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SEAPTER L.
GANADIAN METHODS OF FINANCE ERFORR IR ¥AR.

The purpose of this thesis 1s to present a survey and
appraissl of Canada's finanoial policy during the Great War; and
to point out saome of the roblems of the post-war bdudget. In the
introdustory chapter an attempt will be made td outline federal
methods of finange before the war, for the reason that Janadian
War finansce policy can best be examined in the light of previous
finance msthods.

The dritish North America Act allows the Dominion
Government to levy both direot and indirest taxes, while it limits
the Provincial Governments to diresct taxation. This distinction
between direct and indirect taxation is one which economists
commonly make, when alassifying taxes; - direct taxes, being those
golleated from persons who are expeoted and intended to bear thexm;
and indirect taxes, those ocllected from persons who are expected
to pass them on by charging higher rrices for the cbjests taxed.
Before the war, the federal governmen! obtained practically all
its tax revenue by means of import duties and excise taxes; that
is, by indireot taratior. %The only form of direost taxation wia
& head tax or Chinamen osoming into Canada.

The distinction between direst and indirect taxes has

psyohological importance, because the individual, being taxed
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indirectly, does not always realize,in the first place, that he is
being taxed and if he does, he is ignorant of the amount of the
tax. Very often he is unsware that a large part of his grocery
and drygoods bill is really a payment to his government plus the
merchantts profit for advancing the amount of the tax. This
psychological distingtion is well illustrated by the fact that
the Canadian tax payer before the war did not make the outery
about his tax bill that the Englishman made about his, =nd yet
the average Canadian was taxed more heavily than the resident of
the United Kingdom. Professor O. De. Bkelton has compared the
relative tax burdens In the United Kingdom and Ganada for the
year 1912-13.(1) His figures are compiled from British and
Canadian blue books. Throughout his comparison he takes account
only of taxes in the strict sense of the term,~ resceipts from
State railways and the post office, which represent voluntary
payments for specific services, are nct included for either
sountry. Nor is acocount taken of the burden thrown on the tax
rayer by the higher prises charged for protected goods manufactured
in Canada: only the taxes paid intc the Ireasury sre included.
His conclusion is that the resident of {anada was taxed more than
twice as heavily as the resident of the United Kingdom. And yet
immigrants have long been attracted to Canada because of "our

singularly light taxation"! 1In fact, on more than one ocsasion

(1) Federal Finansce, pp. 3 and 4.
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in the House of Commons during the early part of the war, the
finance minister in opposing the adoption of a federal Income
tax, spoke of the adverse effect it would have on Canadian
immigration.

The Sanadian system ¢f public finance is similar to
that of the British in having a Jonsolidated Fund to which are
oredited and out of which are paid the revenuss and expenditures
properly relating to each fiscal year ending March 31st. There
are dso miscellaneous accounts dealing with loans, debt-relsmption,
rallway administration, capital expenditure on pudlic works, and
a variety of other subjects. A consideration of federal revenues
and federal expenditures in the period from 1891 t¢c 1914 will
illustrate pre=war methods of finance in fanada. The maln sources
of revenue of the federal government of Janada from 1891 tc 191&
are given belcw in tabulated form (see Table I).’ The net debt
and the chief objects of expenditure for the same period are
summarized in Tables II and III*

In the gost of every branch of administration it will
be seen there was more oOr less rapid growth. Of the items of
ordinary or current expenditure charged tc Comsclidated fund, the
shief Increases were in subsidies pald tc the provinces and in
public works, with military and naval expenditure coming next.
The expenditure for post-office and government railways showed a

rapid increase, which was however more than offset by the gain ia

+ See pp. 3a. and 3b,



Sources of Revenue,

ZAZLE 1.

Dominion of Canads,

(M1lions of Dollars)

1891-1914.

1}890—; 195-6]1900-1 |'05=6 J'10-11 |"11-121"12-13]"13~14

Customs 233 1967] 2862 46.,0| 718 8540 111,7) 104.6
Exolse 6.9 7.9] 103 14.0 | 1648 19,2 2l.4 21l.4
Chinese

Head Tax ol ol ol .0 l.1 1.6 le7 1.3
Dominion

Lands. 2 ol 1.5 l.6 Jel 3.7 3.4 3.0
Post Office 2,5 2.9 3.4 5.9 9.1 10.4 12.0 12.9
Rallways &

Pudblic Works 37 3.6 5.7 8.3 ] 10.8 11.6 13.1 14.2
Other

Jourages 1.8 2.3 3.3 4.3 5.1 4.7 5.3 5.7
Total 3845 36.6| B2.6 80.1 l17.8 Q36,1 168.6 ] 163,11

ZABLE 11,
Debt of Canada
(In Millions,)
1890=1 |? 956 ]1900=1 | ' 056 l‘lO-ll 111~ '113-14

Net Debdt 23746 FSS.Q 268.4|267.0 | 340.,0 ] 339.0 | 314.3 | 385.9
Interest on
_Bbt 9¢6 | 10,6 1048 ] 1048 12,5 12,2 12.6 12,8




Consolidated Fund

1890~1 18965=6 1900=1 19056 1910-~11 1911-12 1912-13 1913-14

ZARLE 111.

CHIEF OBJECTS OF LAFENDITURE, 1891-1914
(In Millions of Dollars)

M 11.7 12.8 13‘4 15,4 14.1 13,8 1425 14,7
Subsidies to Provinges 3¢9 4,2 4.2 6.7 9.0 102 13.2 11,2
Publlg Works A9 1 143 343 7.4 8,6 1063 13.4 1940
Ballways and Ganals 445 3,0 6,3 8.7 | 11.1 1243 13,7 14,9
Post Office 301 3.6 3.9 4.9 7.9 9.1 10,8 1248
Militis and Defenags 1,3 1.1 240 4,2 6.8 7¢5 9.1 1lel
Eaval SerViQe X X oo v [ XE) 2.2 1.9 2.0 210
Givil Government 1,3 1.4 1.4 1,9 4.4 4,7 5,1 5.6
mtion Lb .9 1.1 103 1l6 2.4 1.3 1.1
Md_ﬂggtistlos ol Qz 16 .6 113 2.7 2 eb o 4
Collegte, Customs and Exchange 1e3 1.0 1,5 241 2,8 el 369 4.7
Mmls ol ol ol ol 1.8 242 2el Se2
Joad gration ol ol 4 o9 1e0 1.3 1.2 149
TOTAL _ 29.0 | 30.6 | 35.2 | 62.2 | 72.6 81,5 93.1 ]105.7
Canals 1,2 &e2 Ze3 145 2.3 2.5 242 248
Intercgl. and E.ﬁolo glj’- 1.2 1.5 411 3.9 .8 1.8 2.5 4.5
Transcontinental Rly. . soe see 1e8 23.4 21.1 13.7 12,6
Egdsgn ﬁag Bly. s e ) cs e es e Pyl ol lel 4.5
Welland Ship Canal ses e 209 2o sos o9
fublic Works o5 ol 1,0 2,3 37 4,1 6.0 10.1
MSidies 1e2 3.2 2.5 1.6 Y 98 4.9 1906
TOTAL 4.1 6.8 9.9 1l.1 31le5 30+4 307 56.4
GRAND TOTAL (Including other items

not here tabulated.) 40,7 ‘44.0 67.9 83.2 122.8 137.1 144 .4 186 42

°qg
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receipts. Of the lesser items the ingrease in civil government or
sivil service expendi ture was most noteworthy. 1t was, however, the
increase in capital expenditures that accounted for much of the
advanse on the debit side of Canada's national accounts during

this period. It will be noted that in no year did expenditure on
consolidated acsount come near exceeding total receipts. When a
Ganadian finsnce minister announced a surplus, as was done every
year from 1898 to 1914 and a good many years before 1898, he meant
that the total receipts exceeded expenditure on consolidated account.
The fact that the Canadian national debt (net) increased in spite

of thls apparent amnusl surplus was because consolidated and capital
expenditure taken together exceeded total receipts eéch yoar followe

ing Confederation,with eight exoeptions.(I’

In the fifteen years
from 1900 to 1914 there was spent on capital account nearly three
hundred million dollars. Yet the net debt had increased during this
veriod by only seventy million dollars and interest on debt by only
two millions a year,

Canadian finance ministers have always regarded expendi-
ture on capital ascount as extra—ordinary expéﬁditure and have
Justified borrowing for that purpose. In this connection Professor

Skelton says:-~  "Assuming that the expenditures sharged to capital

~ fund are really for permanent objects there seems to be no good

(1) 1871, 1882, 19¢c0, 1903, 1904, 19207, 1912, 1913,
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reason why they should not be so differentiated from current outlay
as they wauld be in the case of a private corporation and why,
further, the bulk of such expenditure should not be borrowed if
need be and the difference between receipts and consolidated fund
expenditure be accounted the proper surplus or deficit. The bulk
of such expenditure only - for in addition to the siunking fund, at
least so much should be provided from current revenues as would
correspond to the allowance a private company makes for its
depreciation. That much posterity may reasonably ask from us: if
we d.o more, and pay for all our capital expendi tures as well out of
current taxes, posterity will bless us more abundantly, even though
recognizing that our generosity was not intentional but was due to
the quasi-automatic increase of revenue, following increase of
imports."(l’
An immediate effect of the war on Canada was to wipe out
this annual "surplus" over and above current expenditure. From
1914 onwards the all important task was,- that of making ends meet
on current expenditure. Even for a year or two before the war, it
was evident that the margin between current income and current
expenditure was becoming a narrow one, With the closing of the
great railway construction period, and the collapse of the land
boom which accompanied it, imports declined and customs
revenues fell away. Indeed, for the first seven months of 1914,

(calendar wear) federal revenues were 20% less than for the same

(1) Pederal Finances, O. D. Skelton, p. 11.
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period in 1913. Then came the war, on the one hand ocutting down
revenue 8till further by the disturbance to shipring and financial
arrangements, while, on the other, ilnoreasing expenditure tremen-
dously through the instant determination of the people of Zanada to

strain every nerve in the struggle fcr the liderties of the world.
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When the war broke out Canada was exrerienzing a business
reaction which had been in evidence for some months. This came in
part as a result of the effeost of the Balkar struggle on the London
money market. Then witk: the cessatlion of intercourse witk: the enemy
countries, the interruption of trade with Great Britalr and her
Allies, the demoralization of the erxchanges, the rejuisitioning of
shirping for war purposes, th;-restriations rlaced by the Allies
on exports and imports and the closing of the London money market,-
the external trade was thrown Intc confusiorn, 70 such an extent was
this the case that from April 1st, 1914, to the following Jamary,
the customs duties showed a fallinc off to *the extent of nearly
thirty millions.(l)

With the putlioc revenues declining aad the London finan-
clal market slosed, the gquestion of raislng mcuey for Qarada's
ocapital expenditures and above all for her military effort was a
most serious one, So much so, that the dinister of Finance, Sir

Thomas White, wrote In the latter part of August, 1914, to the

Prime Minister, the Xiristers of Rallways and Public Works, urging

(1) Houge of Compons Debates - 1915 - Budget speech.



that only the programme 0f publis works whish was under way be
proceeded with, and pointing out the sericus finan3ial joxli*icon
wit: which Omnades was :zcnfronted fu Yaving %o provide In addition
to her other experditures o- cunsoiidatel anl! sapital acaount, war
expeniitures of 60 milliions for the rema.uder 0f the fisocal :.veu-.u)
At this tize Jerada's military exreniiture was malnly
abroad s0 it was deeaed aldvisadie C borrow mone; from the Britisy
Government. This rolicy was & sound one, since 1t woulil have tee:
a mistake at the cutset ¢f the war, with ex:hange adverse (0 QJanada,
to raise money in Gazada 0 flrarse ziiftar: experditures in Preat
Britain and on the 3ortinent. Rurtiherzore Ganada’s bank icposits
were fully employed ir meetins sommercial requirerents, The large
Saradian loans whizh were floated luri:; thr last yeurs cf tre wmar
were made pcssiblie by the insreasel productior within the sountry,
promoted by the high prises asd large profits. ithese profits were
available for war louns, the proseeda c¢f whiah were all expendel [
Ssnada in the finaniing of further rrolustica. Assorldinrgly., for
the periocd fron September to *hre enl Of Mardh, 121F, Britisk
Freasury advaijes t0 the Canadiarn Guovermnme:t totalled twelve
miilion pounds sterling. “Indeed, Canada's whole finanaial fabrios
as @ nation depended at the outbresx of the war upon acniitions Ix

Loandon and upor. the pollisy of the Britlsh Mmlx:istratlon."‘z’

(1) Bouse of Oomuons Dedates, 1915, Budget speech.

(2) The Story of Ganada's War Finance, p.
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With regard to Canada's csontributlion in men, it was
thought by many public men that a maximum of 25,000 in the first
contingent with an additional 25,000 later on, would be a mighty
achievement on the part of the Dominion and likely more than
would be necessary. It was felt that with Britain in the war,
the central Empires must speedily be crushed. In the light of
these expectations, expressed in many quarters at the time, it
is interesting to observe the actual figures of Canada's war army.
The total number of men enlisted in Canada from the beginning of
the war to November 15, 1918, was 595,441, out of which 418,052
had gone overseas in the Canadian Expeditionary Force.(l) Until
the winter of 1917-18 the Canadian Expeditionary Force was re-
cruited by voluntary enlistments. During the winter the Military
Service Act which had been passed the previous July came into
operation, and after that time 83,355 were obtained for the forcesl)
These were partly men who were drafted and partly men, in the
classes called out, who reported voluntarily. The movement of
troops overseas by years was as follows: '

Before December 31, 1914.....30,999
culendar Year 1915¢ecss00000+84,334
"  1916ecsecsces 165,553

" " 1917evecnees.ss63,636

u -Novemb 5, 1918.,73,830

ToTAL...Q.........'......0.‘418,052

(1) "Canada's Part in the Great War" - Govt, Statistice - Sage.

- . -
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I have 8aid that when the Special Session of Parliament
met in August of 1914, the financial prospect for the immediate
future was none too bright. Woreover, all the elements contri-
butory to a panlc were then present in Canada, as elsewhere. It
required but the slightest sign in high quarters to spread a
lack of confidence, to cause a run on banks and to bring the
gountry to financlal and business disaster. The manner in which
the government and the bankers handled the situation and their
repldity of aotion was notable. It drives home the fact that
Canadian executives have the British way of refusing to be
stampeded in times of orises. It is instructive to observe the
manner in which the finanolal aspect of the war situation was
handled. For this purpose 1 have summarized the financial
measures passed by the Speclal War Session of 1914;

(1) The Dominion Government stood ready to issue
Dominion notes to such an amount as was necessary against secur-
ities deposited by the banks and approved by the Minister of
Finanoe.(l)

This legislation was intended by Parliament "to enable
the banks of Canada to extend in this time of stress susch credit
facilities to the commnity as may be proper, having regard to

(2)
prevailing conditions and the observance of sound banking principle#.

(1) The Plnance Act, 1914 = Statutes of Canada.

(2) House of Commons Debates - Sir Thomas White.
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So we see that the finance department was suthorized to make ad-
sances to the chartered banks by the issue of Dominion notes upon
the pledge of securities, deposited with the minister of finance,
of such kind and amount as might be approved by the treasury board,
which was appointed for this purpose of advising the finance
minister as to the securities to be accepted. Such advances were
to be repayable at such times as the board might determine, with
interest at a rate likewise to be determined by the board but not
less than five per cent per annum. This legislation helped the
banks considerably in financing the overations of railroeds,
provincial governments, mmicipalities and corporations, while
it also facilitated the financing of the crop movement.

(2) The government authorized the chartered banks of
Canada to make payments in bank notes instead of in gold or
Dominion notes until further official announcement in that behalffl)
"This acotion will tend to preserve the {anadian gold supply
against demands from foreign sources."(z This was in keeping with
the policy of the Imperial Government to conserve the commercial
and financial interests of the United Kingdom. The total amount
of the notes of any chartered bank in circulation at any time was
not to be in excess of the amount of its notes issuable under the

vrovisions of the Bank Aot.

(1) Statutes of Canada - The Finance Act, 1914.

(2) statutes of Canada - Order in Council, August 3rd, 1914.
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(3) The redemption in gold of Dominion notes was sus-
pondod.u)m purpose of this law was similar to that of the one
Just described.

(4) The government authorized the chartered banks to
1ssue excess circulation to an amount not exceeding 15% of the com-
bined unimpaired paid up capital and rest or reserve fund of the
respective banks., Interest not exceeding 5% was to be paid on
the excess oiroulstion.(”

(6) The Governor-in-Council was authorized to proclaim
a momtorium if necoua.ry.(l) Fortunately the necessity for the
proclamation of a moratorium by the Dominion Government did not
arise.

(6) An act respecting Dominion notes was passed,
authorizing the finance minister to issue Dominion notes and to
hold gold as security for their redemption to the amount of 25%
of Dominion notes issued up to 50 million dollars. As security
for the redemption of Dominion notes issued in excess of fifty
million dollars, the Minister was to hold an amount in gold equal
to such cxoou.(z, The effect of this act was to change the
previous Dominion Notes Act whereby a margin of 25% gold might be
held as security for an issue of thirty million dollars. The

notes outstanding at the end of June, 1914, were $114,182,098 with

(1) Statutes of Canada - The Finance Act, 1914.

(2) Statutes of Canada - The Dominion Notes Act, 1914.
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a gold reservé of $92,663,575 so that the uncovered issue amounted
to $21,518,623 and the percentage of the reserve to notes in cirocu-
lation was Bls1 The minister of finance soon found it neoessaryvto
issue twenty-six millions of Dominion notes, but was unable to com-
.p&y with the section of the act regarding securitysz)ccnsequently
legislation was passed on thls ocsasion sonfirming and authorizing
these 1ssues of Dominlon notes. At the end of June, 1915, the notes
outstanding amounted to $152.120,734, with a gold reserve of
$689,573,041, so that the uncovered issue amounted to $62,547,693 and
the percentage of the reserve %0 notes in circulation was 59. These
figures remained substantially unchanged till the end of Jume, 1917,
By the end of June, 1918, the ratic of the gold reserve to the notes
outstanding had fallen to 41% and to 33% in 1920.

(7) A war appropriation of 50 millions was voted for the re-
mainder of the fiscal year ending March 31lst, 1915, This was
appropriation, as was likewise the case with each succeeding one,
was issued for the following purposes:(z’

(a) the defence and security of CSanada;

(b) the conduct of naval and military operations in or
beyond lanada;

(¢) promoting the continuance of trade, industry and
business communications whether by means of insurance or indemnity

against war wisk or otherwise; and

(1) Canada Year Book.

(2) Statutes of Canada (1915), An Aot respecting certain issues of
Dominion Notes - April, 1915,

(3) Statutes of Canada (1915), An Act for granting to His Majesty
aid for military and naval defence, April 1915.




14.

(d) the carrying out of any measures deemed necessary or
advisable by the Governor-in-Council in consequence of the exis-
tence of a state of war.

(8) Tariff legislation was passed involving new taxa-
tion to increase revenues. This special war taxation chiefly
affected the rates of duties of customs and excise upon coffee,
sugar,spirits and tobacco, and was estimated to bring an extra
revenue of §$7,200,000 for the remainder of the fiscal year to end
March 31, 1915,

The opening of the year 1915 found Canada with her
first contingent overseas and with 50,000 men in tralning at home.
It was clear that she must raise additional revenues. Industry
and general business were still feeling the effects of depression;
and customs returns were showing heavy declines. Canada was
obliged to depend upon the British Treasury in order to meet not
only her war expenditure in England and in Canada, but a part
of her public works and railway expenditure as well, Since
London exchange was at a premium the British Treasury was quite
willing to lend to the Dominion even for expenditure other than
war expenditure in Canada. The situation in this respect, however,
gradually underwent a change, owing to the immense expenditure
by Great Britain in the United States for munitions, foodstuffs,
steel and other manufactured products. Thus by June, 1915,

exchange had become unfavorable to Great Britain and the problem
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of finding funds to purchase in constantly increasing amounts in
the United States and Canada became a vital one for the British
Treasury. It was this that led to the many issues of British
Loans in the United States.

‘/ The story of Canadian finance during the war was briefly
as follows:

Britain lent Canada the money in London to pay all her
military expenses overseas. ©She repaid Britain by moneys placed
to her credit in Canada, while Britain used these credits to
purchase munitions, wheat, flour and other ©Canadian products.

The sale of these products aided Canadians in subscribing to the
war loans, In a sentence, Janada paid the cost of her military
operations by her production; and Canadian goods and services
constituted the price which Canada paid to Britain for providing for
her expenditure overseas. ©Canada, before the end of the war, was
to see that not only all her borrowings for this purpose from the
British Treasury were repaid, but an indebtedness to her by the
British Treasury would arise of 400 million dollars, one half of
which would be owed to the Dominion and the other to the Banks.

In his budget presented on February 1llth, 1915, Sir
Thomas White explained the financial arrangement which Canada had
made with the Imperial Government. "We shall pay interest at the

same rate as is paid by the Imperial Treasury upon its war loans,

from the proceeds of which advances are to be made to us. At
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such time or times in the future as may be agreed upon by the
British Chancellor of the Exchequer and the Canadian Minister of
finance, a Canadian war loan or loans will be issued and the
borrowing from the British Parliament repaid. It seems to me

that no fairer terms could be named than those so generously
acoorded us by the Imperial authorities.” (ﬁg went on to point

out that the expenditure on capital and consolidated account would
be some 60 million dollars in exsess of the consolidated revenue
for the approaching fisscal year. In addition to which, the pro-
posed war appropriation for the year was 100 million dollars.

"My proposals for meeting the situation are as follows: So far

as speclal war expenditures are concerned which may reach one
hundred million dollars, I should be disposed,if we had not such
heavy and uncontrollable capital expenditure to meet, to recommend
that we should pay at least a part of it from currentrevenue. But
it is obvious upon a considersation of the figures which I have
submitted that we shall not by any reasonable supplemental taxa-
tion measures be able to close the gap between revenme and expendi-
ture, much leas to pay a part of the principal of our special war
outlay. In the circumstances I have no hesitancy in proposing to
the House that we shall borrow the full amount required under this
heading. Canadian Govermments have always justified publiec
borrowing for capital asccount on the principle that expenditure

upon enterprises permanent in thelr nature, enures to the benefit

(1) House of Jommons Debates, 1915,
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and advantage of future generations, who may therefore fairly be
asked to pay interest on the debt contracted in respect to them.

I1f this theory is correct and so far as I know it has never

been challenged seriously, then we need have no reluctance in
borrowing to meet the expense of this war, because such borrowing
is for the purpose of accomplishing for future generations that
which is infinitely more precious than material undertakings, namely
the preservation of our naticnal and individual libverty and the
constitutional freedom won by our forefathers during centuries of
struggle, enjoyed by us to-day, and destired, we believe, to be

(1)

ours for all time," 1 will reserve for chapter # my criticism
of the ldea expressed in this guotatiocm,.

In order that the country's credit should not suffer it
was necessary that an attempt be made to meet at least part of the
huge deficit. This attempt resulted in the passing of the Special
War Revenue Act of 1915. There were & number of special taxes
which, in summary form, included: (1) one percent upon the note
circulation of all Banks, upon the gross income derived in Canada
by all Trust and Loan Companies, upon net premiums received in
Canada by all Insurance organizations other than lLife, Fraternal,
Benefit and Marine Associationy (2) one per cent upon all cable

and telegraph despatches originating in Canada with a charge of

fifteen cents or over; ‘(5) five cents upon railway and steamboat

(1) House of Commons Debates -~ Budget Speech, February 11/15.
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tickets purchased in Canada for any part of Canada, New Foundland,
West Indies, and the United States, and five cents additional for
each five dollars or fractional part of five dollars; (4) ten
cents upon every purchaser of a berth in a sleeping car and five
certs for each seat in a parlour car; (5) one dollar upon every
purchaser of a ticket entitling the purchaser to transportation

by vessel to ports or places other than those mentioned above in
(3), if the cost exceeded ten dollars; three dollars if it exceed-
ed thirty dollars and five dollars if it exceeded sixty dollars;
(6) a stamp tax of two cents upon cheques, receipts, bills of
exchange, bills of lading, express and post-office orders; and one
" sent upon patent-medicines and perfumes of retail price not over
ten cents and two cents for over that amount; (7) a stamp tax upon
wine, non-sparkling, sold in Canada, of five cents per bottle, one
quart or under, and five cents per additional quart; of twenty-five
cents per half-pint bottle of champagne and twenty-five cents on
each additional pint. From these Sir Ehomas White expected to raise
eight million dollars at least.

Another fiscal measure was the uniform increase in
general customs duties of 7 1/2 per cent and in British preferen-
tial rates of 5%. Wheat, flour, tea, anthracite coal and several
other items were excepted from the increase. The justification
for this unusual mode of raising tariff rates was that revenue

was impemtively needed and it was no time in the midst of war to
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revise the whole tariff, item by item. Under ordinary circumstances,
indeed, the flat increase of the preferentil tariff by five percent
and of the general tariff by seven and a half would be open to
grave criticism, and further, the imposition of a tax on all but
a few articles in the free 1list would be indefensible even on
protectionist principles. It would appear strange that fifty
years'! experience of tariffs had not made it possible to dis-
oriminate between different schedules, indicating in what cases a
higher tariff would yield more revenue and in what cases it would
simply prevent further importation. But, as pointed out above,
in the early months of the war, immediate revenue was more im-
portant than exact justive, and a flat horizontal increase had
the possible advantage that it could be repealed én bloec in

the future. The new customs and excise taxes imposed in August
1914 were calculated to yield 15 million dollars in a full year
and the additional taxes of 1915 twice that sum. "The result of
this Customs increase was to almost immediately increase the
national revenue and greatly stimulate business throughout the
country. It encouraged production both on the farm and in the
factory; and assisted in conserving Canada's gold supply and the
maintenance of our exchange with foreign nations by tending to
reduce our importation of many articles and foodstuffs which we
ourselves could produce. My own view is that this inorease in

customs duties at the beginning of the war was of the utmost
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value to Canada in maintaining general prosperity and financial
stability during the war and in the period succeeding the
armistice."(l)
In July, 1915, Canada sold in New York twenty five
million dollars of one year five per cent notes at par, and
twenty millions of two year notes at ninety-nine and a half with
the option to holders of conversim into five per cent twenty year
debentures. By using the proceeds for ordinary expenditure there-
by releasing the same amount of Canadian revenues for war
purposes, the Canadian finance minister took this loan out of
the category of war issue. This was the wish of the American
Government which at this time was neutral. The first domestic
loen was floated in November of the same year. For some months
it had been under consideration and it was regarded as a somewhat
doubtful experiment. No loan of over five million dollars had
ever been subscribed in Canada before and a2 war issue of less
than twenty-five millions would have been hardly worth while.
There was, however, the necessity of discontinuing borrowing
from the Imperial Treasury for war expenditures in Canada.
Exchange with America was unfavorable now to Great Britain., Her
purchases in the United States were on a constantly growing

scale. Every withdrawal from London by the Canadian Government

of funds advanced by the Imperial Ereasury aggravated the exchange

(1) ™The Story of Canada's War Finance" - Sir Thomas White, p.18



21,

situation and added to the cost to the British Government of
funds with which to make trans-Atlantic purchases. {anada
assuredly didn't desire to lean upon the Imperial Treasury more
than was absolutely necessary, but up to the spring of 1915, condi-
tions were far from favorable for domestic financing on a large
scale. A& decided change took place in Autum. It was the year
of the great wheat orop in the Canadian Northwest, and the year
in which Canada began to manufacture munitions. Probably the
most significant sign of the changed conditions was the alteration
of Canada's trade balance. This for years past had been contin-
ually adverse. For the three years ending March 1913, the average
annual excess of imports was 239,000,000; for the year 1913-14 this
excess of imports was 180 millions; by 1915 it had been reduced
to 36 millions and in the year 1915-16 the balance was favorable
to Canada by an amount exceeding two hundred millions.(l

This first Canadian war loan was of maturity of ten
years. It bore interest at five per cent and sold at ninety-
seven and a half. This gave an interest yield of between five
and five and a guarter per cent. This rate was sonsidered
rather low in comparison to what could be obtained upon other
high grade securities and it was issued free of taxation. "This
had been insisted upon by the New York interests which floated

our earlier loan there and was regarded as 8 specially attractive

(1} GCanada Year Book.
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feature by Canadian financial experts.“(l)

The privilege, also,
of converting at issue price into bonds of any succeeding domestic
loan, was granted to holders of these bonds. The reason for this
was that many investing interests were disposed to hold off until
the next loan, believing that it must socon come and ﬁhat with
advancing interest rates it would be offered at a more favorable
yield. The objective of the loan was fifty million dollars, toward
which the banks promised to subscribe twenty-five millions. This
was found unnecessary, however, for the people subscribed slightly
over one hundred million dollars. This notable and striking
success created a sensation at home and abroad; even more so in '
fact when it was learned that one half of the proceeds of the

loan (i.e., 5¢ million dollars) was to be loaned to the British
Government to enable her to purchase munitiohs, foodstuffs and
other supplies in the Dominion.

This and all subsequent Canadian war loans, with the
exception of the third Victory Loan floated in 1919, were issued
exempt from taxation. While it is true that the supreme necessity
at the time was to raise funds for the vast war expendi tures, the
question none the less arises whether the exemption privilege was
esgential to this end. So far as Canadian loans floated in the

Uni ted States were concerned, the privilege was essential. Yet

giving exemption on New York issues did not in the least entail

(1) m™The Story of Canada‘'s War Finance" -~ p. 26.
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giving exemption on issues floated at home. Great Britain exempt-
ed every loan floated in the United States from British taxation,
while at the same time she made issues floated in Great Britain
taxable. There are many factors, indeed, making for the sucocess
of a war loan aside from tax exemption privileges,- patriotism,
organization, rate and conversion ptivileges. A comparison may be
made between the Victory Loans of fanada and the Liberty Loans of
the United States. The United States was fresh and unprecedented-
ly prosperous, while ®anada had borne the brunt of the war for
many months; on the other hand the Republic was planning 2 much
more drastic tax programme. Patriotism counts in the success of
a loan, not with all men, but with most, and surely that factor
was as great in Canada as in the United States! 1t scarcely
requires a great amount of patriotism to be induced to accept
5 1/2 percent tax free bonds for one's money on absolutely safe
security. The rate counts, and Canada offered 5 1/2 percent,
while the United States offered 4 1/2, with not nearly so tempt-
ing exemption privileges.

I conclude this outline of the financial condition of
Canada, for the year 1915, with a summary of the revenue and
expenditures of the government for the fiscal year ending lMarch

3lst, 1916, and of the loans floated during the same period.
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Consolidated Fund Receipts = Consolidated Fund Expenditures -
$172,147,483,27 $130,350,726.90

Other Recelpts = « = =~ = = =
$ 1,555,30

Sinking Fund = = ~ = = = = = Gapital Expenditure & Other Exp.
$ 1,773,021.11 $ 43,154,020.12

Net Addition to Debt ~ = - = War Expenditure = « = -~ = = = =
$165,780,087.81 $166,197,755.47
$339,702,502.49 $339.702,502.49

The loans floated during the year:
(1) Amount - $ 23,332,500 - 5 year - 4 1/2% bonds - March - London
(2) ® - § 25,000,000 -~ 1 year notes - 5% - July - New York
(3) " - § 20,000,000 -2 " nwooom " LI

(4) " - $100,000,000 =10 " bonds - " - Nov. - Canada.

In his budget speech on February 15, 1916, Sir Thomas
White reviewed the war expenditure, which involved appropriations
of 50 million dollars in 1914, 100 millions in 1915, and an esti-
mated 250 million dollars for the coming year 1916 —- to0 meet
expenses of troops growing by stages from 50,000 to 100,000, then
to 250,000 and with a new suthorization in 1916 of a 500000 total.
Sir Thomas White, in his 1915 budget speech, had urged stmng
objections against the adoption of a direct income tax. It will

be well before proceeding with the new features of the budget of
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1916, to consider this question of the advisability of the adoption
of an income tax in Canada in the earlier years of the war. 1
shall attempt to summarize the arguments both for and against its
adoption.

One of Sir Thomas White's objections was the heavy
expense which he thought would be incurred in creating machinery
for assessment, revision, and collection of the tax, as compared
with the amount which would be realized. Using the United States
as a basis for his argument, he did not see how Canada could hope
to raise a sum in excess of two million dollars. Another alleged
feature of the tax which made it appear unsatisfactory was the
length of time that must elapse before it would become productive.
The chief objection of Sir Thomas White's, however, was that under
legislation existing in certain of the provinces, income was already
subject to taxation by some municipalities and it was not his wish
to enter upon their dornain.(l’ So far as the immediate necessities
of the war budget were concerned, there is no question that the
second objection above mentioned was sound. An income tax requires
time, time for thorough investigation as to the best form to adopt,
time for getting the machinery of assessment and collection in
wrking order. It could not give results as immediate as a customs

or excise tax. But the fact that the war lasted longer than was

(1) Budget Speech, 1915.
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expected and that it was found necessary in the following year to
impose this "much~talked-of" income tax shows that it might have
been better to have made earlier provisions for it. A4s regards

the objection that the yield of the ta.x~ would be small as compared
with the expense of collection it developed that Sir Thomas White's
fears were ill-grounded.

His ochief objection, however, was the desirability of
leaving this and other direct taxes to the provinces. If the
municipalities and provinces in question had been using the income
tax as the sole or even main basis of their tax systems - the
objection might have been valid. More will appear on this subject
in a later chapter. It will suffice here to note that the adoption
of the income tax in 1917 did not have the serious consequences or
disadvantages anticipated by Sir Thomas White.

An important feature of the budget of 1916 was the Business
War Profits Act which provided for the taking of a percentage of
the profits of persons, firms, and companies carrying on business

in ca.na.da.(l) It provided for taxation to the amunt of 1/4 of all
| profits in excess of seven percent upon the paid up capital of
imcorporated companies; except life insurance companies and those

engaged in agriculture, and in excess often percent upon the

capital of persons and partnerships engaged in business., It applied

(1) Statutes of Canada, 1916.
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only to those firms with capital of $50,000 or over, except manu-
facutrers of munitions who were taxed under it without respesct to
capital. Furthermore the tax was made retroactive so as to apply
to profits made since the beginning of the war. It will be observ-
ed that incorporated companies were taxed upon a higher basis than
individuals and partnerships. "The reason for this is thet
capital in the case of Joint stock companlies frequently revresents
intangible assets or ocapitalized good-will or earning power, It
was deemed impossible to ascertain the precise cash value of the
assets of companies relative to their capitalized value = hence the
higher tax. ZProvision is to be taken for preventing evasion of
taxation by further stock issues or the incorporation of companies
for the purpose of taking over existing businesses. Provislon is
also to be made for preventing the postponement of the taking of
profits in orders and contracts wholly or rartially performad."(I)
Banks and companies already taxed under the provision of the Special
War Revenue Act of 1915 were exempt from this taxation to the extent
which they were taxed by the earlier Act. The yield of the Business
Profit Tax for the year ending March 31/17 was $12,500,000.

The details of national financing during 1916 may be
summarized at this point:

(1) Loans in the United States;

N (2) Loans in Canada;

(1) Budget speech - 1916 =~ February 15th.



(3) Loans to Great Britain for the purpose of purchsing
mnitions; with a general reorganization of British and Ganadian
financial relationship.

In March, 1916, a'™® million dollar loan was placed in
New York in three portions, at 5%, and bearing five, ten and
fifteen year terms. In Canada two war loans were floated during
the year; the first issued in September was a loan of 100 million
dollars, 5% gold bonds maturing in fifteen years, and the second was
issued in March 1917, to the extent of 150 millions for 20 years
at 5%. It has already been stated that 50 million dollars of the
over-subsoription to the 1916 domestic Canadian loan was lent to
the Imperial Treasury. This policy was continued, a further ad-
vance of 75 million dollars beilng made out of the proceeds of the
1916 war loan; to this the banks added 25 million dollars, making
a total to that time of 150 million dollars loaned by the Dominion
Government and Banks to the Imperial Treasury. By the end of the
year 1916, this figure had inoreased to 250 million dollars,

4 summary of the revenues and expenditures of the

Sovernment for the fiscal year 1916-17 follows:

Tonsolidated Pund Receipts - Consolidated Fund Expenditures -
$232,701,294.00 $48,697,343.23

Siﬁking und = = « = = = = = capital & Other Expenditures - -
$ 1,471,690.50 $ 43,114,960.42

Ket Addition to Debt —- - = War Expenditure - ~ - - - - .-
$264,030,126.178 $306,492,814,63

$498,203,118.28 $498,203,118.28

RS e o TN T T i T R APUPII? 0 o A W
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In hig budget speech delivered on April 24th, 1917,
the finance minister made menticn that the policy of the government
was "t¢ fund war inlebtedness so as to postpone its maturities to
periods well beyond the end of the war, and by increased taxation
on the one hand, and the reduction of current expenditures on the
other, tc meet from the annuwal income all annual outlays, including
interest and pension sharges, and in additidn a substantial amount
of the war expenditure itself," There were no tariff changes
announced; but the Business Profits Tax Act of 1916 was amended as
followg%)SO% of all profits in excess of 15%, but not exceeding
20% per annum and 754 of all profits in excess of 20% per amnum
upon capital. "That is to say, up to 15% the business interests
will be liable under the existing legislation and in addition
we shall take one-half of their profits between 15% and 20% and
three-quarters of their profits over 20%. The increased tax will
chiefly affect manufacturers of munitions and other war supplies.
While the percentage of excess profits which 1s taken is large,
sufficient is left tc provide incentive to effort én the part of
all subject to War-tax,"(g) The Minister discussed income tax
proposals again, but declared that in view of competitive contin-
. ental conditions in wealth and population, with the dbalance in

favor of the Unived States this taxation should not be resorted to

(1) Statutes of Ganada, 1917.

(2) Budget Speech - 1917 - April 24th.
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until absolutely necessary, in order that Canada's immigration
might not be affected adversely.

Financial interests were in some measure opposed to this
Bxcess Profits Tax and Sir Thomas White was strongly criticized(l,
by the Pinanocial Times of Montreal,in particular, on the ground
that (1) the tax was not equitable and disoriminated against one
small group of éitizena} (2) that it would remove the incentive
to war activities of an industrial character and restrisct produo-
tion; (3) that 1t would eliminate the source of large contributions
to war loans and war requirements; (4] that it was s tax on enter-
prise and on special ability, on capital, on efficlent produstion;
(6) that the basis of the so-called excess profits was the keeping
of capital and labour oscupied twenty-four hours a day instead of
eight hours and that the profits were not oconsequently excessive;
(6) that war {ndustries required capital, but only for a limited
and doubtful period, and that in order to get and keep investments
and increasing plants for a temporary business, large profits were
essential., The fact that none of these dreadful things happened
would lead one to take these arguments for what they are worth.
The manufaoturers' organ, "Industrial Canada"™, objeoted not to the
principle, but to its application,and the lLegislative Committee of

Manufaoturer's Association at Winnipeg on June 15th, 1917, oclaimed

that no amount of revenue whioh the inoreased taxatim of profits

" {1} €sanadian Annual Review - 1917 - The financial administration
of Sir Thomms White.
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could possibly yield would compensate for the detrimental effect of
such a tax upon the industrial future of the country.

It seems to the writer that the war profits tax found
its sanction in the conviction of patriotic men that no one should
profit largely by the war. Apart from the patriotic aspect, however,
there was the plain necessity for more direct taxation. Taxes
based on consumption, so far as they are based on articles used
mainly by the masses, as is often the case, are regressive and
therefore undesirable. Taxes such as tariff duties in so far as
they are levied on machinery, materials, or semi-finished goods,
raise costs all along the line and put home industry at a disadvan-
tage in world markets at least in peace time, when competitive

conditions obtain.

On July 256th, 1917, the minister of finance announced a
proposed national income tax. The Military Service Aot(;;s about
to be passed, establishing conscription in Canada, and as a result
increased war expenditure was expected. Sir Thomas White, who up
to this time had been opposed tc the adoption of a federal income
tax, was at last obliged to give way. "In view of the financial
situation, the increased demands which will be made upon us, and
the purpose of the people of Ganada in this war, it 1s manifest to

me that the time has arrived when we must resort to this measure.Lz)

(1) Statutes of Canada - 1917 - August 29th.

(2) House of Commons Debates - Sir Thomas White - July 25th, 1917.
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He went on to state that apart from the necessity of the tax from
a financial standpoint, there had arisen both in the House of
Commons and in the country a very natural and in his view a very
Just sentiment that those who were in the enjoyment of substantial
incomes should substantially and directly contribute to the growing
war expenditure of the Dominion. The adoption of an income tax
was an innovation in federal govermment finance; for apart from
the Business War Profits tax which was a measure of direct taxationm,
although narrow in scope, the government had relied as we have
seen chiefly on customs and excise taxes.

The Income War Tax Act which was finally passed on
September 20th, 1917, provided for the levy of an income tax of
4% upon all incomes in excess of $1500 per annum in the case of
unmarried men and widowers without dependent children, and upon
all incomes exceeding $3000 in the case of all other persons; and
in addition thereto a supertax of 2% upon the amount by which the
income exceeded $6,000 and did not exceed $10,000; 5% of the
amount over $10,000 to $20,000; 8% of the amount over $20,000 to
$30,000; 104 of the amount over $30,000 to $50,000; 15% of the
amount over $50,000 to $100,000; 25% of the amount over $100,000.
The tax was to apply to all incomes beginning with year 1917. 1In
framing the act the finance minister had regard to the greatly
ingreased cost of living, the Municipal taxation upon incomes,

running in some places as high as 3%; and the income taxes of some



of the provinces. Corporations and Joint stock companies were
required to pay the normal tax of 4% upon income exceeding $3,000
but were not subject to the supertax. Further more they were
allowed to deduct from their taxes the amounts paid by them for
the year under the Business War Profits Act of 1916 and the
special War Revenue Act of 1915. The adoption of an Income Tax
was a stop'in the direstion of a sound financial poliocy and it is
to be hoped it will have the effect of making the federal tax
system as a whole proportionate and as time goes on progressive.

A notable feature of Sir Thomas White's policy was his
continuous financial cooperation with the British Treaaury.
Substantial sums had already been loaned by Canada to the British
Government. In July, 1917, most urgent despatches were sent to
the Gansdian Government by the British authorities pointing out
that it would be impossible for them to continue purchasing cheese,
hay, oats and flour from Canada unless Canada provided the credits.
As a result, advances totalling one hundred and seventy million
dollars were made by the Canadian Government to the British
suthorities during the next four or five months. I have indicated
elsewhere the extent of the indebtedness of the British Treasury
to Government and banks of Canada as of March 31st, 1920, 1&

A review of the year 1917 would not be complete without
some mention of the flotation of the first of Canada's thres

Victory loans. These three victory loans were floated in 1917,
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1918, 1919 respectively, and raised an aggregate of more than
seventeen hundred million dollars. When we consider that this
sum was almost twice the amount of all the deposits 1n all the
oharﬁerod banks of Canada before the war, we realize why these
three viotory loans are spoken of as the greatest financial
achieverent of Canads during the war. As has already been pointed

out, the business of Ganada literally depended upon her ability

to finance & large part of her foreign trade. The people of Qanada

met the situation by their subscriptions to the three vistory
loans. These loans were the foundatlon of the enormous volume of
business done by (anada during the last two years of the wnr.(l,
They kept the Dominion Treasury in funds through which it was
possible both to meet war expenditures in Canada and supply
oredits for Great Britain's purchases in Canada. These loans,
moreover, enabled Canada to conclude the war with practically no
floating debt,

The year 1917 was probably the most trying period of the
war. It was a time of deep anxiety and uncertainty as to the out-
come., While it marked the entry of the United States on the side
of the Allies, it was also the year of Russia's revolution and

subsequent collapse. The German submarine ocampsign was at the

height of its destructiveness. It was directed at enemy and

(1} In the fiscal year 1918 there was an excess of merchandise

exports of $622,637,214; in 1919 the excess was $349,053,580;
and in 1980. 3223.130.535.
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neutral shipping alike in the desperate endeavour to starve
Britain into submission and bring the war to an immediate end.

In order to conserve food and meet as adequately as possible the
overseas need, control was established in Canada and the nation
put on rations. It was during this year as pointed out that the
stress of the conflict and the strength of public opinion in
favour of "equality of sacrifice" brought about comnscription.

In the realm of finance, the sentiment of the public was reflected
in a desire for heavier taxation. This desire for heavier taxation.
resulted in the passing of the revised Business War Profits Act
and the Income Tax Act both of which have been described. A

statement of the revenues and expenditures for the year followss

Consolidated Fund Revenue -~ Consolidtaed Fund Expenditure -
$260,778,953. $178,284,313.

Increase in net debt = Capital Pund Expenditure -
$315,455,066. $ 43,111,904

$0ccccessssscsceccone All other civil expendlture -

$ 11,000,000

PP PPV 00080 s0c8000000 'ar hmnditure-
$343,836,802.
$576,233,019 $576,233,019

The Honorable Mr. A. K. HcLean, acting minister of

finance in 1918, during the absence of Sir Thomas White, described



36,

the financlal requirements for the fiscal year 1918-19 in his
budget speech delivered on April 30th, 19518, as follows:
(1) Obligations to be met during the year:
Bor the civil budgete.eeeecee.....3230,000,000
For the war budgeteescececesesssss s $425,000,000
For advances to the Imperial Govt.$325,000,000

ToTAL..........a0000000'..Q.OIQOQJ$980.000QOOO

(2} Available for the above purposes:
Revenue..'.‘...‘.“...'......Ql...&70,000,000

Advances by Great Britain,to pay
for Canadlan troops overseas..g300,000,000

Unexpected balance of 1917
victory loan as of March 31,

lglsoono.cuo..o0000..0.0‘00;..315Q.QQQ‘QQO
TOTAL _$700,000,000

The amount therefore to be obtalned by borrowing totalled
at least $280,000,000, and possibly a great deal more. 1t was
necessary that taxes be increased, yet as Mr. Molean pointed out,
"no taxes should be imposed which would paralyze Industry of any
kind, hamper enterprise, or breed discontent amongst the people;
at the same time none should be avoided which were essential to
provide the revenue required and which would distribute the in-
cidence of the burden equitably."(l) He pointed out also that
prohibition entailed a gearly loss of over fifteen million do;lars

in revenue. The Business Profits War Tax Act, under which

(1) Budget Speech, April 30th, 1918.
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$12,506,516 had been received in 1916 and $21,271,283 in 1917, and
an estimated $25,000,000 for 1918 was to be continued for another
twelve months.

The financial measures for the year included an amend-
ment of the Business Profits War Tax Act, in order to tax businesses
with capital of $25,000 to $50,000. The tax was 25% of the amount
of the profits exceeding 10% per annum. The Income War Tax Act was
amended so as to reduce exemptions, and to increase the rates of
the supertax; in addition to which there was a new war gurtax as
followss upon income in excess of $6,000 but not exceeding
$10,000, five percent of the normal tax and supertax payable
thereon; upon income in excess of $10,000 but not exceeding
$100,000, ten percent of the normal tax and supertax payable
thereon; upon income exceeding $100,000 but not exceeding $200,000
fifteen percent of the normal tax and supertax payable thereon;
upon income exceeding $200,000, thirty-five percent of the normal
tax and supertax pgyable thereon. The corporation income tax was
increased from four percent b six percent. OCorporations were,
however, not liable to pay the supertax or the surtax. The Inland
Revenue Act was amended to provide for increased taxes principally
on tobacco and cigarettes. The Special War Revenue Act was also
amended providing for an increase in the tax on sleeping car berths
and parlour car seats; an excise tax of one percent per hundred

matches, of 8 cents per pack of playing cards; a special ten percent



on automobiles, Jewelry, gramorhones, mechanical pianos, when
imported or manufactured in Sansda; a tax of ten peraent on tea
with oorresponding inoreases in the taxes on ocoffes and sghisory.

In the summer of 1918 a loan of 65,000,000 was plased in
Rew York, which made a total borrowed there during the war of
$266,000,000. The second victory loan was issued in November and
realised $681,230,450., Sir Henry Drayton, minister of finance in
1920, in answer to & question in the House of Commons on May Eth,
1920, as to the amount of Canadian governmment bonds issued in
Canada during the war and still outstandirg, supplied the

following figuress

te and Matur ant ]ss
War loan 1916-25 $100,000,000 $43,246,300
" " 1916-31 $106,706,300 $54,398,700
® n 1917-37 $172,926,800 $92,662,800
Victory loan 1917 §646,148,750 §513, 628,150
. " 1918 $661,230,450 $576,938,05¢C
" " 1919 $694,725,200 $666,302,847.42

TOTAL $1,947,166,647.42

With the exoception of the 1919 Victory Loan these bonds
were all issued exempt from Federal taxation; so that on Marsh
51/20 the total amount of outstanding bonds which were exerpt

from the operation of the Inocome War Tax Aot was $1,380,846,000.0C.
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We may now consider the revenues and expenditures for
the fiscal year 1918-19., During the year the expenditure of the
Dominion upon account of ordinary services of government amounted
to $32,731,282; the outlay upon capital account was $25,031,266;
the war expenditure was $446,519,439, On the other side of the
account we see total revenues of $312,946,747. Of this total
147,000,000 was received from customs, 30 million from aexcise
taxes; 33 million from taxation under the Business Profits War Tax
Acty 10 millions under the Incoms War Tax Act; 14 millions from
other war taxation and 55 millions from miscellaneous sources
including 38 millions from rallways. The ircrease in the net debt
for the year was $391,345,240.

This conocludes the survey of the various financial
measures passed by the Canadian government to meet clvil and war

expenditures. A critical examination of the policies adopted will

be found in Chapter 1V,

i gL T
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QHAPTER 111, - i
THE COST OF THE WAR TO CANADA,

An attempt will be made in this chapter to appraise the
direct cost of the war to Tanada. The direct money costs of the

war may be presumed to consist of the actual cash expenditures

incidental to its prosecution. The books of the finance depart-

ment show a total war expend!iture as of March 3lst, 1920, of

$1,670,410,240. The snnual expenditures on war account during the
(1)
years 1914 to 1920 are given in the following table:

M
:
;
v
!
i
¥
1

1914-16  $60,750,476

1915-16  §166,197,755 a

1916-17  $306,488,814 %3
2

1917-18  §343,836,802
1918-19  $446,519,439 | | [
1919-20  §346,616,954 |

TOTAL $1670,410,240

The year 1919-1920 is included as a war year because of expenditure

Inocurred in that year for demcbilization. The cost of the war to

Canada as submitted to the Reparation Commission at Paris were

estimated at $1,500,000,000, a figure that is slightly less than
(2)

that mentioned above.

(1) Canadats Part in the Great War - p. i

(2) Bogart, E. L. ~ Direct and Indireat {osts of the War - p. 51,
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There is reason for believing that the direct cost of
the war to Canada was moré than is usually represented by the
actual experditures on war ascoount. The estimated annual interest
charge on Ganada's national debt for instance was on March 3lst,
1920 - $107,000,000, whereas in the last pre-war fiscal year,
1913-14, it was but $12,893,534. Furthermore there are the pensions
to soldiers and their dependents. For the year 1918-19 the amount
paid on this account was $18,282,440 and for 1919-20 - 326,004,46](.%’
For a generation or more Canada may look forward tc providing say
35 o 40 million dollars per armmum for pensions, In addition there
has been the annual expense for the maintenance of hospitals, oon-
valescent homes and other services established for the ald and
comfort of the soldiers.

Besidgs the actual money cost, the cost of a war conslsts
in loss of 1life, destruction of property and loss of esonomios
efficiency. It is impossible to appraise such varied values, for
some of them are clearly not reducidle to monetary valuation.
Accordingly, no attempt has been made to estimate the indireot
cost of the war to Canada. XNor in the estimate of the direct money
outlay has consideration been taken of the increased expenditure of
the federal government on ordinary account since the begimning of

the war, On account of inflation in Canada during the war, the

ordinary expenditures of the government were in excess of normal

(1} canada Year Book, 192C.
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years. It is true that revenue inoreased for the same reason,
though it is extremely doudbtful whether revenue increased on
acaount of inflation in the same proportion as expendi{ tures. In
so far as the excess ordinary cost of government above normal
years can be measured (deducting the increase in revenue due to
inflation) it is attributedble and chargeable to the war.

The total war expenditure of $1,670,410,240 for the six
war years has already been set forward., During the same period
the expenditure of the Dominion for civil purposes was 31,425,672,
This includes the expenditure on current or consolidated fund ac-
count, oapital expenditure, (inoluding construction of railways,
and other public works, and railway subsidies) and other minor

1)
charges. A detalled statement of the foregoing follonx(

Fiscal Year Oonsolidated Fund Capital Exp. All Other Exp.
v B + 3

1914-15 135,623,206 41,447,320 10,000,000
19156-16 130,350,727 38,566,950 4,000,000
1916-17 148,599,343 26,880,031 16,000,000
1917-18 178,284,313 43,111,904 11,00C,000
1918-19 232,731,283 25,031,266 7,000,000
1919-20 303,843,930 69,301,877 18,000,000
TOTAL 1,129,332,802 244,339,348 52,000,000

¢(approximately)

11) Canada's Part in the Great War, p.




The total expenditure for the six fiscal years 1914-20

‘

is therefore as follows:

Fiscal Year 1914-20 - War Expendlturececscecsss.pl,670,410,240
" " " " . Consolidated Fund Exp...$1,129,332,802
" " n n _ Gapital Expenditure.....j 244,339,348

" " " " ~ All other Expenditures.. 52,000,000
Tm..cbooo-o.oo .0..*3,096,082’390

During the same period the consolidated fund revenue,
that is, receipts from sources other than loans, and including
taxes, and income from lands, public works, post—office, etc. was
$1,461,394,649. 1In the following table, is given an itemized
asgount of the eomnsolidated fund revenue for each year:(l,

(See Table p. 43a.)

It will be noted that in the first year, 1914-15, the
revenue, so far from providing a surplus to be applied on war
expenditure, did not even cover the oivil budget, and that a sum
nearly double the amount spent on the war was added to the national
debt. In the second year, civil receipts and espenditures balanced
leaving the whole war outlay to be met by borrowing. In the
third and fourth years, there were substantial surpluses over all
civil expenditure, making it possihle to apply $41,000,000 in one

year and $28,000,000 in the other, to the princlpal of the war

(1) canada Year Book.



CONSQLIDATED REVENUE.
(In millions of dollars)

Year ending March 3lst

I tems 1914-1915 1915-1916~ 1916-1917 1917-1918 1918-1919 1919-1920
Cus toms 75,941,220 98,649,409 134,043,842 144,172,630 147,169,188 168,796,823
Excise 21,479,731 22,428,492 24,412,348 27,168,445 30,342,034 42,698,083
War Taxes 3,620,782 16,302,238 25,379,901 66,177,508 82,079,802
Post Office 13,046,665 18,858,690 20,902,384 21,345,394 21,603,542 24,471,709
Rallways 12,149,357 18,427,909 23,539,759 27,172,208 37,967,551 .........Sll
Dominion Lands 2,859,716 2,299,580 4,055,662 4,443,758 3,539,927 4,622,592
Interest on Investments 2,980,247 3,358,21C 3,094,012 4,466,724 7,421,002 17,086,981
Other Items 4,518,490 4,504,796 6,351,049 6,629,893 8,725,995 9,990,345
TOTAL 133,078,482 172,147,838 232,701,294 206,778,953 312,946,747 349,746,335

(1) $41,402,061 Railway Revenue was transferred toc spesial aceount.

'92’?



outlay. In the year 1918-19, there was a surplus of $61,000,000
over all civil expenditure but irn the folilowing year there was a
deficit of $48,000,000. Taking the six years of the war together,
therefore, we find & surplus of revenue over all civil expenditure
of $35,722,499., In other words of the total principal of the war
outlay to March 31, 1920, amounting to $1,670,410,240, only
$35,722,499, or slightly over 2%, was met out of current revenues.
It must, however, be borne in mind that a heavy and rapidiy in-~
creasing burden of war interest and pensions was met out of
ourrent revenue in this pericd. On the other hand, the ciwil
budget had been relieved of the greater part of ordinary rilitary
and naval expenditure, rumning about $15,000,000 a year in peace
time,

It was suggested in 1919 by Sir Thomas Whiteil’ that a1l
revenues ln excess of consolidated fund expenditure should be
considered as a surplus spplicable on the principal of the war
outlay, and that we should consider thet a portion of the increased
debt has really been incurred for capital expenditure not ordin-
arily to be met out of current income. There is, of course, a
case for the contention that capital, non-recurring expenditure
should be met by loans, not from current revenue. When the
capital outlays recur year after year, however, this contention

loses force. In any case the practical pcint is that in normel

(L} House of Commons Debates , June 6th, 1919.
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pre~war years only a part or none at all of the capital expenditure
had required to be met by loans. Ordinapry revenue of late years
had covered both current and capital outlays, including the cost
of railway construction and sbusidies. The net debt in 1914 was
only $100,000,000 more than it was a quarter of a century before

so that the annual average shortage was only $4,000,000, This

fact indicates, therefore, the basis to be taken in a comparison
of war with pre-war Canadian finance.

It would seem that the basis adopted in estimating the
proportion of war expenditures which were met out of war revenues
is practical as well as fair., Yet it is interesting to note that
other bases have been adopted., Iir. Friedman in his book "Inter-
national Finance and its Reorganization", referring to the ratio
of war taxes toc war expenditures in the case of United States,
Great Britain, France, Italy and Germany, uses the terms war tax
and war expenditure to mean the surplus over peace figures. Bo
that the war figures are obtained by deducting from the total
figures, the figures of the last pe2ce year mmltiplied by the
number of years of the war period. On this basis he reaches the
conclusion that the ratio of war taxes to war expenditures
(exeluding loans to Allies) in the case of United States was
3le4%; Great Britain, 23.1%; France 1.1%; Italy, 7%; Germany, 4%.
Using this same method of comparison in the case of Canada, we

discover that the war taxes in Canada bore a ratio of 24% to war
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expenditures, as shown below:

Ratio of war taxes to war expenditures -

(1) Total expenditures 1914~1920 = = = = = = = =~ = $3,096,082,390.
Poace expenditures for six years

6 x $186,000,000 = = = = = = = = = =~ = = $1,116,000,000.

o ¢ war expenditures e= = - = = - - = - - - $1,980,082,390.

(2) Total revenue 1914=1920 = = =~ = = = = = ~ = = $1,461,394,649.

Peace revenue for six years
6 x $163,000,000 = = = =~ = = = = = ~ = - § 978,000,000.
o WAY TOTONUP = = & = = = = = = o = - = = $ 483,394,649,

e o Ratio of war revenues to war expenditure = 24%.

It is evident therefore on this basis Canada does not com-
pare very unfavorsbly with Great Britain and the United States.
However, for the purpose of appraising fanada's war finance policy,
it is probable that the former basis suggested is the more useful
and satisfactay.

It is pertinent to our study of the state of Canada's
federal finances during and since the war to refer to the annual
increase in the net national debt. It is customary for the finance
department when mentioning the public debt to refer to the net
debt, that is the gross debt less certain assets, such as invest-
ments and reserves. These assets are both active and non-active;
in the figures presented below, the net debt has been calculated
by subtracting only the active assets from the gross debt:

(See p. 46a.)



(1)

FUBLIC DEBT OF CANADA - 1914-1920,

l:
E&r ending

March 31 1914 1915 1916 1917 1918 1919 1920
Total debt 654,391,369 700,473,814 936,987,802 |1,382,003,268 |1,863,335,899 P,460.183.021 3,041,5629,587
Total assets |208,394,519(251,097,731 [321,831,631| 502,816,970| 671,451,836 647,598,202 792,660,963

Net Debdt 335,996,850 |449,376,083 615,156,171 879,186,298(1,191,884,063]1,812,584,819 R,248,868,624
Interest on

dedt 12,893,505 15,736,743 | 21,421,585 35,802,587 47,845,585 77,531,432 107,527,089
Interest on

investments 1,964,541| 2,980,247 | 3,358,210 3,094,012 4,466,724 7,421,002 17,086,981

(1)

Canada Year Book.
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Thus the increase in the net debt for the six war years
in $1,912,871,674. It is almost entirely attributable to war
expenditure. This is the financial situation so far as it relates
to the national dedbt. The amount is large, and averages $250 per
head of population, and the annual debt charge averages $12.00 per
head. However, comparing it with the present national debts of
European countries, including Great Britain, who were active par-
ticipants throughout the war, and having regard to the relation of
debt to number of population and to national wealthfl) we must
regard it as distinetly more favorable, It will nevertheless
constitute a burden on the people of Canada for generations to
come. The proportion which the debt charges now bear to the
ordinary expenditures of goverument and to revenue appears in the

following table:

Year ending Poprulation Revenue Total Expenditure Debt Charge

March 31. per Head Civil & War per Head per Head.+
v b ¥
1914 7,725,000 21.12 24,15 2,00
1915 7,928,000 16,78 31.00 2,32
1916 8,140,000 21.14 42 .37 2,93
1917 8,360,000 27.82 60,00 4.52
1918 8,593,000 30,35 67.76 6.00
1919 8,835,000 35.42 79.20 9.08
1920 9,030,000 38,73 82,00 12,00

of management, interest, sinking fund and premium,
discount and exchange except for year 1919-20 when sinking
made a special account.

Coates, Dominion Statistician, in Jourasal
Associatiation, October, 1919, as §$16,000,000,000.



In considering the subject of Canada's national debt, an
important aspect from the viewpoint of its bearing on Canada's
financial standing and credit is whether it is owed at home or
abroad. It is the view of some, including Sir Thomas White, that
a national debt, no matter where it is owed, is debt, it does
make some difference to national strength, whether it is held in
the country itself, that is to say whether the people regarded in
the aggregate owe it to individual members of the commnity, or
whether it is owed to citizens of other nations. From a national
standpoint it is claimed, a public debt owed to a nation's own
people is not nearly so serious an obligation as if owed abroad.

e ————————

The interest paid upon it is disbursed at home and remains part o

the national resources. When the principal is paid, there is a
transfer of wealth from the government to its own citizens. But
i1f the debt is held abroad every interest and principal payment
diminishes the resources of the debtor nation. Before the war,
Canada's borrowings for federal, provincial, municipal and indus-
trial purposes were principally in Great Britain and the United
States. Therefore, in this r%ﬁ?ect, the situation as regards
Canada's national debt my%‘ regarded with satisfaction. On
Margh 31st, 1920, the funded debt of the Dominion government was
payable as follows: London.e....$336,001,470,
Canada.....$2,066,856,126,

KQ' York...ﬂ35,873.000. msidel 'hich
there were floating or temporary loans amounting to $88,862,000.
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mhé purpose of this Chapter is to appraise the policy
of war finance in fanada in the light of accepted principles of
war finance. The fiscal and social considerations to be accommted
for in an ideal policy of war finance will be briefly reviewed,
followed by a sketch and if possible, defence of the shortcomings
of Ganada's policy in the light of these considerations.

The greatest problem that faced the finance department
of the federal government was that of securing funds to pay for the
vast war expénditures. It involved the gquestion as to how far
the government should finance the war by tazxes and how far by
internal loans. Internal loans, be it noted, because it was not
possible to borrow externally to any great extent. The loans
made by Great Britain to Canada early in the war were but tem=
porary advances to be repaid shortly from the proceeds of Canadian
loans. Likewise, Canadian loans floated in New York were all
short-time issues with the exception of an issue in March 1916
of $75,000,000 of 5, 10, and 15 year bonds and a rather un-
successful issue in the summer of 1918 of $65,000,000.

The only other plan available for raising funds on a
large scale - manipulation of the currency - has been almost
universally condemned. The following table tells the story of

Canada's issues of unconvertible Dominion notes:
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Year ending Notes Specie Reserves Circulation
June 30th in Circulation uncovered by specie.

1914 114,182,098 92,663,575 21,518,523
1916 152,120,734 89,573,041 62,547,693
1916 175,497,176 114,071,032 61,426,143 |
1917 178,568,009 119,110,113 59,457,896
1918 281,339,514 114,951,618 166,387,896
1919 300,749,844 118,268,407 182,481,437
1920 292,016,290 95,538,190 196,478,100

In respect of the vexed problem of taxes versus loans,
let us search out the comsiderations which determine the propor-
tion of total costs which it is desirable to meet by taxes and
loans respectively. In Chapter II, Sir Thomas White was quoted
to the effect that Ganadian governments had always justified
borrowing for capital expenditure on the principle that expenditure

upon enterprises permanent in their nature enures to the benefit

and advantage of future generations who may, therefore, fairly be

|

|
asked to pay interest on the debt contracted in respect of them; 3 é
and that since war expenditure was for the purpose of accomplishing f
for future-ganerations that which is infinitely more precious than j
material undertakings, namely the preservation of national and
individual liberty, Canada need have no reluctance in borrowing to

meet such war expenditure. This statement illustrates a common
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confusion of thought. It illustrates a belief that in so far as
war is financed out of taxation, the economic burden involved in
it is borme at the time of the war, whereas, in so far as it is
financed out of loans, the burden is thrown forward upon the
future. This is a misconception. No doubt when fanada borrowed
from the United States the burden was shifted to future tax-payers,
but, as pointed out, this course was only possible on a small scale.
Practically all Canada's funded debt had to be contracted in
Canada. OQOanada, by borrowing practically her whole war expenditure
has simply given individual creditors the right to recoup them-
selves in the future from individual taxpayers. Such an authority
as A.C. Pigou may be quoted to substantiate the theory that "as
regards the distribution of war costs between present and future,
the influence of the government's choice between taxes and loans
is secondary and remote".(” We therefore may come to the con=-
clusion that the desire to shift part of the financial burden of
the war to future generations by a policy of war loans was based
upon a misconception.

There are several considerations which should determine
the relative reliance upon loans and taxes in the financing of 2
war. A sound financial program for the conduct of a war requires
first that taxation be adequate to meet interest on the growing

debt so that the government may preserve its credit unimpaired

(1) The Economy and Finance of the War. - p. 67.
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and support the prioce of its ocutstanding sesurities, and seaqond
that as much of the extraordinary expenditure of the war as is

expedient be met ocut of war taxation. However, it is agreed on
all sides, that during the transition period at the outbreak of
war, taxation should not be so ingreased as to prevent the rapid
sdjustmant of industry to the war-time programme, though subse-
quently the rates should be inoreased and new taxes instituted

to meet as mugh of the extraordinary expenditure of the war as

is possidble, to the limit that war-time production be not curtailed.

The reason why all economists advocate heavy taxation
(along the lines which I will indicate) in time of war are readily
explained., The most important reason possibdly is the unfair dis-
tridution of the war burden betwsen peorle of different grades of
wealth which results from & poliocy of war logns. Mr. Pigou, in
his book "The Economy and Finange of the War”,explains this point
extremely well; "What is the differencd, he asks,"between the
effeots of raising 1000 millions from the better-to-do slasses
by means of progressive taxation and by means of war loans, whiah
will, as a matter of fast, be sudbsoribed in a progressive sense?
As regards immediate effects, there is no difference. These
people provide the money more or less in the same proportion
which ever plan is adopted. But, as regards aggregate effects,
there 1s & great difference. Under the tax method the rich and

moderately rich really shoulder the whole bdurden of the charge

..‘;



that 1s laid upon them. Under the loan method, they do not do
this; because they are compensated afterwards through taxes laid
for that purpose partly on themselves, but partly also on the
other and poorer sections of the commnity. Under the tax method
8 great deal of money i1s obtained from the very rish and rich of
this generation without compensation, Under the loan method the
sams amount of money is obtained from them, but a contract is
appended to the effect that the poorer classes in future generations
shall pay money to their desgendants as a reward for their present
patriotic ocondust. That {s the vital difference batween the two
methods. It follows, that the root principle, in accordance with
which the Government should decide how far to finance the war

by taxes and how far by loans, i1s the judgment that it forms con-
cerning the right ultimate distridbution of war costs between
people of different grades of wealth." A second reason i3 that
loans lead to inflation to a greater degree than does insreased
taxation, Purthermore there are available durirr~ a war, srecial
3ources of taxaticun, suoch as war profits, which should be largely
drawn upon, not only on principles of equity but to avert popular
disoontent. It i1s also a cardinal prinsciple of war firance that
since inflation inevitably gggurs in time of war, it is desirable
to meet out of gurrent taxation as muzh of the inflated costs of
the war as possidble, becauass after the war when prices fall the

government will be paying back to the privileged holders I war
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bonds more in commodities (over and above interest payments)
than such oreditors turned over to the government when they sub-
soribed to the war loans.

It was for these reasons desirable that a large proror-
tion of the costs of the war should have been met cut of surrent
taxation, What can Qanads aoctually show in this respect? We dis-
oovered in Chapter I1I that Canada met just slightly over 2% of
her war exmpnditure out of current taxation, using one dbasis of
valuation and 244 when we used another basis. Furthermore but
4?’ of the total Canadlian expenditure during the war was met out
of ourrent revenue. More significant are the figures showirg
that federal government revenue averaged $21.40 per head in 1914 3
and 38,73 per hsad in 1919«20. In the meantime, expenditure had
inoreased from 186 millions in 1914 to 736 millions in 1919-20 ~=
that is, four times the pre-war expenditure. Owing to inflation ‘
during the war it is difficult to form an accurate conclusion,
yet it must be evident that Canada did not pay out of current
revenue that proportion of the total war cost whizh, in the light
of the fisoal and social considerations mentioned above, was
advisable, and which Canadian war time prosperity would have made
possible.

it is the opinion of most economists that not only

should as large a proportion of war costs as possible be met out

-

of ourrent revenuss, but that a large proportion of whatever

Y

.
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expected to do. The general effect of this consideration is to
convinge us that a very much larger proportion of the financial
burden imposed by the war on the community should have been laid
upon the shoulders of the very rich and the rich than it would be
proper to lay upon them in respect of normal peace expenditure.

In other words the ratio in which the war was financed with money
borrowed from people with large incomes should have been diminished;
and the ratio in which it was financed with money collected from
them under some form of progressive taxation should have been much
increased.

Canada was distinctly at a disadvantage in the early
part of the war in not having a diversified system of taxation.
It is a circumstance to be regretted that the finance minister in
1914 and 1915 had no other recourse than to increase the customs
and excise taxes on the o0ld lines, except the introduction of a
few stamp taxes and taxes on a few classes of corporations. Income
taxes, land taxes, and general corporation taxes would all have
required some time for investigation and for getting the machinery
into play; and time was lacking. Yet there can be little doubt
that it would have been possible and desirable to have had a
federal income tax earlier than we did. It wuuld then have been
possible to have obtained during the war a larger sum than

$29,000,000 from this desirable source. In conclusion it may be re-

marked that the redeeming feature in Canada's war financial poliey
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was that our showing for the last two years of the war was a

great improvement over the earlier years.
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CHAPTER Vo
PROBIENMS OF THE POST-WAR BUDGET.

The Finance Minister, in his 1923 budget speech,
told a story of the burden of debt as an aftermath of the war;
of & surplus of revenue over ordinary expenditures swallowed
up and turned into deficits by expenditure on special accounts
and railways. Yet he closed with a buoyant hote of optimism,
arguing that the period of depression through which Canada has
been passing is about over; and with good times, will come
balanced budgets and a reduced national debt.

A comparison of the annual federal govermment ex-
penditure for the three post-war years, 1921, 1922, 1923, with
that of the three pre-war years, 1912, 1913 and 1914, indicates
fairly satisfactorily the extent of the post-war financial burden.
The itemized figures for the pre-war years will be found in
Chapter I. It will suffice here to again indicate the totals:

Total government expenditure for fiscal years:

1911-12 - $137,100,000
1912-13 - $144,400,000
1913-14 - $186,200,000
The total government expenditure for the fiscal years, 1920-21,

1921-22, and 1922-23, were:
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1920-21 - 418,600,000 ¢ $109,997,000 advances to railways.
1921-22 - 3365,700,000 ¢ $ 97,950,000 " " "
1922-23 - §350,600,000 + 3 83,900,000 " " "
The explanation for the vast increase in government
expendi ture for normal years 1s to be looked for in an {texized
acoount of the post-war btudget. The figures for the fiscal years

1920-21, and 1921~22 are given below.

Conso Rand Expenditure - for year ending March 3lst

DEIAN 1228
Charges on Debt 140,653,607 139,357,449
Subsidies to Provinces 11,490,860 12,211,924
Collection of Revenue (including
Post Office 43,740,040 49,217,080
Militia and Defence 9,893,863 11,017,533
Pensions 37,420,751 36,153,031
Civil Government 68,764,178 9,968,932
Public Works (Income) 10,846,875 10,574,364
8oldiers Civil Re-Establishment 35,174,788 17,147,651
Other ltems . 3,183 (3 89
TOTAL 261,220,245 947,500,090
special Zxpenditure
Capital Expenditure 40,012,807 16,295,332
Var and Demodilization 16,997,544 1,544,250
Other Charges PR N - %, ¢ _—
GRAND TOTAL —410.620.544  JOD.TOL.724
Adysnces to Ballways 109,997,656 97,950,548
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Canada has built up a very large public debt, so large,
in fact, that the interest alone on that debt calls for the pay-
ment of a sum of money greater than the total expenditure of the
federal government for the fiscal year 1912. 1In addition, pay-
ments for pensions and other obligations incurred as a result of
the war, help to swell the total. In addition, the annual deficits
of Canada's national railway system is a sowrce of worry to govern-
ment officials. The advances made since the close of the war have
been indicated. They constitute one of the reasons for Canada's

increasing public debt, the figures of which are given below:

Public Debt of Canada as of March 3lst (1)

1921 1922 1923
Total Debt 2,902,482,117 2,902,347,137 2,888,827,237
Total Assets 561,603,133 480,211,336 435,050,368
Net Debt 2.:340,878,984 2,422,135,801 2,453,776,869
Interest on Debt 139,551,520 135,247,849 137,892,735
Interest on
nv n 24,815,2 21,961,513 6,465,303

The gross national debt of Canada on March 31st, 1914,
was 544,391,369 as against assets of 208,394,519, leaving a net
debt of 3334,996,850'. Comparatively small as was this debt, it
was a debt incurred almost altogether either for public works of
general utility which, like the Intercolonial and Transcontinental
railways and the canal system, remained assets, though, perhaps,
not realizable assets of the nation; or was expended as subsidies
to enterprises which, like the Canadian Pacific Railway, though

not government owned, assisted greatly in extending the area of

(1) Canada Year Book, 1923.
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settlement as well as the productive and therefore the taxable cap=-
acity of the country. Broadly speaking, it was a debt incurred for
productive purposes. A4lso it was held mainly outside the country.
Great changes have taken place in Canada's national debt: (1) the
extent of its growth has been indicated; (2) as having been
largely incurred for war purposes, the gross debt is not represent-
ed by corresponding assets; (3) the debt is held mainly in Canada; '
(4) the average rate of interest paid on interest bearing debt has
been considerably increased, namely from 3.52 per cent. as of
March 31st, 1914, to 5.120 per cent. as of 1923. Had it been
possible to keep down the rate of interest to its pre-war level,
the debt charge would be nearly $45,000,000 less than it is.
Post-war conversions of debt to lower rates of interest are likely
to reduce substantially the amnual interest payments within the
next few years.

The main problem before the government is to find
suitable sources of revenue in order to accomplish the task of
reducing Canada's public debt. The desirability that government
revenue should be der;ved mainly from taxes levied directly on
property and income rather than on expenditure, has been pointed
out in an earlier chapter. The record of Canada in this respect
was not all that could be desired until near the conclusion of
the war. However, a distinct improvement in methods of taxation
was made during the war ans has been followed up in the post-war

budgets. In the fiscal year 1919-20 direct taxes comnstituted
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23% of the total tax revenue for the year. The sources of re-
verme for the fiscal years (ending March 31st) 1921 and 1922

are given below:

Items Receipts 1921 Receipts 1922
Customs 163,266,804 105,686,645
Excise 37,118,367 36,755,206
War Taxes 168,385,327 177,484,161
Post-Office 26,706,198 26,402,299
Dominion Lands 3,955,326 2,799,450
Interest on Investments 24,815,246 21,961,513
Other Items 12,044,917 41,173,297

TOTAL 436,292,185 382,262,571

It can be seen at a glance that the proportion which the war
taxes (Business Profits Tax, Income Tax and special taxes under
the heading of the Special War Revenue Act of 1915] bear to the
customs and excise tax is distinctly more favorable than in
previous years. Of the total war taxes in 1921, the Business
Profits Tax yielded $40,841,401, the Income Tax, $46,381,824; and
under the heading In'la.nd Revenue comes the remainder $78,803,099.
For 1922 the Income Tax on both perscnal and corporate income
yielded $101,500,000, and Inland Revenue amounted to $75,981,161.
The Business Profits War Tax Act took effect only to the 3lst
December, 1920.

Although the Income Tax was proclaimed a war tex just

as the Business Profits War Tax, there can be no doubt but that
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it is here to stay. The fact alone that it is needed to at least
counteract the regressive character of some of the customs duties,
is a good reason for giving it a permanent place in Canada's
system of taxation. Canada is not likely, within the next few
generations, to materially change her tariff system; protectionism
is too strongly entranched. Yet the advantages of direct taxation
in the federal tax system are now being seen and have become in
evidence in recent legislation. In the 1919 session of Parliament
the Income War Tax Act was amended so as to increase the general
rate of taxation of the earlier act. Under this act all corpora~
tions paid 10% of their net income in excess of $2,000 as against
6% under the former act. In respect of individuals, the normal
rate of 4% was to be levied on all incomes exceeding 4% but not
exceeding 36,000, in the case of unmarried persons and widows or
widowers without dependent children; and upon all incomes ex-
ceeding $2,000 but not exceeding $6,000, in the case of all other
persons, the respective minima being exempt from taxation. A
normal tax of 8% was levied on the excess of all incomes over
$6,000. The surta.x: ';vas imposed on a progressive scale on all
incomes over $6,000 applying first at the rate of 1% on the amount
by which the income exceeded $5,000 and did not exceed $6,000,

2% on the amount by which the income exceeded $6,000 but not
$68,000; then at a rate increasing by 1% for each $2,000 increase
of income up to $100,000, so that 48% was levied on the amount by

which the income exceeded $98,000 and did not exceed $100,000- then



at 52% on the arount by which the income exceeded 100,N00 but
not 150,000 - 56% on 150,000 to 200,000 - 60%, 200.000 to
300,000 - 63%, 300,000 to 500,000 - 64%, 500,000 to 1,000,000 -
65% on excess over 1,000,000.

In 1920 the Income Tax Act was further amended so as
to increase the tax and surtax by 5% on incomes of 35,000 or

more. The present Act is essentially as here recorded.





