whereas other
countries experienced & diminution in both exports and imports.

The changes in the tariff were the outstanding feature
of the Budget statement of 1894. Foster reviewed the tariff
history since 1879, and defended the Kational Policy as a
moderate messure of protection which had encour=ged Cenadien
industries, hed a2voided financiasl strains, and had increased
the wealth and comfort of the people. The free list had been
constently enlarged, and now included sugar, coffee, tea,
anthracite coal, and other necesseries, In view of new
conditions in industry, and of changed vslues, the tariff was
now revised to suit the times, but without departing from the
netional Policy. The aim was to benefit agriculture, and by
reducing or abolishing the duties on rew materials, to cheapen
the cost of menufacturing.

In the first place, the tariff was simplified, end
the 665 items of dutiable goods were very considerably
condensed. then, material reductions were m=de in the retes
of duty. Agricultural products, such as corn, barley, buckwhesat,
rye, pees, ve etavles, and beens, were to be free when imported
directly from the country of production, if the latter country
admitted such products free from,Canéda. This was an offer of
reciyrocity to any country. The duties on enimels were reduced
from 25 to 20 per cent. Tea and coffee were to pay a duty

of 10 per cent when not imported directly from the country of

productiori.
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The duty of 4 end the bounty of £2 per ton on pig
iron were to remein. The duty on scrap iron wes increased from
w& to ¢3 per ton, end cfter July 1, 1895, to 4. ir order to
further develop the iron industry. To reduce the cost of
merchantable iron, the duty on bar iron wes reduced from ¢l3
to ¢10 per ton, and that on puddled bar from $9 to <5 per ton.
Iron and steel were to be trested on en equality as respects
these imports. To stimulate their production there wss to be
raid & bounty of Z per ton on puddled bar and on its steel
ecuivalent, for Iive years. The duties on iron or steel sheets,
hoops, bends, and strips were reduced from retes renging from
12% to 30 per cent, to & duty of 5 per cent. Plough plates and
other plates for use in agricultursl implements were reduced
from 12 to 5 per cent. On agricultural implements proyper,
mowing mechines, binders, eand harvesters, the rete was reduced
from 35 to 20 per cent. Cream separetors were made free. The
Wilson Tsriff Bill, before the United States Senate in 1894,
made sgricultural implements free, if imported from & country
which in turn imposed no duty on them. rogter, however, did not
see fit to extend reciprocity in agricultural implements.

To the free list were gdded lumber, coke, brass scrap
end brass in sheets, dye-stuffs, and sugar not over number 16
Dutch standerd. Thus 8ll raw sugars were made free. LHeductions
were elso mede in the duties on furniture, fermers' wegons, bress
and copper wires, stesm engines, boilers, machinery, cotton
menufactures and cotton clothing, oils, peints and colours, and

refined sugers. "he duties on woollen yerns were increesed.
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The diminution in revenue =8 = consequence of the tariff
changes was estimsted et 1,500,000.

In the debste on the Budget, Sir Richsrd Cartwright
attecked the exiravagance of the Government, and declared thet
& deficit would be incurred within eighteen months. The new
tariZf chenges left the Netional Policy almost unrecognizable,
but "did not succeed in exorcising the demon of protection.” (1)
Certwright declared that protection hsd resulted in the doubling
of the debt,in the trebling of real taxation, in the depreciation
in value of farm products end properties, in emigretion, and in
the corruption of Cansdian public life. The new tariff was but
" g teriff of maske-shifts", (2) an imitation of the proposed
Wilson Tariff in the United States. As far gs it went, it
merely embodied the recommendations of the Opposition. He
urged reciprocity with the United States, and moved an amendment
to the effect that "the teriff should be reduced to the needs
of honest, economicel and efficient government, should have
eliminsted from it the principle of protection, «..... should
be so &d justed as to make free, or bear ss lightly a&s possible
upon the necessaries of life and to promote freer trade with
the whole world, particularly with Great Britain and the United
Stetes." (3) The emendment wes defeated.

In the course of the debate David I1ills asdvoceted
the adoption of the financiel policy of the United States,

whereby &ll oblizations incurred for necessary public improvements

(1) House of Commons Debates, 1894, Vol. 1, p. 291, et sec.
(2) Ivida, p. 304,
(3) Ibid, pp.336-337.
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would be met out of the ordinary revenue. Otherwise, the
obligations for interest on debts would never be kept within
reasonable limits. He did not think it wise or honest to

incur lerge obligations "which are to be met by persons who will
enter this world sfter we have left it." (1)

Wilfrid Leurier sttacked the surpluses as the result
of unjust taxstion. In England the 2im and the purpose of
the Chsncellor of the Exchequer are to so caslculate the receipts
and the expenditures as to make them balance evenly, "and the
reputation of the Chancellor of the Exchequer would be lost
forever if, ye=r after yeer, his calculations were found to
be wrong," (2) as was now annuslly occurring in Caenade. In
1889, Bir Williem Hercourt delivered & similar attack on the
huge surplus ennounced to the British House of Commons by
Goschen, the Chancellor of the Exchequer. Surpluses were the
result of incorrect estimetes, said Harcourt. "You can manu-
facture a surplus to any extent by that process,” he observed,
"but if your estimetes are reacsonsbly correct you ought never

to exceed, ssy half a million surplus.” (3)

THE BUDGET OF 1895 - GEORGE E. FOSTER

The Democrats had been elected in 1892 on & policy of
tariff reform. In 1894, the United States Congress passed

the Wilson-Gormen 7ariff Bill. +while it made certein chenges

House of Commons Debates, 1894, Vol.l, D. 768 et seq.
Ibid, p. 1225 et sec.
linllet, op. cit., pp. 24-25
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in the MeXinley Tariff, it remained strongly protectionist.
It re-imposed duties on rew suger, and placed wool on the
free list. Grover Cleveland, a staunch sdvocate of teriff
reform, refused to sign the bill, and allowed it to become
law by passive neglect. (1)

Late in 1894 occurred the death of Sir Jonn Thompson,
and Senator llackenzie Bowell became Prime Linister of Caneds.
George Foster remained Minister of Finence, and delivered the
Budget speech of 1895, on lay 3. (2)

The finences of the fiscal year 1893-94 showed the
effects of the economic depression. The ordinery revenue was
$36,374,693, a decreesse of over 1,700,000 as compered with
the preceding year. The decreese in imports smounted to
+8,0611,047, as a result of the shrinkage in values of imported
goods, and, therefore the Customs yielded 1,755,000 less.

The ordinery expenditure was 37,685,025, an excess of 770,972
over the past fiscal year. Hence, the iiinister of Finsnce had
to announce "thet unwelcome visitor] (3) s deficit of 1,210,332,
He comforted himself by the fact that the expenditure included
52,151,360 as sinking fund agsasinst the debt, and slso that

the ebolition of the sugar duties alone prevented a lerge surplus.

The capital expenditure of 1893-94 amounted to
$3,862,969, of which 3,027,164 was for cenels. (4) Bailway
subsidies totalled 1,229,885, The net increase in the debt

was 4,501,989, Foster said that in business metters not ell

) Vewey, op. cile., DPP.434-462.

) House of Commong Debates, 1895, Vol. 1, pp.5l7-551.
) Ibvid, p.523. '

) Tublic Lccounts, 1894, p. 1lxix.
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of this would be regerded as an addition to the debt,
because it included a charge of 330,000 (1) as the expense
of and the discount on the loan of 1894, which really were an
advence rveyment of interest. This epplied also to the
increeses of other years.

For the current year,1894-95, the liinister estimated
a revenue of only 33,800,000, an ordinary expenditure of
38,300,000, and, therefore, a deficit of 4,500,000. The
increase in the expenditure wes uncontrollable. The estimated
cepital expenditure wes $5,000,000, snd the increase in the
debt, ¢7,300,000. Declining revenues were the consequence
of diminished imports and of reduced taxation.

The estimates presented for 1895-96 provided for
an expenditure of 36,700,000, which was held to be the lowest
figure consistent with the efficiency of the public service.
The fixed charges including those for collection of revenue,
amounted to 26,510,000, leaving only about $11,000,000 as
leeway for the pruning-knife.

The Finsnce Ilinister stated thet the net debt of
Cenade on June 30, 1894 was 246,183,029, of which ¢136,752,881
hed been incurred for Dominion purposes; the remainder was
debt cssumed for the provinces. The total cspital expenditure
of 166,369,288, since 1867, exceeded the increase in the debt
by %<8,616,407. For the debt incurred there was to be shown
the Intercolonial Failway, the Cancdien Pgscific xailway, the
Trince &dwsrd Iesland sailway, the csnals, the Lorth-west

Territories purchased end opened up, the Dominion lands opened

(1) Public sAccounts, 1894, p. lxx.
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up, end various services and works. The interest on the

debt in 1894 was 2.91 per cent, s compsred with 4.51 per cent
in 1868. The cheapening of money had lessened the vurden.

In future, Foster hoped to succeed in meking the revenue

cover the current expenses, and of restricting the cspital
expenditure, over and above the ordinary surplus, to the
amount of the yearly sinking fund. This would permit an
snnual cepital expenditure of 2,500,000 without any increese
in the debt.

In 1894 Censda flosted a 3 per cent loan of
A& 2,260,000 in London. liotwithstending the finsncisl and
trede depression, the tenders received had & wider scope
among real, bons fide investors then any previous Canzdian
loan. Although 2?2,250,000 were esxed for, nearly
2L 12,000,000 were offered. The actual interest was 3 1/6
per cent, a8 compered with the sale of United States bonds
at 3 3/4 per cent. The loan of 1894, said Foster, was
"the best loen thet was ever pleced on the British marzet
by Banada." (1)

The ilinister said that zZenerel economic conditions
in the country were improving. Exports had increased by
$28,500,000 since 1889. The country had passed through the
depression in a satisfactory menner, as compared with other
netions, end hed, st the seme time, enjoyed reduced taxation.
Phe r=te of Customs duty wes 4% per cent less than in 1888-89.

However, times had changed. ‘he country had had two deficits

(1) House of Commons Debates, 1895, Vol.l, p.529
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end & third wes threatening. It was desirsble to establish
an equilibrium between income and exvenditure for the benefit
of the finances end the credit of the country. Buoyant
revenues had mede possible decreases in texetion. The
remission of the sugar duties in 1891 hed restored some
#15,000,000 to the people. Foster .now proposed, following
the example of the Wilson Tariff of the United States, to

restore one-third of the duty placed on suger before 1891 -

W

cent per pound on raw sugsr, and also on refined sugar.

This would yield about ¢1,200,000. The Excise duty on distilled
spirits wes increased 20 cents per gallon, and the Customs duty
by 12% cents. The duty on paints and vaernishes was rsised

from one dollar to $1.12% The bounty on beet-root sugar

was continued for two years. The expected increase in revenue
would be sufficient to avoid a deficit. o bill for railway
subsidies was to be presented this year.

In his reply to the Budget speech, Sir Richard
Certwright sz2id he wes "struck by an extrazordinary snd unpre-
cedented omission in the speech" - for the first time in sixteen
years "= speech has been mede on the Budget, and it hes conteined
no lsudation of the National Policy whatever. The poor, old
fetish has been laid on the shelf, and none so low as to pay it
reverence now." (1) The Opposition eritic, nevertheless,
proceeded with his annuel condemnation of protection, and
particulerly, of the new sugar duties. He sttacked surpluses

as the result of "outrageous taxation" imposed on the people,

(1) House of Commons Debates, 1895, Vol. 1, p.552 et seq.
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and asserted that Canada's finencial condition was grave.

while defending the fiscal end financisl policy of the

lMackenzie régime, he attacked Foster for constantly referring
To the past rather then to the present. Caneda was borrowing
too hesvily, he stated. He ridiculed the free list of imports,
"Should a fermer desire to adorn the walls of his mension with
pictures of the old masters, at & velue of, perhsps, <20,000
each, he can import them free; but if he wents wall paper he

haes to pay from 40 to 100 per cent duty," (1) said Cartwright.
In Englend, on the other hand, there were pno compulsory texes

on the people apert from the tex on tea, and some insignificant
taxes on fruits. To this, John Haggert, the linister of Rsil-
ways and Canals, replied that no government would dare introduce
the English tax system in Cansda, because it ivolved havey direct
taxes.

Cartwright concluded his speech, in edvocsting recipro-
city, and moving an amendment, regretting the incresced expendi-
tures, and urzing a teriff for revenue. The letter wes defeeated.
The same fote awsited & similer smendment, (2) by David liills,
leter in the session. Ilills showed that the growth in nationsal
expenditure had outstripped the growth in netionsl weelth end
in population. The principle of charging exrenditures to
caepital hed hed the effect of concealing from the public the
actual expenditures of the country. A careful consideration of
both cepitsl and ordinary accounts wes essential for a full

understanding of the finances of Censda.

(1) House of Commons Debates, 1895, Vol. 1, p.645.
(2) Ipid. Vol. 2, Dp.3271 et segq.
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THE BUDGET OF 1896 - GEORGE E. FOSTER.

On Jenuary 31, 1896, George Foster delivered his
eighth, and last, Budget speech. (1) He review/znd preised
the accomplishments of the Conservative Government for seven-
teen yeers, which showed that & general election was epporaching.

The ordinary revenue in 1894-95 was 333,978,129, the
smellest since 1885-86. The Customs yield of 17,640,466 was
1,687,000 less than in the preceding year, and was the lowest
since 1879-80. Beceuse of the decreased imports there wes a
decreased revenue from almost all articles. Foster, however,
wee proud that for the second time since Confederstion the
exports exceeded the imports, the bzlence being ¢2,857,121. He
also stated that the per capite rere of Customs Collections was
4% cents less tnen in 1874-75.

The expenditure of the past fiscal year stood at
538,132,005, and wes the largest in the history of Censda.

The deficit wes $4,153,875.. ‘he cepitsl expenditure emounted
to $3,031,322, of which almost 2,500,000 were for cecnals.
Seilwsy subsidies paid were 1,310,549. <The net debt incressed
by +6,891,897, almost two-thirds of which was the result of the
large deficit on Consolidated Fund.

Foster believed that the period of commercisl de-
pression wes over, and that trade was improving. He, therefore,
expected that the revenue end expenditure would belence in 1895-96.
The estimate for both wss about ;37,000,000 end for capitel expendi-

ture, +4,100,000. For 1896-97 he estimeted an expenditure of

(1) House of Commons Debates, 1896, Vol. 1, pp. 961-1001
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%%8,280,000, & large incresse over the preceding yesr.
This wes particulerly noticesble in the items in which the
estimetes for 1895-96 proposed reductions - the militie eand
public works. No estimates of revenue were presented.

In reviewing the generzl economic conditions of
Cansda, the Finence liinister said that the country had come
through the period of world-wide commerc¢ial depression with
increased exports, decreased taxstion, and incressed indusirisl
activity. The net deficit wes only %1,600,000. Agriculture
was prosperous because of the home marzet which the Hationzl
Policy essured it. roster presented & long list of previous
tex reductions. He estimeted that 45,000,000 was saved to
the people through the abolition of the duties on tes, coffee
tin, anthrecite cosl, bill stamps, newspepers, raw sugar, end
through the reductions all ealong the line. He sew no reason
for changing the fiscal policy of Canads; the Nationel Policy
of Protection was ss essentiel ss it had been in 1878. The
world tendency was towsrds more and more prohibitive tariffs.
Reciprocity with the United States wes impossible without dis-
erimination egesinst Greet Britain. ‘he liinister stressed the
poseibilities of strengthening the Empire by promoting Imperiel
trade. He spoke of the possibility ofnén arrangement which
will mske the Empire and its dependencies sufficient within
themselves to feed the Empire.” (l) He perhaps foresaw the

campaign of Joseph Chemberlain, in which he himself was %o be

e prominent participaent.

(1) House of Commons Debztes, 1896, Vol. 1, p. 1001
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The Budget Debate which ensued sgein centred on the
tariff. It wes lemgthy, and wes the first skirmish in the
great impending election battle. Sir Richard Cartwright (1)
referred to Foster's speech as an "slmost pathetic appesl for
another lease of place, if not of power.”™ (2) He said that
Cansde's economic position was precarious, and egein vigorously
condemned the protective teriff. Cenada was geogrephicslly
unfit for it. There were certesin natural industries which
would thrive in the country, but not "these vampered exotics"(3)
The Conservetive Gov:rnment hed adopted "thet villeinous fiscal
policy™ (4) which the United Stetes hed ieen compelled to adopt
under the stress of civil war. The National Yolicy had ful-
filled none of its promises, but had wrought havoc to Cansdian
economic life. Sir Richerd expressed little faith in the
probebility of preferential trsde because it would involve the
imposition of teriffs in Great Eritein. As 2 consecuence, in
this, his lest reply to the Budget speech as the officisal
financial critic of the Opposition, he once again asdvoceted
neciprocity with the United States.

Sir Charles Hibbert Tupper msinteined thet "under
no other teriff than thet which includes and involves protection,
could there be enything like the prosperity thet exists in this
country to-dey." (5) The Libersls, however, denied the exis-
tence of prosperity. Louis Davies pointed out that protection

nad reised prices and encoursged combines. (6) The result of

(1)House of Commons Debates, 1896 Val. 1, p. 1001 et seq.
(2) Ipid. p. 1001

(3) Ibid. p. 1007

(4) Ibid. p. 1306

(5) Ibid. p. 1311

(6) Ibid. p. 2683 et seaq.
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the iron duties alone had been "to double the price of nearly
every piece of herdware, from 2 tenpenny neil up,” (1) without
any merked increase in the menufseturing of iron in Cansde.
Tthus, on the last Budget speech of the Conservetive Régime,

a8 on the first and on all others, Liberals and Conservaetives

locked horns on the teriff issue.

DOUINION FINANCE, 1891-1896

The Parliament elected in 1891 wes maried by the
unearthing of political scendals, by the raising of rsciel
issues, and by the disintegration of the Conservative Party.
i.ecdonald red held the Perty together; after him came the
deluge. Four Prime Iiinisters succeeded each other in five
yeers. Iinslly, the Party was split én the llanitoba School
Luestion. The bitter discussion on this issue extended until
the dissolution of Parlisment in 1896. It even prevented the
voting of supplies in the latter year. General elections
followed and ti:e Tupper Administration was defeated. After
eizhteen years in the wilderness of Opposition, the Liberals
were returned to power with wWilfrid Leurier ess Prime Ilinister.

Apart from the political chaos, the period from
1891 to 1896 was merked by &n economic depression. &ir anicherd
Cartwright wrote thet: "Economically things were at & complete
standstill. There wae herdly any increase worth mentioning in
our revenue or our commerce in the years from 1887 to 1891,

and & positive decrease thereafter; and & feeling of apathy,

elmost emounting to despair, seemed to have {sken possession

(1) House of Co.mons Debates, 1896 ¥ol.l, p. 2609.
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of many of our people, especially in Ontsrio e&nd the Horth-
West." (1)

The Consolidated Fund receipts decreased frm%
#88,5679,310 in 1890-91, to 336,618,590 in 1895-96, the last
fiscal year of the Conservetive Govermnment. rhe ordinary
expenditure rose from ¢36,343,567 in 1890-91, to 538,132,005
in 1894-956. 1In the following year it declined to .36,949,142,(2)
but it wes only st the expense of the starvation of certsin
services. It wes a decreszsse m2de with the purpose of impress-
ing the electorate; it could not be permenent. <The trade
depression end the shrinksge in values resuited in the merked
reduction in the Customs returns, which was largely responsible
for the financial deficits.

The net debt of the Dominion rose from 237,809,030
in 1891, to 258,497,432 in 1896. (3) This comperatively smell
increase wes the result of the grest decline in the annual
capital expenditure. The Csn=zdisn Pacific sailwey, the Prince
Edward Island Rsilwey, the North-West Territories, and public
buildings in Ottaewa, which hitherto hed csused large edditions
to the debt, disappeafﬂilmost wholly from the cepitel account
of the Dominion. The sverage ennusl debt increase from 1890
to 1895 was 2,590,814, incurred me inly by the completion of
the canal system and by railway subsidies. Two loens of
‘X92,250,000, each at 3 per cent, were negotiated in London,
in this period. The loan of 1894 was the most favourable ever
issued by Cannda.(4) It wes also to be the last lean negotisted

by & Conservative Finance [(linister for almost two decades.

(1) Cartwright: Reminiscences, p. 290.

(2) Public Accounts, 1896, pp. xxxii-xxxiii
(3) Ibid. 1897, p. XxXX. (4) Perry, op. cit., pp.29-30
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CHAPTER VII

Thirty Years in Retrospect, 1867-96

"Sir, in sober seriousness, let me ask this
House whether they consider & stete of things thet
now exists creditsble or honoursble to Cansda? Here
we stend five millions strong, with helf & continent
at our disposal, eand we have scercely at this
moment one single family to the sguare mile of
habiteble lend under our control."”

- Sir Richerd Cartwright (1897)

The first three decades after Confederztion were
yeers of slow growth end development. The governments of the
period were chiefly concerned with laying the foundations for
the future. They promoted the construction of transportation
fecilities; they encouraged the establishment of industries;
they extended the territories oi the Dominion; and they opened
up the North-liest. Their financisl policies were designed to
schieve these ends. But progress was very gradual.

The teriff policy of the government wes the princiypal
feature of the Budget speeches and debates, since the Customs
duties were the lesding source of revenue. In Grest Britain
deficiencies, or expected deficiencies, in revenue were &ad-
justed by increases in the Income Tex; in Cenada, by increeses
in the teariff. The Eritish teriff wes for revenue only;,that
of Cenada, after 1879, eimed definitely at protecting the
industries of the country. While in Great Britein pexation
changes were for purely fiscal reesons, in Censde, after 1879,

the reasons were primarily industrial.
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The following table shows the increese in

Consolide ted Fund receipts between 1867 and 1896: (1)

Total Total

Yeer Customs [Excise Bill Zeceipts | Receipts| Totel
Stampe | from from Ordinary
Texes other Revenue
sources

1867-81% 8,578,380{5,002,588 119,712 ]11,700,68111,987,247 {15,687,928

1877-8 | 12,782,82414,858,671 200,442 |17,841,938 {4 ,533,073 |22 ,375,011

1887-8 | 22,105,92616,071,486 | ---- 128,177,413 17,731,050 |35,908,463

1896-6{ 19,833,279 7,926,005 ---- 127,759,285 18,859,305 }56,618,590

While the receipts from texation rose, those from
other sources,chiefly, the Post Office, public worss, railwsys
and canals, and interest on investments, increased in a greater
proportion. In 1868 the percentage of revenue derived from
texation was 85.5; in 1896 it was 75.8. In the same period the
percentage from other sources rose from 14.5 to 24.2. (2) The
United States derived about 76 end Great Britein about 83 per
cent of their revenue from taxation. On the other hand,New
South Wales received over 70 per cent of its revenue from other
sources8 - largely, the state railweys and public lands - and
only 30 per cent from texes. (3) This was elso true of the
other Australisn colonies.

The Customs duties were a2t all times the principel
source of government receipts in Cenada, and constituted a
larger proportion of the total revenue from texation than did
the corresponding duties in most other countries. In 18956

they formed 69 per cent of the total taxation; in the same yesr

(1) Public Accounte, 1896, pp.xxxii; li-liii.
(2) The Statistical Yesr Book of Canada, 1897, p. 403
(3) Ibid, 1895, pp. 785-786.
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the United States derived 51 per cent and Great Eritsin only
26 per cent of their revenue from Customs duties. (1) Indirect
taxetion remained the chief source of revenue in slmost all
countries; in England it now formed only 52 per cent of the
total, as & result of the growth of direct taxation. (2)

The Opposition in Parlisment, particularly during
the long Conservative Administretion, protested a2t 211 tines
thet the burden of taxstion in Cansda was unjust and unnecessarily
high. Freguent comparisons with other countries were made, but
were not always feir. In compsring the burdens of taxation in
Canada snd the United States consideration of state end municipsl
taxes was often omitted. Canade had underteken works which had
resulted in an increszse in texation perhaps disproportionate to
the incresse in population. But this was necessary in leying
the foundetions for the future. George IFoster truly ssild
"that texation is the only gateway to progress and development
in a country, and that if & people sit down and determine that
from tﬁis dey forth no taxstion is to be resised, they sit down
to a condition stetionary and without prosress end which will
soon leave them very far behind, in the race of nations, with
the keen competition of to-day." (3)

Apart from the discussion on the teriff, there were
many protests against the rising expenditure, in the course of
every Budzet devate. The increase in ordinery expenditure

be tweernn 18¢7 end 1896, wes as follows: (4)

The otatistical Year Book of Canada, 1897, p. 778
tellet, op. cit., p. 105,

House of Commons itebates, 1889, Vol. 1, p. 443.
Public Accounts, 1896, pp. xxxii- xxxiii.

P P~ p— P~
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Year Charges |Subsidies; Sinking {Collectior Other Ex-{ Totsl .x-
on Debt | +to Funds of venditure; penditure
i frovinces Re venue :
¥ ¥ @ ¥ $ 1%
1867-84 4£,860,75712,753,966 355,266(1,885,804 | 3,630,298; 13,486,092
1877-8! 7,240,969|3,472,807] 945,746|5,301,124 | 6,542,510; 25,503,158
1887-8{10,166,905}4,188,513} 1,9%9,077|8,789,764 [11,634,234; 36,718,499
1895-6{10,751,005|4,235,664} 2,055,287|9,291,169 {10,616 ,01L5f 36,949,142

The increase in expenditure was the conseguence of the

vast extension of the territory of the Dominion, of the necessity

of providing trensportation snd other facilities Ior the new

provinces and territories,

required the floating of loans in the zZnzglish merzet.

and of the lsrge undertekings which

While in

meny countries there was & large amnual expenditure on armies

end navies in conseguence of, or in preparation 1or war, in

Canada almost the entire expenditure was for public works or

for necessery government services.

as in other countries, also resulted in & large outley on

certein services.

Politicel considerations,

while the expenditure rose by 183 per cent, between

1868 and 1895, the incresse in revenue wss only 148 per cent.(l)

Fixed charges still constituted over one nelf of the expenditure.

Accordin:: to the tudget speeches there were ei_hteen

surpluses and eleven deficits on Consolide ted rund, in the first

three decades of Confederation.

revenue over ordinary expenditure was 17,323,461. (2)

(1
(2

) Statistical Year Book of vsusda, 1895, pp. 75:2-753.
) Public Accounts, 1896, p. xxxiii.

i‘he net excess of ordinary

But,
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on account of the distinction between ordinesry end cepitel
expenditure, only two of these surpluses were real. Only in
the years 1871 and 1882, when the debt was diminished, did
the country enjoy an actusl surplus of revenue over expenditure.
In the whole period from 1867-68 to 1895-96 the total dis-
bursements, including expenditure chargeable to Consolideted
Fund =nd to cepitsl, exceedéd the total receirts by 218,786,244,
aven =fter deducting the sinking funds, the net difference wes
+182,768,791. (1)

In 1896 one-third of the revenue wes consumed Dby the
cnsrges on the debt, which had shown the following increase

since Confederstion: (&)

Yeex Total vebt Total et et funded
fssets vebt. e te of debt pay-
Interest =ble in
- London
1868 496,896,666 $21,139,531 <75,757,134 4.08% 466,795,609

1878 174,957,268 54,295,199 140,362,069 3.068 121,244,415
1888 284,515,841 49,982,483 254,851,558 S.12 176,601,775

1896 328,717,536 67,220,109 258,497,432 .80 &18,22£,£08

The expenditure on cepitel account between 1868 and

1896 was as follows: (&)

) Public iccounts, 1898, pn. Xva-xvb

(1
(2) Ibid, 1896, pvr. XxXx-xxxi; XXXiV
(3) Ibid. pp. lxviii-lxix.
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Cansls so.....
Cansdian Pecific Zailway
Debts allowed to Provinces

Dominion Lands

Intercolonial end connected Railweys eeeee..

Other Fublic works
Public
Prince
Lorth-:est lerritories

iilitia

S & 06 8 8 v 0 00002 s 09 e o

® & 6 6 ¢ ¢ 46906081800 C0sOCcssOeOSsOsOO e

e cieccecstasasanas
buildings, Ottews ..
Edwerd Islend i ilwey cecescecescnocns
ceseseseans

€ 6 6 & & 00 08 060 u 0t 3 S 0SS e e 000

veeereee. § 46,420,090
62,719,414
e tranteeeeeaas 30,745,392
3,761,088
45,564 425
7,138,581

e 0 & ¢ 0 & 0 0 & 8 8 ¢ ¢ 0 v s 0

1,000,000

Totale.eees o 203,924,482

Increase of Debt 182,768,791

cxpenditure in excess of Increazse of Debte...

21,155,690

Thus, contrary to the history of the debts of

Europezn countries, the mein czuse of the yeerly eddition to

the Cansdien public debt, until 1914, wes, spart from the
increzced allowances to the provinces, the expenditure on
public worke for the development of tThe country.

written that "the history of the,public works of Canades is

1t has been

the history of her public debt,” (1) and that, consequently,

the letter cannot be fsirly compared with the debts of

Zuropean stetes, which were
Until 1897 the wer expenses

nificant, being confined %o

(1) Perry, op. cit., p. 3l.

contracted mainly for wsr purposes.
of Cenade were practicelly insig-

the costs of suppressing the two
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North West Zebellions. Immense outleys were therefore mede
vossible for railways, cansls, bridges, snd public buildings.
While these capital expenditures greatly increesed the debt,
they were essential for the opening up of the country. The
lack of c=pitel necessitated large borrowings, and thereby,
the mortgaging of the future. 1he bulk of the expenditure,
however, was soon more than offset by works which, elthough
not directly remunerative, were indirectly productive in that
they developed and populated the country aend opened up the
highweys to trade.

In the history of Carsdisn public finance
"illustrations may be found of the effects in & highly
democrstic govermment of & more or less deliberate employment
of the machinery of the stete in promoting enterprisges involving
a large expenditure of corital for # remote or even problemeticel
return.” (1) the workingz of this policy was most strikingly
shown in the methods sdopted to solve the difficult problem of
communicetions in this country of grest length, relatively %o
its width, and of scattered settlements. The forces of the
stete were united with those of private corporetions to comrlete
the necessary railway facilities. (2) Two railway undertszings
were chiefly responsible for the increase of debt in the two
decazdes following Eonfederation. The construction of the
Intercoloniel nailway, stipulated in the British Lorth America

iet in order t3 induce the :sritime:Provinces to enter the Union,

(1) Perry, (Introduction by James liavor) p. 6.
(2) Ibia. |
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marked the first decade; the liability incurred in the
construction of the Carsdian Pacific Railway msrked the
second., In the third, canals and r=zilwey subsidies were
neinly responsible for the debt increase; but in this decade
the rete of increase was slow, in contrast to the very rspid
rete of the second, snd the fairly rapid rszte of the first
decsde.(1)

While the debt of Canade increcsced, the federsl debt
of the United States, which h=d been incurred by the Civil wer,
was reduced from ¥1,996,000,000 in 1879 to 891,000,000 in
1890. The interest wes correspondingly reduced from
105,000,000 to 36,000,000, (2) In 1897 the per capita debt
of Canade was 50.43; of the United ilingdom :;78.30; end of the
United Stetes, $24.97. (3) But the latter did not include
the large state debts. ‘he increase in the Dominion debt,
between 1867 and 1896, was more repid than the incresse in
revenue, yet relatively to the latter, the per cspits debt was
still lower than thet of many other countries.

“he cheapening of money the world over made possible
the cerrying of & much larger debt without increasing the
interest burden. The effects of cheaper money end of the
rise in the credit of the Dominion, are shown by the following

memorendum on Cernsdisn loans, floeted in London: (%)

Perry, op. cit., pn. 3l-82

vewey, ope. cit., p. 48l.

Ctatistical Yesr Book of Lanada, 1897, vp. 416-417.
Hanae nf Cammans Uehstes. 1897. Vol. 1. v. 3120.
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Yesar Amount of Losn Rete of Price Reclised Actual 2ste of
Interest per Z£100 Interest Peid
& g8 4
. X
1869 1,500,000 4) 106 12 11 4 1/8
500,000 5)

1873 * 1,500,000 4)

x 300,000 4) 104 7T 8 3 9/10
1874 4,000,000 4 90 3 3 4 7/8
1875 % 1,500,000 4)

1,000,000 4) 99 1 8 41/6
1876 2,500,000 4 91 4 3/4
1878 X 1,500,000 4)

1,500,000 4) 96 11 9 4 1/3
1879 3,000,000 4 95 1 10 4%
1884 5,000,000 3% 91 2 2 4%
1885 4,000,000 4 101 1 8 4 1/12
1885 6,443,136 (1) 4 - 4 1/10
1888 4,000,000 3 95 1 0 3%
1892 2,250,000 3 92 Q 10 3 2/5
1894 2,2£0,000 3 97 9 2 31/6

The credit of Cansada, in 1896, stood high in the
Tondon money mer:cet. At home, however, after one unsuccessful
etternpt had been made, no loan wes flosted. The funded debt
payoble in Censda, in 1896, amounted to 49,708,835. (2) It
consisted lar;ely of issues of Dominion stock.

After three decades Csnsde had incurred & hesvy in-

debtedness. A helt in capitel expenditure was deranded and was

(1) Cenada Heduced.

(2) Public Accounts, 1896, p. xxxiv.
X. Guaranteed by Imperial Government.
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generally anticipated. In 1897 Professor Jeames I’avor

wrote thet "the period of grest reilway and other enter-
prises is probsbly for the present over. The expenses which
ensued upon Confederation heve been largely alreedy incurred.
The transcontinental rsilway h=s been built, the Dominion
and Provineciel public buildings have been erected, and
although the demands upon the government for expenditure do
not cease, yet it is unlikely that the ensuing thirty yesrs
will witness an expenditure on capital account of sums equel
to those which have been expended since 1867." (1)  The

eourse of events was destined to shatter this illusion.

(1) Perry, op. cit., (Introduction) p. 7.
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APPENDICES

Receipts and Expenditure of Censda on Account of

Consolidsted Fund, 1867-96. (Public /sccounts, 1896,

Pr. xxxii- xxxiii)

Comperative Statement of Heceipts from Consolidated

Fund, 1867-96, (Public Accounts, 1896, pp.li-liii)

Comparative Statement of Expenditure on Account of

Consolidated Fund, 1867-96. (Publiec Accounts, 1896,

pp. liv- 1lviii.)

Capitel Expenditure, 1867-96. (Public Accounts, 1896,

pp. lxviii-lxix)

Debt of Canada, 1867-96. (Public Accounts, 1896,

Pp. XXX-xxxi)

Summary of the Liabilities of the Dominion of Canads,

1867-96. (Public Accounts, 1896, pp. XXxXiv - XxXXV)

Summary of Assets of the Dominion of Csngds, 1867-96.

(Public Accounts, 1896, p. xxxVvi.)

Statement ~ccounting for the Increase of Debt, 1867-96.

(Public Accouats, 1896, pp. lxx - 1lxxi)
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