
THE WHEAT BOOM, 1896-1913 ~ 
1. NATIONAL ECONOMIC EXPANSION AND 

I~~TE~BATION 

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

l 
worked a new integration of economic life and 
linked together the fortunes of the different regions. 

/ i In the optimiam and prosperity of the day, the 
Federal Government recovered the initiative it'had 

r 11 lost in the stagnation of preceding yeare and 
plunged again into the work of national develop- 
ment which the Fathers had aesigned to it. The 
boldness and success of its new enterprises stimu- 
lated national pride. The development of the West 
was a national achievement and the participation 

1 1  of all areas in a common effort fostered a new 
I l l  sense of nationhood. Sons and daughters of the 
l1 l Maritimes and Central Canada migrated to the 

plains and built up the West, thus forging 
I 1 1  innumerable links between the older Canada and 
l l 

I S , '  

the new. Expansion on the distant frontier either 
solved or postponed the problems of provincial 

' l 1  adjustments and regional interests. The Federal 
1 Government did not resume the attempt to 

dominate the provinces which had marked its 
earlier period of leadership and Dominion- 
provincial friction died almost completely away. 
Local and cultural diversitieg were partly recon- 
ciled and partly overshadowed in the dazzling 
success of the western development. 
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Xuccess at Last-the turn in world circumstances i 
brings a settlement boom on the Prairies 1 

The Great Depression and the long period of 
economic stagnation in Canada came to an end 
in 1896. Prices, which had fallen 40 per cent 
(Statist Index) since 1870-75 began to rise. This 
reversal of trend was primarily due to economib 
factors operating throughout the entire world. 
The early nineties marked the beginning of a l 
remarkable increase in the world's output of gold. 
During 1896-1914, as a result of the discovery of 
the deposits of the Transvaal and improved mining 
processes, world production was over three times 
as great as that of the eighteen preceding years 
and the world's stock of gold rose by 50 per cent. i 
The absorption of this large increase in supplies 
by monetary systems in the days of the freely ~ 
operating gold standard, and the rapid expansion 
of banking institutions, were important factors iq 1 
the persistent and world-wide rise in prices. l 

The prices of raw materials, including foodstuffs, 
rose more rapidly than those of manufaotures, 
especially iron and steel. This fact had immense 
significance for Canada. After 1896, tbe indus- 
trialization of Western Europe and the United 
States proceeded at a pace which amounted almost 
to a second industrial revolution. In the United 
Kingdom, France, Germany and the United States, 
the output of pig-iron and coal doubled between 
1895-99 and 1910-14. The rapid growth of popu- 
lation, combined with the crowding of people into 
large industrial cities, created a rising demand for 

expanding industrial population of Europe. But 

~ 
foodstuffs, particularly cereals. The full impact'of 1 
this demand was felt in Canada. Hitherto the 1 
American West had been the granary for the I 

most of the good American lands had been taken 
up and it was natural that further demands for 
grain would push the frontier into the open plains 
of the Canadian Northwest. 

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



TABLE 18.-CHANQEB I N  PRICE AND COST !hBNDS, 
1870-1913 

1870-75 1890 
Average to 1809-13 

P ' 
I to l890 1 Ave~age 

', Gcncral Level . . . . . . . . . . . . . . . . . . . .  of Canadian Wholesale I +*S 

' . Canadian Selling Prices'- . . . . . . . . . . . . . . . . . . . . . .  Exports (W'. + 32 
Grains and Flour ("). 

2 1 + 02 .............. 
................ . Wheat-Liverpool.. - 40 + 33 

Canadian Costs- 
Imports ....................... - 35 
Imports of Iron and Stcel Products "1 - 34 
Priccs of Manufacturers 

t 2: 
. . . . . . . .  

Ocean Freights (*). , - 47 
+ 20 ............... 

Interest Rates CC). - 23 
+ 7 ................ + 28 

(8) Michell H., "Statistics of Prices " Sldislical Contributions to 
Canadinn ~ckornic  Histov (Toronto i931). 

Taylor K. W., "Statistics of ~ d e i g n  Trade," Ibid. 
(0) ~omin/on Bureau of Statistics. 
cd) Isaerlia, L. "Tramp Ship ing, Ca~goes and Freights," Jounol 

of the Roeal ~tdistical Socialy, Kart I, 1938, p. 122. 
(0) Yield on U. K. Consoh. 
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, increased 62 per cent and the price of wheat a t  
-, Liverpool increased 33 per cent. On the other hand, 

the average of the prices of Canadian imports rose 
only 24 per cent and that of manufactured goods 
20 per cent in the same period. A development 

. of probably more far-reaching significance was the 
phenomenal decline in ocean freight rates. In  1896 
ocean rates were only about half of what they had 
been during 1870-75 and they continued to fall 
until 1908, while wholesale prices were rising. 

The great decline in transportation costs, the 
increase in the prices of cereals and the relative 
cheapening of the factors which entered the costs 
of production, i.e., manufactured goods and imports 
in general, suddenly brought the virgin resources 
of the Prairies within the scope of the international 
market and within the range of profitable exploita- 
tion. Capital and capital goods, the essential 
means for making this exploitation possible, were 
cheaper than ever before. The prices of iron and 
steel, whidh largely determined the CO$ of rail- 

. ways and of the implements of production, were 
falling steadily in relation to the values of the 

e products of the farm. Ititerest rates were the 
7, - lowest in recorded history and the British investor 

was willing to lend overseas in unprecedented 
W volume. "At last Canada's hour had struck!' 
' The favourable conjuncture of events after 1896 

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

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

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

- 

1 Cheeter Martin ''Dominion, Londd' PoNay, p. 619. (Cana- 
dian Fmbers  of Beitlernent Benea. Vol. 11.1 



records to guide either the government or the areas had been brought into profitable production. 

I I 
unwary settler. The policies and methods of the Between 1896 and 1913, one million people moved 
Dominion were mainly designed to serve the into the three Prairie Provinces and the population 
national purpose of filling the Northwest a t  once increased from 7 to 20 per cent of the total popu- 
with as many people as possible. The selection lation of the Dominion. The area of occupied land 
of land was left largely to chance and to the increased from about 10 million acres to 70 million 
devices which colonization agents, railways and acres and the production of wheat from approxi- 
land companies employed in their own immediate mately 20 million bushels to 209 million bushels. 
interests. The sectional survey, the railway land At the end of the period, the value of agricultural 
grant scheme, and pre-emptions illustrate a system production reached a, total of $300 to $400 million 
designed for indiscriminate mass  colonization^ and annually. . . ' a 

... - 
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i t  worked with almost mechanical perfection. 
Adjustment to the vagaries add failings of nature Settlement Boom makes National Economic Policies 
was left to time and bitter experience. '- Efiective-general expansion and national 

Prior to 1908, all the odd-numbered sections ' leconomic integration 
over the entire Prairie region were reserved for +IL The development of the Northwest within so 
railway land grants. The railways were allowed to short a time brought prosperity and rapid economic select their lands in areas "fairly fit for settlement". expansion to the rest of The settlement Under this clause nearly all the grants were taken of the Prairies took place within the framework in the brown 'One and in the wooded of the national policies of all-Canadian, trans- counhry of the Park Belt. portation and protective tariffs. The resolute In lgo8 when the location of the grants was application of these policies directed the growing completed~ the area comprising the demande for capital equipment, for manufactured (southwestern Saskatchewan and eastern goods, for distributive and commercial services into Alberta) which the "land-grant had Canadian channels, thus bringing expansion in other avoided was thrown open for free homesteads and parts of the Dominion, 
pre-emptionS. to that time was The construction of the railwaye, the deepening 
largely confined the park 'Ountry and the "l1 of the canals and the improvement of the harbours g r w  plains. After 1908, the settlers induced by necessary to transport the incr&g volume of the pre-emption and deoeived by a period of super- western grain over canadian routes, stbulated normal rainfall, swarmed into the dry area. economic activity in the East and gave it  a large The ranching leases in the territory long thought share in the moving of western products to the to be fit, only for grazing were terminated and the markets of the world, ~h~ building of towne lands put under cultivation. "Instead of warning and cities on the Prairies, the equipment of the 
off the homesteader from areas of farms and the consumption demands of the popu? agriculture, it was thought necessary to warn off lation required a large quantity of the rancher from encroaching upon the range of ~h~ protective tariff enabled canadian the free homestead, and to give the manufacturers to capture the greater share of this right of way in case of conflict between the two."s new market, thus giving a tremendous to 
The flatness of the and the absence Of industrialization in Ontario and Quebec, to the coal forests and other obstructions facilitated extremely and industries of N~~~ Sootis and to the rapid settlement. Between 1910 and 1915, some lumber industry of British Columbia, 860 miles of railway were built south of the South The two of all-canadian tra&- Saskatchewan River. I n  the short space of about and protective tariffs, were closely 

irtuau~ the of the related, %he former direct economic inter- 
course between the separate regions possible; the 

mistakes may have been made and latter promoted East-West traffic; and, under the resources waded, the of the Northwest 8t*ul~s of Western expansion, the two together ' was largely accomplished by 1913, and for the time 
being, at least, both the dry the more humid produced a remarkable degree of interdependence 

among the widely battered and diverse communi- 
*War a diaoussion of this ipdiscriminate settlement and some ties which Canada is made up. An economicall~ 

of its results aee EX. 2a6, Brlef of the Edmonton Chamber of loose transcontinental area was transformed into a 
Commerce, pp). 19-22. highly integrated national economy. 
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~ l b c a n a d i a n  Transportation-the great policy of 
national development and the foremost object 
of federal finance; unbounded optimism and 
the birth of the railway problem 

The Dominion's railway .policy played a signifi- 
cant part, both in promoting the settlement of the 
Northwest and in making that settlement the 
bmis of expansion in other regions of Canada. 
ii&iilways and continually improving transporta- 
tion were as essential as rain and sun to progressive 
settlement on the Canadian prairiean4 Prior to 
1896, railway transportation in Western Canada 
was virtually controlled by the Canadian Pacific 
Railway. After the abandonment of the monopoly 
clause in the Canadian Pacific Railway charter in 
1888, other lines were built and projected in 
southern Manitoba, principally those of the 
Northern Pacific; but there was little competition. 
I n  1896, Mackenzie and Mann obtained their f i s t  
railway charter and established the nucleus of that 
phenomenal enterprise, later to become known as 
the Canadian Northern. With the liberal guar- 
antees offered by the Province of Manitoba which 
was ever anxious to encourage the construction of 
independent lines, the Canadian Northern rapidly 
acquired a network of railways on the Prairies. In  
1902, i t  had 1,200 miles of line including a connec- 
tion with Port Arthur. 

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

In  the East, this growing traffic brought to the 
Grand Trunk its first period of real prosperity. In  
the West, the well-placed and economically-built 
lines of the Canadian Northern yielded increasing 
profits. Both systems were anxious to improve 
upon their good fortunes; the former by securing 
a direct connection with the western source of its 
expanding tra5c; the latter by building a line to 
the East. The Dominion Government, alert to 
turn the commercial benefite of Prairie settlement 
to national advantage, was anxious to retain the 
C_ 

'W A Yackintoah Prair4.s &ttlsmmt: The Gsopropl&al 
Belthn '(~dronto, 1034),'~. 46. 

69 
A- 

flow of Western tra5c within Canadian channel4 \ 
Neither company could realize its ambition with- 
out the assistance of the Dominion. The nature 
and extent of the assistance given ensured thai 
the extension of railway facilities would be in 
accordance with the aims of national policy and 
not necessarily in accordance with the conditions 
of economical and efficient transportation. As 
events later proved, the optimism of the period, 
the political exigencies and rival ambitions of the 
time made these two aims incompatible. 

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

". . . we cannot wait, because at  thia moment there is a 
transformation going on in the conditions of our national life 
wbich i t  would be folly to ignore and a crime t o  overlook; 
we cannot wait, because the prairies of the North-west . . . 
are now invaded from all sides by the white ram. They came 
last year 100,000 and still they come in still greater numbers. 
Already they are a t  work opening the long dormant soil; 
already they are at  work sowing, harvesting and reaping . . . 
We consider that i t  ia the duty of all those who sit within 
these walls by the will of the people, to pmvide immediate 
means whereby the products of those new settlers may find 
an exit to the ocean a t  the least possible cost, and whereby, 
likewise, a market may be found in this new region for those 
who toil in the forests, in the fields, in the mines, in the shopa 
of the older provinces. Such is our duty; i t  b immediate and 
imperative. . . . Heeven grant that i t  be not already too late; 
heaven grant that whilst we tarry and diapute, the trade of 
Canada is not deviated to other channels, and that an ever 
vigilant competitor does not take to himself the trade thet 
properly belongs to those who acknowledge Canada as their 
native or their adopted land."a 

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

The original proposal of the Grand Trunk was 
to construct a line from Winnipeg to the Pacific 
Coast and then to link Eastern Canada with 
Winnipeg through the United States, via Chicago. 
when a charter for this route was refused by the 
Dominion, the Company proposed to build from 
North Bay and asked for assistance amounting 

8Dsbate0, Howe of Oommoru, 1003, pp. 786840. 



roughly to half the land and three-fifths of the 
cash subsidy paid to the Canadian Pacific Railway. 
The Government, however, feared this scheme 
would result in the diversion of the western traffic 
over the Company's lines to Portland rather thafi 
to Canadian ports. The expressed willingness of 
the Grand Trunk to connect with the Intercolonial 
was not taken seriously and the Government finally 
took the initiative to protect its own policy of 
all-Canadian transportation. The Dominion Gov- 
ernment proposed to build a line (the National 
Transcontinental) from Moncton t o  Winnipeg and 
to lease i t  to the subsidiary of the Grand Trunk 
(The Grand Trunk Pacific) which was to construct 
a railway from Winnipeg to the Pacific Coast. 

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

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

under the conditions imposed by the Government. 
I n  order to secure its objects of all-Canadian trans- 
portation and development, the Dominion had to 

, 4 -- -4 
provide virtually all the capital required for the 
entire transcontinental project. The line from 

' : ' Moncton to Winnipeg was to be built wholly out 
- of government funds. From Winnipeg to the 1 . - Pacific Coast threequarters of the cost (not exceed- 
, < ing $13,000 per mile in the Prairie section) was to 

be met by Dominion guaranteed bonds. 
During 1902, the Canadian Northern obtained 

authority to build a railway from Port Arthur to 
, Montreal. In 1911, when the Company was ready 

to go ahead with this plan, the Dominion Govern- - 
BBtatutes of Oonada (18031, 3 Edward VII, c. 71, sea. 42 of 

the agreement. 

ment was prepared to furnish tthk necessary assist- 
ance. Bonds to  the extent of $35.6 million were 
guaranteed for a line from Port Arthur to Ottawa. 
The preamble to the Act providing for aid to the 
Company set out the aims of the Government and 
indicated the optimism with which still another 
transcontinental project was undertaken:- 

"Whereas, having regard to the growth of popula- 
tion and the ~apid development of the production and 
trade of that portion of Canada lying west of the 
Great Lakes, and to the rapidly expahding trade and 
commerce of Canada generally, it is in the interests 
of Canada as a whole that another line of railway 
designed to assist in the direct and economic inter- 
change of traffic between the eastern and western 
portions of Canada, to open up and develop portions 
as yet without railroad facilitiea, to promote the 
internal and foreign trade of Canada, to develop 
commerce through Canadian ports, and to afford %he 
Government wstem of railways in Quebec, New 
Brunswick, Nova Scotia and Prince Edwafd Island 
an interchange of through traffic, should be constructed 
from the Pacific Ocean to the city of Montreal."T 
While the Federal Government was assuming 

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

The extent of these costly duplications over 
long stretches of unproductive country shows the 
optimism of Dominion railway policy and the 
grandiose schemes of the railway promoters which 
this policy supported. Whether or not this optimism 
was pardonable in the spacious days of 1900-13, 
the burdens which it  ultimately imposed on the 
Federal Government mnst be regarded as the cost 
of promoting the'national purposes of development, 
national' economic integration and political unity. 
It is true that many regional, provincial and local 
interests were served, but only incidentally to the 

. 'Biatutes of Uanado (1011-121, 1-2 Deorge V, c. B. 



fiosecution of larger purposes. The cost wlts 
heavy. The aid given and commitments under- 
U e n  by the Dominion Government for railways 
ap 'to 1914, are set out in Table 14. 

 TAB^  TAB^ DOMINION G O V ~ N ~ N T  ASSIST AN^ 
TO hILwAY8 

g (MiUions of Dollara) 

T o  March al. 1014 
Caah Subsidea- ..... Canadian Pacific Railway System.. ...... Canadian Government hiiw8YE.. 

Other.. ........................ 
' Direct Invastmente on Constmction and 
I Advanc- 

Canadian Pacifio Railway Sptem. ....... 
Intercolonial and Prince Edward Inland 

Railways. ..................... 
, National Transcontinental and Quebeo 

. Bridge ........................ 
Hudson Bay Railway.. .............. 
Other Canadian Government Railways.. .. 
Grand Trunk System.. .............. 
Canadian Northern System.. .......... ........................ Other.. 

4033 
Bonds Guanmteed- 

Grand Trunk System.. .............. 1 . 0  
Canadian Northern System.. .......... 50.7 

.................... 'Total.. 588h - 
*In addition the Dominion gave net land grants amounting . to 31.8 m~llion acres. 

During the rising prosperity of 1900-13, these 
onerous burdens were not galling and, in any case, 
i t  was thought that the rapid growth of the country 
would quickly justify the gigantic undertakings. 
AS long as these were still in the construction stage 
and the interest 011 the mounting railway debt 

n was capitalized and as long as the increasing capital 
imports due to the building of the railways swelled 
the Dominion revenues, there was no strain on 
the public finances. Almost all of the heavy capital 
expenditures of the Dominion Government during 
1900-14 were met from current surpluses and the 
net debt rose by less than $70 million. In  1911, 
the Minister of Finance stated that: "Twenty years 
ago it  would have taken six years' revenue to pay 
the net debt; ten years ago it would have taken 

' five years' revenue to pay the net debt; today less 
than three years' revenue would pay the whole net 
debt of Canadan.8 The lavish railway guarantees 
had not yet come home to roost, and of course i t  
was thought they never would. It was during this 
period of buoyant revenues and high confidence 
that the Canadian railway problem was born. 
2.-- 

OBudget Speech, April 4, 1011, p. 8. 

The provision of national transportation faoilities l 

was but one aspect of Dominion railway policy. 
To attain the objectives of that costly policy it 
was necessary to secure a level of rates which I 

would counteract the North-South pull of geog- 
raphy and of possible alternative routes and draw . 
traffic over the East-West lines instead. Hence the 
Dominion played an important part in shaping the 
railway rate structure (by legislation and by rulings 
of the Railway Committee of Privy Council and 
later of the Board of Railway Commissioners). 
The nature and extent of its intervention were fixed 
by its determination to encourage inter-regional 
traffic and all-Canadian transportation. 

The objectives of the Dominion appear clesrly 
in the Crow's Nest Pass Agreement of 1897. Under 
this agreement, the Canadian Pacific Railway, in 
return for a subsidy for the construction of the 
Crowsnest Pass line, undertook to reduce rates 
on grain and flour moving from the Prairies to 
the Head of the Lakes by 3 cents per 100 pounds 
and to reduce the rites i n  a considerablelist of 
settlers' household and building supplies moving 
westward from Fort William and points east by 
10 per cent. In the Manitoba-Canadian Northern 
Agreement of 1901, the Railway Company, in con- 
sideration of a provincial guarantee of its bonds and 
the lease of the Northern Pacific lines in Manitoba, 
agreed to reduce its tolls on grain from points in 
Manitoba to Fort William and Port Arthur by 4 
cents per 100 pounds or to  reduce all other ratea 
to and from the Head of the Lakes by about 15 
per cent.0 

Following this agreement, a reduction of 2 cents 
per 100 pounds on grain and 74 per cent on other, 
freight was granted to points in Saskatchewan and ,.; 
Alberta. The decision of the Board of Railway 
Commissioners in the Western Rates Case (1914) 
lowered the Saskatchewan and Alberta rate scales 
approximately to the level of those of Manitoba. 
The agreement with the Grand Trunk Pacific in 
1903 stipulated "that the through rate on export 
traffic from the point of origin to the point of 
destination shall a t  no time be greater via Canadian 
ports than via United States ports!' The net effect 
of these reductions was to make Canadian grain 
rates the lowest in the world. While these reduc- 
tions were being made in Western rates the Eastern 
Export Rates Case in 1905 and the International 

OA reduction of 2 cents per 100 pounds on grain .was ut 
into effect on February 1 1002 and a further reduct~on or 2 
cents on October 7 1903 ' In addition the reduction of about 
15 er cent on a11 'other 'freight was p;t into affect on June 1 
I~o!!. This a~reement was not the result of Dominion policy hui 
iha-conditioikstablished by the agreement r,esulted in reduction# 
elsewhere later ordered by the Board of Railway Comm~ssioners. 



Rates Case in 1907 resulted in a decrease of about manufactured goods, and the great decreases in  the 
10 per cent in export rates from Ontario and in the costs of transpprtation. 
merchandise class rates in Eastern Canada. The The period of expansion which began in 1896 
rates between the Maritimes and Central Canada brought an entirely different set of conditions. The 
were directly under the control of the Dominion development of the West created a new and 
through its operation of the Intercolonial. Because powerful interest in low tariffs while the growing 
of the location of the line and the desire to prompte demands of the settlers made the protective prin- 
traffic, the tolls were kept far below the level of ciple all the more desirable t o  the industrial East. 
profitable operation.10 Furthermore, a new competitive situation emerged 

It is impossible to relate here all the detailed with the rise of the United States as a great manu- 
effects of Dominion policy on the Canadian freight facturing nation. The Canadian t a r 8  policy during 
rate structure, but sufficient of the important cases 1896-1913 was a compromise between these opposing 
have been cited to indicate their influence in the interests and also an attempt to make western 
considerable lowering of rates that took place development the basis of a' general expansion. 
during this period. The broad declinp in the level The agitation for lower duties brought 
of rates was accompanied by a narrowing of significant innovation in the tariff of 1897. Instead 
regional differentials. This, together with the of the almost traditional offer of a reciprocity treaty 
Special ConCeSSi0nS to Certain commodities encOUr- with the United States, a reciprocal clause offered 
rtged inter-regional trade and promote& the a reduction in duties of one-eighth, and after July 1, 
development of new area81 ~ a r t i o u l ~ r l ~  Western 1898, one-quarter, to all countries adjudged on the 
Canada where the farmer was greatly benefited whole to have given equally favourable treatment 
by the low rates on grain. Dominion was to Canada. Great Britain was immediately granted 
bending the railways to its dominant purposes. this reciprocal tariff. In  1898, the general offer of 

reciprocity was replaced by a British Preferential 
A Booming M d e t  for Manufactures+rotective Tariff of one-fourth lower than the ordinary du$ies. 

tarifis direct demands of railway expansion and During l900 the differential was increased to one- 
western settlement into Canadian channels third. 

The third national policy which was a factor in In  1904, an anti-dumping clause was inserted in 
directing the course of development during 1896- the tariff giving added protection against extremely 
1913 was the tariff policy, ~ l t h ~ ~ ~ h  it  was inspired low-priced imports, particularly iron and Steel, 
by other motives and originally adopted to deal a general increase in  duties. 
with different problems, it  was nevertheless closely A complete revision of the Customs Tariff Act 
related to the Dominion's transportation policy. was made in 1907, introducing an ~ntermediate + The two together released. a set of complementary T a r 3  in addition to the British Preferential and 

m influences which buttressed the transcontinental General Tariffs. Apart from the establishment of 
political union with an integrated transcontinental thew three schedules, the changes in duties were 
economy. Under the dynamic and expansive force few. The uniform one-third differential in  the 
of western settlement, these influences were effec- British preference was removed and a separtte 
tive. During the stagnation of the Great Depree preference given for each item. The Inter- 
sion, the "National Policy1' tariff of 1879-87 had mediate Tariff which was approxim&tely 10 per 
not produced any notable results. The disappoint- cent below the was to become effective 
merit gave increasing force to the complaints of only as compercial treaties were negotiated. These 
the Maritimes and of the exporting industries of general changes were the main adaptations of the 
Central Canada. These complaints were strong Canadian tariff to the changing circumstances of 
enough to bring about some tariff reductions in the 1896-lg13 period. 
the early nineties. However, the effect of- the None of them resulted in any important altera- 
reductions was limited because the price decline tion in the level of protection to Canadian industry. 

, made many specific duties increasingly protective. There were numerous reductions in individud 
On the other hand, the burden of the tariff tended items but they were made mainly a t  the expense 
to decline due to the relative fall in the prices of of the treasury, without much modifying the degree 

of effective protection. In  a few cases, however, 
NPrior to 1013 the Maritime freight rates were about 20 

per cent below thoae of Central Canada. The firat of the increases were 
S which by the end of the War (1014.18) brought the Maritime on articles entering into the cost of production of 

rates UP to the level in Ontario and Quebec war put into effect western agriculture, such farm implements in 1018. 

, I _- 
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I t&k, binder twine and barbed wire. The duties 
*I)' ISrimary 1 iron and steel were reduced but the 
IQ% ,h protection was offset by increase in and 
extension $,$he bounties. 

'$h9,.changqs in the structure of the .Canedian 
kriff after 1886 p r e ,  in ,the main, attempts to 

ia'cife the low t?riff interest of the vowing 
f$6rtihg indlidiy of the West while a t  the same 
"tfril? m'aintaining protecti~n against the rising 

- bdhapetition from the United States. The etrategy 
- bf 'national policy was to bring about an East- 

West economic integration, an East-West inter- . dependence and an East-West flow of traffic over 
the costly transcontinental transportation system; 

, the t a r 8  policy was part of this strategy. In  
addition to other considerations, the British Pref- - 
erential and the Intermediate Tariffs were devices 

n to cheapen imports from Britain and Europe which 
would move over, the East-We~t route withbut 
lowering the barriers'which restricted the Soutli- 
North flow from the United States. The com- 
mercial and industrial opportunities of the western 
development were not permitted to be seized by 

n - the "ever vigilant cbmpetitor" to the South but 
+ were reserved to "those who toil in the forests, in 
- the fields, in the mines, in the shops of the older 

provinces".ll 
Under the. cirkumstancek, the moderate degree 

, of tariff protection was a practical compromise 
- between the various interests concerned. The 

settlement of the Northwest took place with the 
tariff as one of the given conditions. With rising 

- prices and rising land values, it did not impose 
any immediate burdens. The rapidly increasing 
demands for manufactured goods brought great 
industrial expansion in the East without tbe 
shelter of a higher level of protection. The 
Government pursued its announced policy of 
"moderation and stability", and countered the 
insistent demands from certain quarters for in- 
creased duties with the reply that: "The best way 
You can help the manufacturers of Canada is to 
fill up the prairie regions of Manitoba an4 the 
Northwest with a prosperous and contented 
People, who will be consumers of the manufactured 
goods of the eastU.l2 In  the political arena, the 
tariff was a Weeping dog' that W&B allowed to lie. 
Laurier wrote to Tarte: "The question of the tariff 
18 in good shape if no one seeks to force the issuev.* 

The industrial expansion of Canada after 1896 
W a s  remarkable. Between 1890 and 1910, the net - 

8ee p. BD. 
lP Budget Speech, April 16, 1008. 

Januaw 27 1903 0 D. Bkelton, Life and Lettwc of Bir 
Wilfrid Lautier, 'vol. 1'1, p. 183. 

value of manufacturing production increased by 
nearly three times. I n  spite of an increase 6f 
nearly 200,000 farms in the Prairie Provinces 
during the period, the proportion of the total 
gainfully dccupied engaged in manufacturing 
remained about the same. Although a vast 
agricultural region was added to the economy, the 
ratio of urban to total population increased from 
32 to 45 per cent. While the value of agricultural 
production rose by leaps and b o u n d e t h e  value 
of the exports of wheat and flour alone in 1913 
was greater than the value of all exports in 1896 
-the value of the manufactured goods produced 
for the home market increaeed a t  an even faster 
rate. 

Totals for 
Establishments with 
Five Hands and 

I Over 

?- . ................................. Textile8 32-9 67.3 
Clothing.: ........................... 20.0 43 . t  
wovlTextil F. ....................... 4 . 0 '  / 4.4 ..................... Cotton Textiles.. 6 .6  13.0 

....... Iron and Steel and their Pmducta.. 36.0 106.3 .............. Agricultural Implements.. 10.7 
~ i ~ w a v ~ l l ~ n ~  Stock ............... .I 1:: I 2K.9 ............ a Tanke znd En ines. 2 8 ...... f3rldge1and structwsl kteel Work. .............. Wire and Wire Gooda.. .I I:: I ............... Pritnar~ Iron and Steel. 3.1Ib) l 

...................... Rubber Products.. 0 a6 .............................. Tobacco.. 8.1 ....................... Boots and Shoes. 7 . 6  
Furnitufe. ............................. 4.3 ................................. Liqugr 6.3  
Flour and Criet Mill Products.. .......... 6.6  ........................ Glaea Products.. 1 .0  ............................ Chemicals:. 3 S 9 
Electric Light and Power.. ............... 2.0 

Total of above Manufactures.. ........... 106.2 

All other Manufaotwee.. ................ 
Grand Total.. .......................... 

(a) The Census of Canada, 1801,1911. 
W Exoludes iron smeltlng. 

Manufacturing expanded in most of the 
important categories: the provision of capital 
equipment, consumers' goods of general consump- 
tion and the processing of natural products for 
export. The program of railway construction, the 
growth of cities and towns, the equipping of 
western farms and the extenaon of community 
facilities in both East and Weat gave a grht 



impetus to the production of capital goods. The 
iron and steel industry particularly made rapid 
progress. Although imports were large, the tariff 
and the bounties diverted a substantial portion of 
the growing demand to the Canadian producer. 
Between 1896 and 1913, the Dominion paid nearly 
$17 million in bounties. Although, during the 
same interval, Canadian consumption of pig iron 
increased tenfold, Canadian manufacturers managed 
to increase their share of the domestic market from 
67 to 80 per cent. 

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

The rapid increase in the population and the 
addition of a large specialized agricultural group 
in Western Canada greatly broadened the market 
for consumers' goods. The rise in the demand for 
such items aa book and shoes, clothing, cotton 
textiles, rubber goods, furniture and tobacco, was, 
by means of the tariff, directed very largely to  
Canadian sources. Between l900 and 1910, the 
net value of the output of this group of products 
more than doubled. However, little progress was 
made in the production of luxury goods and articles 
of finer quality and imports were large, In the 
case of woollen textiles, linens and silks, upon 
which the duties were relatively low, the domestic 
industrie8 lagged. 

The improvements in transportation, new 
discoveries, increased foreign demand, and techno- 
logical developments opened new opportunities for 
the exploitation of Canada's natural resources and 
in turn encouraged the growth of processing 
industries. Important beginnings were made in 
non-ferrous metal smelting and the manufacture 
of pulp and paper while the older saw-milling, 
flour-milling, meat and fish packing industries 
expapded considerably. Between 1896 and 1913, 
the exports of flour rose from $700,000 to $20 
million, planks and boards from $8.6 million to 
$20 million, wood-pulp from $700,000 to $6 million 
and the exports of printing paper reached over 
$11 million in the year ending March, 31, 1914. 

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

The most striking feature of the industrial 
expanBion was its concentration in Ontario and 
Quebec. $eventy-eight per cent of the increase in 
the total net value of manufacturing between 1896 
and 1910 occurred in these two provinces. If t4e 
production for export (lumber, wood-pulp and 
preserved fish), iron and steel and local industries 
such as baking, printing, buttermaking, are 
excluded, the Maritimes made very little progress. 
In these three Provinces, the numbers employed 
in manufacturing increased but there was a decline 
in the proportion of these to the total of gain- 
fully occupied persons. with the cheapening 
of transportation and the growing advantages of 
large-scale production, industry was drawn nearer 
to the rapidly increasing populations of Western 
Canada and the Central Provincee, and nearer to 
the centre of United States' industry which 
financed and controlled so many of the Canadian 
manufacturing enterprises. The tendency toward 
concentration in the St. Lawrence Valley ww 
particularly strong in the case of consumers' goods. 
Table 16 shows that the concentration was not 
only great but that in many important manu- 
factures it was increasing during this period. 

TABL~ ~~.-THB NE3 V A L ~  OF MAN~ACTOBINQ 
PRODUCTION-PERCENTAQD OF Tmm CANADA 

IN ONTARIO AND QUEBEO(~) 

1890 l910 -- 
% % 

........... Textiles and Textile Products.. 84 90 
Clothin? ............................ 86 Q6 ..................... Cotton ext~lea.. 77 "1 

Boots and Shoes. ....................... 94 .............................. Furniture 97 ................................ Tobacco 92 96 " 
Rubber Products.. ...................... 98 ................................ Liquore 88 
Glaaa Products.. ........................ 90 73 T 

I 3 
....... Chemicals and Chemical Products.. 88 

Iran and its Products.. .................. 85 I!. 
. .  ............. Agricultural Im lements.. 99 98 1 ................. ~ardwsre  and %ola.. 93 9a ............... Railway h l h g  Stock.. 97 67 ' . ................ Wire and Wire Goods.. 91 92 -- . , ..... ....... l'otal of ~ndustries lis&d.. :.'. 85 86 

Grand Total Ivfanufaotures ............... 
(U Compiled from the Ceneue of Canada. 1891 and 1911. 
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anufaaturipg !ndu&ries of the Maritimes 
y, f&ile'd (dith the "eftception of iron and 
J'hi!iive any sub$fA~t?al benefits ffom the 

n1'tI$Qblbhment but they also lost groynd 
;bwn parkeh. Tli? mall  induetries and 

q&crafts which filled. rpaqy of the needs of 
cal, comqnities decpsed under, the 

petition of, the.plags-produced artioles of Central 
Ga~ada. The qprweBsing of ,  many household 
requirements~inoved from tbe self-sufficient family 
and the village artisan to the factoriee of Ontario 
and Quebeh. , L  

> 
1 ,  

On the ,tither hand, the iron aiid steel industry 
. Nbva ' Scotiri was 'directly dependent' upon 
l . ! c # b  western settlemen! and, the rbilpray buqpng and 
poqstruction b p o ~ ~ f  associated wit! it. The i r q  

' C- and 7 steel tariffs and b~uqties enabled the Nova 
Scotia industry to, participatei extensively in the 
qqansion. Rails and railway rolling stock were 

-- ambng the items bf, prinoippl importarlce. The 
' outpuhl of pig iron rose frpm 52,000 tons in 1896 

tdi 425,000 ,.bn@.' tn 191B; the latter nonstituting 
u ' &bout onehtHi~& of 8 the" Canadian . congbmption. 

k~wever; thld Yapid growth of the iron and steel 
idfdtkY' di'd ' lit'qb l m0t.q. thqn m c e ,  up for the 
3ic)jnd in ,manyf*yt+f$@,fh$ ,$as ewerienced in 
~?q$,'qelds:<, , * ,  . , /  8 ' ; .,: ' $ 7  

t ,The national trwpprtation,: 9,nd (tariff policies 
,which did not produce any- significant result8 during 
the (Jkda%-.Depression *ere, manifestly successful 
under the impetus of western. settlemenb. The. 
Whew from the Prairies mmed dver 'Canadittn 
yit"1w&ysJ al6xik Cfihadian waterday8 and partly 
a t  'ieastl through' ! Chnadian ' ' ports '.to ,, forkib 
market$. T ~ B .  income ~ i o @  expbrts wm';grpynt 
1arketS;' ' oh m8ufactured gopds apd e$h:pment 
RU.PJ$~ b'y t4e conp#an proqlucer. Th% +$eel 
'pills ,aq$,. ,c,9q), .mine+ of Noga Scotla, the 
Mnufaptures ,of Ontario, and Quebec, tbe lwber  
mills ,a<d fruit farms of .British Columbia mere no 
longer restricted to  the limited local demand or to 
thd sm&lhand uncertain foreign market, but became 
irrdreaaingly dtipehdent, either direcfily srllndireotly, 
apon tA6 ekpanding and protected *marget' on the 
Pitairfes. The hitherto ig61ated ahd &host  $elf- 
cQCained kc&iqns were uriited with an increasing 
volume of ihter-rkgiohaf' trade. In the growing 
inter-relatidtiships and inter-dependenob, there was 
B 5ominon basis for prosberf@ And e@ansion. 

The Inmhpof Fol'eign Capitabits great import- 
ance in the rapid p~obision of capital facilitk; 
the riging but vulnerable prosperity 

*The of eoinomic development during 1896- 
1913 nias made possible by a huge investment of , 

capital. The expansion took place in the centre 
of a country of vast distances. It was based on 
the exploitation of the natural reaourcea of tin 
immense area. These facts, combined with the 
bulky character .of the products and the scarcity 
of labour, made necessary a large physical equip- 
Tent. ,The required capital aould have been 
obtained &t holhg onIy very slowly. One of the 
irnportahg factors in this, rapid growth was the 
ease with which money could be borrowed abroad. 
Soon after the turn of the century, Great Britain 
began to lend overseas in greater volume than ever 
Before and Canada ibt??ame a favourite field for 
investnient. Id '  1897, interest rates had fallen 'to 
the 1o~est.levels in -modern history and during 
that year then'Dominion Gdvernment floated & 
Ibne-tCm loah in Londoh at an effecti~d 'rate of 
2-88 per cent cofnpked with 4.5 per cent in 1879 
and 3.25 per cent in li888. Ip k900, the securities 
of the Db~inion Goverpment were placed on the 
Dystee,&ist in England, Throughout tKe .period, 
British money was available for public and. private 
borrowing in Canada a t  low cost. , I 

The boom in inbestment, although ,comprising 
a wide r&nge of indUatri& and activities, was most 
marked in the field of transportation. Betwedn 
1900 ~ahd 1913, 'nearly $1,400 million were invested 
ih failwaS;s, c&h& add harbours. These were tb 
Main instrurdenk of, development and the necessary 
heans for the proniotion of internal trade. The 
policy df all-Canadian transportation greatly added 
to the defiand fof egy'ipme~t. If the connections 
betwedn the different regions, and from each to 
the seaboard had ' beeh rtiade via the more 
economical routes through the United States, or 
vid the existink railwhys, waterways and ports of 
that coudtry, the transportation .overhead on the 
Canadian economy would have been very much 
less. However,,in view bf the evident progreas of 
the country 4nd the great' optihism &bout its 
future, the costs qf hchigving the national objecr- 
tives were reaqly alumed. Whefe private credit 
was not suBci6nt; the pledging of the pbblic credit 
easily brougltt ' forth the quantities of capital 
required. 



Farm Buildings and Farm Working 
Capital.. . . . . . . . . . . . . . . . . . . . . . . . . 780 1,706 - 

Capital Employed in Manufacturing. . 447 1,248 - 
Minin , value of Buildin s and Plant. 43 109 - 

-7 ~ a ~ i t g  Em~loved In thehhriea.  . . . 11 17 24 

Capital Invented in Railways.. . . . . . . . OM) 1,700 2,200 
- Dominion Invaatment in Canals.. . . . . 107 

Capital InVa6ted in E*Dtrio RailWBYB. l B I lg 1 141 

The equipping of western agriculture in so short 
a time also involved a heavy investment of capital. ' During this period nearly 200,000 fame were 
established on the Prairies. All the buildings, 
machinery, live stock, etc., had to be newly created 

- or brought in, and between 1901 and 1911, the 
value of such property increased by nearly $600 

'i million. While a large proportion represented the 
capital of immigrants and the savings of the 
settlers, a substantial part was borrowed from 

a mortgage and implement companies, banks and - merchanfs. 
, Although the growth of western agriculture over- 

shadowed progress elsewhere, there were important 
developments in other primary isdustries. The 
spectaoular but, in many cases, short-lived activities , in the gold fields of the Yukon, the silver mines 
of Ontario and the lead-zinc-copper venture8 of 

, British Columbia, and the leae dramatic but more .. ' continuous progress of boa1 mining in Nova Scotia 
. and Alberta attracted considerable amounts of 

capital.  he rising Prairie demand for lumber 
etimulated the saw-mill and logging enterprises of 
the Pacific Coast. The pre-Wa: years also saw in 
Ontario and Quebec the beginnings of the hydro- 
electric and pulp and paper industries which 
require heavy investments of fixed capital. 

The expansion in the production of natural 
products for export, the increase in population and 
the directing influence of the national policies 
promoted a rapid growth in panufacturing. Small 

. fectories  upp plying a limited local demand grew 
into mass-production establishments producing for 
the national market. As the demand for all kinds 
of manufacturing expanded, many new industries 
were la~p@$, ,The transformation and exteneion 

L ' -  

of manufacturing facilities required a large hivest- 
ment and between 1900 and 1910 capital employed 
in manufacturing increased by about $800 million. 

The growth of the industrial equipment of the 
country was accompanied by an equally remark- 
able addition to what may be called community 
equipment. The population was not only growing 
rapidly but was becoming more and more concen- 
trated in urban centres. In the Prairie Provinces, 
the urban population rose from 103,000 to 489,000 
in ten years; in Central Canada, the population 
of the leading cities doubled; and Montreal and 
Toronto became metropolitan centres. This growth 
involved large expenditures not only op buildings 
but also on the many facilities (roads, streets, 
waterworks, sewerage and electric light systems, 
street railways, etc.) which are necessary in urban 
communities. Between l900 and 1913, municipal 
debts which were mainly incurred for these purposes 
rose from about $100 million to nearly $640 million. 

During the fourteen years prior to the War 
between $4,600 and' $6,000 million was invested in 
capital goods. The expenditure of this vast sum 
was the chief basis of the rising prosperity of the 
time. In striking contrast to the stagnation of the 
eighties and early nineties this p ro~e r i ty  brought 
economic fulfilment of the. high hopes of the 
Confederation scheme, so sorely disappointed in the 
earlier period. The expanding frontier in the West 
and the development of internal trade u n d i  the 
infiuence of the national policies was accompanied 
by a great inveatment boom. The many political, 
social and economic problems engendered by the 
long depression found at least a temporary solu- 
tion. The high rate of construction aativity 
financed from foreign borrowings created a large 
demand for domestic commodities and labour. 
Industries formerly dependent on the export outlet 
found profitable markets a t  home. Workers in 
depressed areas and occupations readily 'obtained 
employment elsewhere. The surplus population of 
the Maritimes and of the rural counties of Ontario 
along with a great tide of immigrants fdund hew 
homes on the Prairies and in the cities of the St. 
Lawrence Valley. Between l900 and 1913, well 
over a million immigrants came and remained in 
the country; these, together with the large inflow 
of capital, built a greater, more prosperous, and 
more economically interdependent Canada. In the 
success of these common efforts, the foundations 
for a stronper political unity were laid. 

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



1 borrowing abroad. These foreign obligations placed 
a heavy fixed charge upon the economy, the price 
of the rapid development that the borrowings made 
possible. The export capacity of the economy, 
which had to provide the interest due the foreign I lenders, was greatly increased. Exports rose from 
$156 million in l900 to $443 million in  1913 but 
in the latter year about one-third was absorbed 

I in the payment of interest and dividends abroad. 
While the justification for these large commitments 
lay in the rapid rise in exports, the character of 
the latter was such that they were subject to wide 
ffuctuations. During this period, the productive 
capacity of the country was tremendously enhanced 
but it also became more vulnerable to  external 
influences. The economy which was so highly 
geared to large foreign borrowings and rising prices 
would encounter a severe dislocation when faced 
with a cessation of capital imports and falling 
export values. 

l 
I Effect of Wheat Boom on the Regional Economies 

-Prairies the main exporting region; Ontario 
and Quebec the industrial and financial centre; 
slow progress in the Maritimes 

In  a few years between 1896 and 1913, the 
structure of the Canadian economy was basically 
changed. The settlement of the Prairies, the great 
importation of capital and the direction given by 
the national transportation and tariff policies 
transformed the isolated and depressed regions into 
an integrated and prosperous transcontinentd 
economy. The most important factor in the / development of the new situation war the rise of 
the Prairies as the important export region. This 
area, which in 1913 had one-fifth of Canada's 
population, war almost exclusively concerned with 

I the production of wheat and its sale on the inter- 
national market. Nearly 60 per cent of the gain- 
fully occupied were directly engaged in agriculture 
which was dominated by this one crop. The 
remainder were chiefly employed in the commercial 
and distributive trades serving the farming 
community. Only about one-third of the popula- 
tion lived in urban centres. The large volume of 
wholesale and retail trade, and the .financial, trans- 
portation and other services required by a highly 
specialized agriculture, were virtually the only 
support of the few cities that had rapidly grown 
up. Winnipeg became the Chicago of the Canadian 
West. 

The economy rested almost completely on wheat. 
This one crop appeared to justify the large amount 
.of capital borrowed abroad and invested in Western 

Canada, and it  was the chief justification for most 
of the heavy investments of foreign money in the 
other sections of the Dominion. The Prairie region 
provided the principal economic contact of the 
country with the external world; one-third of 
Canada's exports out of which the external debts 
would have to be serviced consisted of wheat and 
flour. The rise to predominance of this commodity 
took place during the rapid development of inter- 
national trade and investment which characterized 
the pre-War period. The exchange of European 
manufactures for foodstuffs grown overseas raised 
standard8 of living and greatly extended the 
productive area of the world. Hoping to become 
the granary of Europe, Canada became deeply 
committed to the continuance and further develop- 
ment of this international economic specialization 
and took the heavy risks involved in so great a 
dependence upon a single industry. 

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

In British Columbia, the production of non- 
ferrous metals reached $17.1 million and exports 
of canned salmon $6.6 million in 1913. However, 
the chief factor in the economic progress of the 
Pacific Coast Province was the rise of the lumber 
industry. The Dominion's transportation policy 
linked British Columbia to  the Prairie market 
which took about 70 per cent of its lumber. While 
exports were important, the expansion which 
brought a trebling of population war heavily 
dependent upon the wheat boom. 

On the other side of the continent, the Maritimes, 
although profoundly affected by what was going 
on elsewhere in Canada, did not share equally in 
the buoyant prosperity of the period. Their golden 
age had reached its peak with the Reciprocity 
Treaty and the American Civil War and its decline 
coincided with the achievement of Confederation. 
Shipbuilding, the carrying trade, the self-sufficient 
agriculture, the small local manufactures and' the 
floprishing fisheries, which were the cornerstones 
of the economy, declined with technological changes 
and unfavourable circumstances in foreign markets. 



During the eighties and nineties, the iron steam- 
ship all but ousted the sailing vessel from the world 
carrying trade. Many thought that the coming 
of the railway would bring new opportunities 
compensating for this blow to their commerce by 
linking a large hinterland to their ports. The 
Federal Government had earlier built the Inter- 
colonial and its transportation policy later resulted 
in the extension of the Canadian Pacific (the 
"Short Line") to Saint John, and the National 
Transcontinental to Moncton." However, with the 
higher cost of railway over ocean transport and the 
larger capacity of steamships, traffic was irresistibly 
drawn to the inland St. Lawrence ports and the 
great American ports to the south. Nearness to 
Europe which was an advantage in the days of the 
sailing ship was no longer so. Nevertheless, there 
was some progress in,the development of the Mari- 
times, as outlets for inland commerce, and in this, 
federal assistance and policy played a la~ge part. 'a However, between 1891 and 1911 the combined 
population of Saint John and Halifax rose but 
slightly (78,000 to 89,000) and part of this growth 
was at the expense of the smdlw outports which 
declined. 

With the rise of grain production in the 
American and Canadian West and the fall in the 
costs of transportation, Maritime agriculture was 
forced to undergo a substantial readjustment* The 

, relatively poor sail, the small fields and scattered 
. farms could not compete with the cheap imports 

of grain and live stock. It became necessary to 
specialize in the production of crops where there 
was the least disadvantage, namely roots and fruits 
for export, and fodder for the lumber camps apd 
the sheltered dairy industry. This specialisation, 
however, did not permit expansion and the gain- 
fully occupied in agriculture decreased from 134,000 
in 1891 to 114,000 in 1911. . 

Tbe difficulties of manufacturing in the8 Mari- 
time Provinces during the periodshave already been 
described.18 

The fisheries, Nova Scotia's most important 
export industry, likewise encountered unfavour- 
able circumstances. With the development of 
meat packing, canning and refrigeration, the fhh 

. markets were more and more limited to the sugar 
islands of the Caribbean where economic condi- 
tions were depressed. The encouragement of beet 
sugar production by European countries greatly 

-;curbed the markets for cane sugar and thus - 
*For fuller di~cussion of tramortstion olicieu in relation to 

the"Maritimea see Book 11, Beetion F. Ch. 61 
Bee pp. 744. 

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

Throughout this period, the Maritimes were 
forced to undergo dacult  readjustments. These 
readjustments had to take place within the frame- 
work of the national policies which, in some 
respects, hahpered them and, in others, provided 
alternative occupations. The tariff policy idposed 
a di-astic change in the conditions under which 
the Maritimes had developed. ' I t  curtailed the 
growth of new exporting industries and hastened 
the decline of the old. On the other hand, the 
tariff and the federal transportation policy linked 
these provinces with the expanding regions to the 
west and enabled them to share in some of the 
demands created by the wheat boom. , The rjse of 
the Nova Scotia steel and coal industries was 
directly dbpendent on the protective duties, steel 
subsidies and the great program of railway con- 
struction. On the whole, however, the forces which 
tied tFe Maritimes to the continental ipterior 
failed to induce an expansion sufficient to  offset 
the changes which had destroyed their dependenoe 
upon the seg and weakened hheir relations with 
foreign markets. The Proyinces languished and 
their men and capital sought opportunities else- 
where. However, by migrating to the scenes of 
greater opportunity many shared in the benefite 
of the expansion. During 1496-1913, (the popula- 
tion of the three Provi3ces increased a mere 9 per 
cent compared with an increase of nearly 60 per 
oent in the rest of Canada. 

At the beginning of this periad, Ontario and 
Quebec,' although sheltered by a protective tariff 
and connected with the Northwest by a trans- 
continental railway ,and with the Maritimei by 
the Intercolsnial, had few relations with the rest 
of th8 country. They had their own contacts with 
foreign markets. *he scope of 'their commercial 
and industrial activitiee was confined mainly to 
their owh areas. In the early nineties, Canada's 
leading exports were lumber, cheeb, fish, dattle 
and barley, and of the8eSall biut fish came cliefly 
from the two Central Provincee. Fofest and agri- 
cultural products *ere the principal staples and 
the fluctuations in their sales in foreign markets 
determined the ebb and flo$ of prbspefity. At the 
end of the period in 1913, this con'dition had entirely 
chhnged. Exports had become a relatively minor 



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

The western settlement and the national policies 
induced a rapid expansion, a great investment of 
capital and a measure of prosperity not experienced 
in the Central Pro~inces since the 1850's. With the 
highly specialised export production in Western 
Canada and the decline in the competitive posi- 
tion of the small Maritime manufacturers, Ontario 
and Quebec became the manufacturing centre of 

= the country. The growing volume of traBc from 
the Prairie region moved over the railways, the 
waterways and out through the ports of the Central 
Provinces. The banks, insurance companieq - ' mortgage companies and other financial institu- 
tions of these older communities quickly extended 
their activities to the expanding West where they 
came to occupy virtually the whole field. This 
commercial _ and industrial concentration was 
accompanied by a rapid urbanizbtion and the 
growth of metropolitan centres in Central Canada. 
I t  was accompanied also by the rise of great 
national business organizations having their head- 
quarters in Montreal and Toronto. Manufacturing, 
finance and transportation came to be dominated 
by a few large corporations whose operations 
extended across the entire continent. This period 
saw the development of a remarkable centraliza- 
tion in a country of such widely separated and 
varied regions. 

The wheat boom had 5 a l l y  brought the realiza- 
tion of the economic objectives of the Confedera- 
tion scheme. The Northwest was settled and the 
Federal Government was able, through its policies 
and projects, to ensure expansion in the older 
c~mmunities of Canada on the basis of that settle 
ment. These communities, restricted by the 
exhaustion of their own frontiers and confined to 
a precarious dependence on their own foreign out- 
lets, received a new stimulus 'from the highIy 
specialized exporting industry on the Prairies which 
had become the country's principal economic 
contact with the external world. Wheat trans- 
formed the static and isolated regions into an 
integrated and expanding national economy. The 
rising prosperity which accompanied this growth 
in interdependence fortified the political structure 
of Confederation with a common material interest 
and a national spirit such as had never exigted 
before. 

Growth of ~ a t i c k a l  Unity and Rbe  of Canadiqn 
Nationalism--success of Dominion policy and 
common basis of prosperity alleviate regional 
and provincial discontent 

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

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

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

The growing national consciousness and confi- 
dence' also contributed td the  defeat of Reciprocity 
in 1911. For years after Confederation, both 
parties had attempted ,to secure a renewal of 
reciprocal trade relations with the United States. 
It was in despair of such a desirable arrangement 
that the National Policy had been adopted in 1879. 



After many doubts and disappoinimenta, the wide- 
spread prosperity of the first decade of thia century 
appeared to vindicate the policy of industrialization 
by protective tariffs. The conviction that the 
nation could work out its own destiny, imperialist 
sentiment, resentment a t  the United States and 
the premure of special ihterests combined to 
turn down Reciprocity when it was at  lmast offered. 

Nationalism had a potent influence on external 
relations. Internally, it worked hand in hand with 
other favourable circumstancea to  promote politicd 
harmony. Western expansion brought prosperity 
to the older pfovinces and eased regional di5iculties 
which might otherwise have sought politicd 
expression. The bold' leadership of the Federal 
Government seemed everywhere to be creating 
opportunities rather than imposing restrictions. 
The impressive results secured won a new respect 
and loyalty for federal policies. 

There was no revival of the centralizing 
tendencies which had marked the leadership of the 
Federal Government in earlier days. The decisions -, 
of the Privy Council had undermined the theory T, 

provincial statutes on the ground that they were 
inequitable, confiscatory or contrary to sound 
principles of legislation.16 The competence of the 
provincial legislatures to decide such issues was 
acknowledged. 

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

l -. 
of federal dominance. The Liberal Party, which ,p Rapid Rise in Government Expenditures--exten- 
was in power during 1896-19119 had sive ass&ance to development, ,the ocmpation much of its strength from the elements which ,.. 
combatted the Macdonald conception of Con- " the frontier and 

federation and struggled for provincial rights. Its , :, Between 1896 and 1913 there was an immense 
policy was greatly influenced by the personality - - growth in public expenditures. Total Dominion, 
of Sir Wilfrid Laurier who consistently tried to n<n-provincial and municipal current outlay was multi- 
promote a closer harmony between the French and plied four times, rising from $63 million to $253 
English through mutual. tolerance and under- ': million. The growth in population naturally 
standing. The prevailing philosophy of Canadian -- involved additional outlay by governments but the 
federalism in this period, therefore, aimed at  -. per capita expenditures almost trebled. The forces 
national unlty through voluntary co-operation of .'- which brought about this extraordinary jump in 
an acknowledged diversity of elements. The the costs of government were all-pervasive, exerting L Dominion was alert to avoid policies which would . X, roughly equal premure on all three levels, 
cut athwart provincial interests. . 3' Dominion, provincial and municipal.1 

Dominion powers of reservation and disallow- - The principal causes of this multiplication of 
* ance were mu* more sparingly exercised. The :expenditures was the enormous expansion of the 

power of reseryation was exercised in the sole economy and the important role which govern- 
instance of a British Columbia. bill relating to ments played in that expansion. The rapidity of 
Oriental immig~fition.14 While there were 29 economic development in the early years of the 
dissllowances of provjnpial acts in the period, 19 century was only made possible by the whole- 
of these were accounted "for, by the repeated enact- hearted efforts and lavish assistance of govern- 
ment in British Columbia of discriminatory ments. The bringing of the western wheatlands 
and restrictive measures against Orientals. The within reach of the international market in less 
Dominion coqsidered thysp to be either beyoad the than a decade involved large additions to trans- 
legislative power of; the Provinces or contrary to portation facilities which private enterprise could 
Dominion or Imperial policies and interests. On 

15Yemorondum on Dominion Power of Diaollownnce of these it was p'epared to ad but Provjnoial Legidation, Department of Justice, O t t y a ,  1937, 
it  abandoned the earlier pragtice of disallowing pp. 70-73. 

1 The Dominion raised its percentage share of the total outlay 
from 38 per cent in 1898 to 42 per cent in 1913, the provinces 

l(.dfenrorandutn on the Ofice of LleutenonC(fovernw of 6 increased their share from 17 per cent to 10 per cent while the 
~ r o v ~ n o e ,  Department of Justice. Ottawa. 1937, pp. 0041. municipal share declined from 45 to 39 per cent. 
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not have supplied eo quickly, and indeed would 
not have &red to embark on, without publio 
&stance. 

C Moreover, the general expansion generahi by 
the wheat boom led to new developmental expen- 
diture~ everywhere. The llew mining areas in 
British Columbia and Ontario were opened up. 
Provincial governments began to make grants for 
highway development. The Federal Government 
gave bounties on iron, steel, lead, petroleum and 

r hporta of manila fibre in or& to encourage 
' -  domeetic production.2 Varioue industries were 

asmsted by provincial subsidies and both Dominion 
S and provincial governments allotted increasing 

eums to encourage and improve agr ic~~turd  
production. 

During the boom, two new Provinces were 
created and two others grew to maturity in the 
West. In Saskatchewan and Alberta, the entire 
community equipment and all the physical 
apparatus by which governments perform their 
eocial role had to be provided almost overnight. 
Transportation and communication facilities, public 

m ' buildings and equipment of every kind were 
required. The foundations and superstructure of 
an educational syatem had to be built. Towns and 

l -  villages sprang up everywhere, needing a wide 
variety of municipal service. People in haste to 
realize a goodly heritage found private enterprim 
too slow in providing some of the services commonly 
left to its care in older communities and they easily 
agreed in asking governments to furniah them. 
What was true of these two Provinces was only 
slightly less true of the rapidly growing Provinces 

. of Manitoba and British Columbia. 
The largest increase8 in government activity in 

Eastern Canada were due to the rapid urban 
development of the period. The wheat boom 
brought great industrial expansion, particularly 
in Central Canada. Towns grew into industrial 
cities and cities into metropolitan areas. As 
people were drawn from the farms and villages to 
the cities and towns, the problems of urban 
crowding required a large extension of public 
services. Streets and street railways, gas and 
electric systems, sewage systems, water supplies, 
schoolq hospitale, libraries, etc. were required. The 

, greater the concentration of population, the greater 
is the number of services which can be eupplied 

1 most economically in a collective manner. Also, 
in the case of some services, concentration brings 
a rapid rise in per capita costs. This tendency - 

apbr 5 ren rhowin ' amounta expinded on bounties in thin 
period, see &ada ~ e a r s o o k ,  1915, pp, 46941. 

toward a geometric rather than a nimple dthmetio 
progreesion of government expenditure8 in growing 
urban and metropolitan arem wss an important 
factor in the increaee in municipal expenditurea 
in the period under review. 

Finances of the Dominion-booming crustom 
revenues spur on agaresmve program of 
developmmt; the lavish.aasumptirm of railway 
commitments 

In the Confederation scheme, one of the 
cipal functions of the Federal Government was to 
be the promotion of economic development, and 
for two brief periods (1867-1874 d 1879-84) it r confidently undertook this taak. hen the Great 
Depression dried up its revenues and eapped it@ 
initiative. When proaperity reappeared a t  the end 
of the century, the Dominion became once more 
the chief instrument of new and larger programs 
of development. With expanding revenue& its 
operations gained a new magnitude and sweep 
eurpwing all its previous efforts. Doubts as to 
its capacity to play the role intended for it 
suddenly vanished. 

The development of the West waa under way by 
the beginning of the century and Canada was 
attracting large quantities of foreign capital. Ae 
this capital poured into the country in the form 
of goods, the familiar public revenue cy4i:'ot @e 
Dominion was repeated but on a male therto 
unknown.' Customs, and later excise, ,gpts 
from which i t  drew over 90 per cent of it&-~tjv&ue 
shot upward, and ss early as 1900 produced 8 
surplus of S million on ordinary account. With 
two or three exceptions, .the Dominion piled up 
surpluses of increasing size each year throughout 
the remainder of the period. In 191213, despite 
oonsiderable capital expenditures charged to current 
account, the surplus was nearly double the total 
groae revenues of the Dominion in 1896. 

At the same time, the rapid increase of popula- 
tion and low interest rates were reducing the per 
capita burden of debt chargea. In 1914, the per 
capita interest charges were slightly lese then they 
had been in 1875, despite the addition, of 8393 
million to the direct public debt of the Dominion. 
Such facta make it w ie r  to understand the 
boundleea optimism of the time and the mur- 
a c e  with which the Federal Government increased 
its expenditures and piled up contingent liabilities. 
As long as the expansion continued, past commitc 
menta appeared trivial in the face of mounting 

8 In the 5rrt decade of the, centuq the value of import4 ram 
from 8100 rnrllion to $420 rmllwn. 



revenuei and surpluses. As the conditions which 
would bring expaneion to a halt were nowhere 
apparent, the dire predictions of the cautious and 
the timid seemed ludicroue and the unfolding of 
events throughout the period reinforced this super- 
ficial judgment. 

Between 1896 and 3913 the ourrent expendi- 
tures of $he Dominiorr. were multiplied four times. 
Expenditures bn developmental projects accounted 
for over half the total increase. The promotion 
bf western settlement and general expansion by 
lavish outlays Qn transportation and public domain 
were the principal concern of Doginion finance. 
It is not necessary to recount, the well-known 
hiitory of the@bilities ixicurred for the National 

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

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

TABLE ~ ~ . ~ O V E R N M E N T  EXPENPITIJREB ON CURRENT ADCOUNT,(.) l896 AND l913 
(Thousands of Dollars) 

I l I l 
. % 

Provinces Dominion Total Provinces 
-c and Dominion - 

1896 1913 1896 1913. 1896 - - I -  
Net Debt Charges.. ........ .-;. . . . . . . . . . . . . . . . . . . . . . . . .  .( '1,526 1 2,304 ( 9,483 ( 12,213 1 11,009 1 15.081 . , Defence. .............................................. 
Public Welfare.. ...... ;.. :.,, :. ; : ................. : ...... 
Eduoati ...... ; ...... , . .............................. 

.....,.........$. . . . . .  ~$ri&ult%e. and,Publid, Dc$~$i'.,; : 
....................................... nap4 o ation..  

... . .......................... 8uB8ic&&tb Provinces. y .  : 
Gen& ~ExpenditurWugtioe, Legislation, ............. &vq~ment and M@qllaneous.. GEn?.!l 4.276 1 16,069 1 9:165 1 31;188 1 13,441 1 46,805 

. I  . co$~E'f:.'. .............. ......... ., ... . . . . . . . . . . . .  
. .  

.......................... Iototd pep Capita .(Dollars)'6. :. . >  ? 
l I l l I I 

G &urea: The Publio Aooouata of the Provinces and the Dominion and the hblio Acoounta Inquiry of the Royal CommiaRion on Dominion. 
Pmvirp~if~lations. 

~governmirntal tr~osactibns eliminated. 

Transaontinental, th8 Grand Trunk Pacifiwand the railways were saddle3 on the Dominion a t  a time 
Canadian Northern1 I n  1913, virtually the whole when revenues were falling. In  this period, the 
of,the dikect and indirect debt o f  the Dominion, seeds of a perennial public finance problem were 
ambunting-to $521 million, had been incurred for sown. 
railways, canals, harbours and river improvements, 

Aside 'from development, the only significant Finances of the Provinces-pre-occupation with 
inorease in expenditure was for defence, the cost of development; the rapid increase in debts and 
which. due to uneasiness in Eurme, rose from $2 expenditures of the Western Provinces 
million, to almost $14 million.  he creation of two 
new Provinces in 1905 and the general revision of Between 1896 and 1913, the per capita current 
subsidies in 1907 Nome $7 nlillion to the expenditures of the provinces increased nearly 
federal subsidies. The otltlay on general govern- three time$, their Per capita debts nearly four 
ment and administration rose by over three times times. At Confederation the provinces were vested 
due mainly' to the increase in population, the rapid with important functions but their hahc ia l  



responsibilities were not great. Their revenues 
were narrowly restricted and i t  was not thought 
they would again incur any substantial debts. 
However under the circumstances of the wheat 
boom they rapidly enhanced their role as agencies 
for collective expenditures. By 1913, the total 
debts of the provinces were more than half, and 

: - their current expenditures nearly half those of the 
-' Dominion. The provinces had evolved from a 
l relatively minor to an important position in 

Canadian public finance. 
As in the case of the Dominion, the dominant 

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

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

, for public buildings, institutions and roads by the 

Western Provinces was four and a half times aa 
large as that in Eastern Canada. 

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

The developmental programs of the Eastern 
Provinces were relatively on a much smaller scale 
than those in the West; nevertheless they were 
important and almost wholly accounted for the two- 
fold increase in their per capita debts between 1896 
and 1913. New Brunswick and Quebec expended 
considerable amounts in extending railways to 
their undeveloped frontiers. Ontario built the 
Temiskaming and Northern Ontario Railway, 
guaranteed $7.9 million of Canadian Northern 
Ontario railway bonds and launched the Hydro- 
Electric Power scheme. The Maritime Provinces 
concentrated mainly on the construction of roads 
and bridges which was responsible for the major 
portion of the increase in their debb. Net debt 
charges however did not rise substaXtially. Quebec 
which had fallen into serious difficulties in the 
eighties was wary of again assuming such burden- 
some liabilities and its per capita debt, thanks to 
current surpluses, actually declined during this 
period. The debt of Ontario was still completely 
self-supporting. The current expenditures on 
public domain and agriculture however bulked 
relatiJely large in Ontario and Quebec where the 
northern resources were beginning to become 
valuable. Nearly one-fourth of the current outlay 
of the Maritimes was expended on roads and 
bridges. 

Aside from the concentration of public resources 
on development, there were no important changes 
in provincial expenditurea during this period. In  
1913, legislation, justice and general administration 
constituted 32 per cent of the total current outlay, 
education 20 per cent, and public welfare but 9 per 
cent. The average per capita cost of general 
government for all provinces was slightly more 
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than doutxeci. 
society had become more complicated and the 
regulatory and administrative functions had in- 
creased. The greatest rise had taken place in the 
Prairie Provincee and British Columbia where the 
per capita expenditures on general government 
overhead were respectively three and six times 
those of the Eastern Provinces. The lag in 
municipal develqpment, the thin scattering of 
population and the rapidity with which govern- 
ment services had, to, be provided added greatly to 
costs. Education' also called' for larger outlays. 
The ecoqomy w a ~  becoming more specialized and 
the provinces responded to meet the more exacting 
requirements by fostering more complete and better 
standards of instruction. However, during the 
great expansion and proeperity of the time, most 
of the problems of social welfare, which have since 
become crushing responsibilities of the provincial 
governments, found their solution inside the 
private economy. The growth of specialization and 
urban conoentration were rapidly breaking down 
the former self-sufficiency of households and local 
communities but the social implications of this 
change were almost unnoticed in this period of 
spacious opportunity for all. Added costs of public 
welfare were mainly due to improved care for 
limited classes of unfortunates. 

n 
The Rise of Municipal Expenditures-ra~d urban- 

ization in the East, and the establishment of 
new cities and t o w 6  in the West 

I,! 
,.,Tptal municibl expenditures during this period 
rose in three dimensions. First, there was the 
growth in population and the establishment of 
many new cities and towns, particularly in the 
West; second, the growing concentration of the 
population in large urban centres with their heavier 
per capita costa of providing the same services; 
third, the extension in the variety of CO ective Y services which accompanies the increasing size of 
urban centres. 

One of the striking social changes of this period 
was t h j  crowding of people into towns and cities. 
By 1911, over 45 per cent of the population was 
classed m urban. One-third of the population 
lived in cities and towns of over 6,000 and almost . one-fifth in cities of over 60,000. The general 
decline in self-sufficiency and the industrial expan- 
sion otirnulated by the wheat boom and the 
national policies brought a sharp increase in 
yr&iz,$ion 
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.;.h "f h The self-sufficiency o t e arm household and 
the village community, which had marked Cana- 
dian life throughout the nineteenth century, largely 
disappeared with the rapid development of a 
specialized exchange economy in this period. 
Higher prices for agricultural produce led the 
farmer to specialize and concentrate his efforts on 
a few products. Improvements in transportation 
wiped out the "natural shelter" under which the 
village craftsnian had flourished. These factors, 
combined with improvements in manufacturing 
technique, enabled the farmer to exchange more 
of his specialized products advantageously for his 
various requirements which were processed or 
manufactured in urban centres. The assembling 
of farm and other natural products for distant 
markets and the distribution of manufactured 
goods for farm and village consumption required 
an intricate financial and commercial mechanism 
which concentrated in a few great cities. The 
rapid centralization of control in industry, com- 
merce and finance in the period speeded up this 
development. 

Urban concentration involves large additions to 
municipal services and, with a rising standard of 
living, it leads to collective provision of many 
comforts and conveniences. The cost of fire and 
police protection, health services and education, 
streets and sewers increases in a much higher ratio 
than the numbers of the population. Urban muni- 
cipalities undertake water, light, power and trans- 
portation services. The &ills required in a complex 
~pecialized society can only be secured through a 
more expensive educational system. The amenities 
of park4 libraries, recreation centres, free bathing 
facilities, among other things, are demanded. I n  
the result, a greater proportion of the urban income 
is spent on collective services which add to muni- 
cipal costs but, on balance, need not decrease and 
may even increase the real income of the community. 

Municipal expenditures and debts, as in the case 
of the provincial governments, rose most steeply 
in the Western Provinces and for much the same 
reasons. Between 1901 and 1911 the urban popu- 
lation of the West grew from 193,000 to 673,000, 
a rate of increase six times as great as that in 
Eastern Canada. The weed with which services 
and facilities had to be provided added substan- 
tially to the costa. In  addition many western 
municipalities undertook ambitious schemes which 
far exceeded existing reauirements and were based 
on the most optimistic estimates of the growth in 
population. Per capita municipal expenditures in 
the Prairie Provinces and British Columbia were 
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approximately double those of Central Canada.6 The Provinces of Alberta and Saakatohewan 
The Maritimes were the least urbanised region in which came into existence in 1906 were given the 
the Dominion and the provincial governmentg bore advantage of previous revisions and liberal. inter- 
a relatively higher share of the total coeta of pretations of the subsidy formula and the sums 
education and roads, particularly in the rural areas they received showed s coneiderable change in the 
where municipal organiration had made little head- conception of provincial responsibilities. Each was 
way. These factors, together with the slow increaae given a subsidy in excess of $1 million of which . 
in population, held down the total per capita outlay $376,000 was in lieu of the public lands retained by 
of local governments to about half that in Ontario the Dominion. The 80 cant per capita subsidy 
and Quebec. waa to be calculated on the actual population 

The rapidly rising municipal expenditurea in increase until a population of 800,000 was reached 
Central and Western Canada were financed without in each case. 
di5culty in this period. Almost all ?municipal Meanwhile, the older pr~vinces continued their 
revenues were derived from a direct tax on real agitation and the Provincial Conference of 1906 
property. The pre-War boom was marked by a was calIed to effect a final revision of subsidies. The 
steep and sustained increage in land values which settlement, which was accepted by all governments 
easily carried the mounting burden of taxation. except British Columbia, added about $2.3 million 

(an increase of about one-third) immediately to 
Expadon of Provincial Revenuesinelastic federal the total annual subsidies paid to the nine prov- 

subsidies inten* development of provincial inces and provided for automatio increaees with 
revenue sources; the growing importance of the rise in population. 
taxation About the time that the subsidy revision was 

under ditxussion, however, the boom began to 
The provincial governmenb could not have have a marked effect on the sources of revenue on 

added to their expenditures as they did between which the provinces had relied in the past with 
1896 and 1913 without access to more fruitful such disappointing Accelerating business 
revenue sources. The fact that they were exploring activity boosted the income from licence8 and fees. the possibilities of the unpopular direct taxes in ~~~~~~i~~ of lumbering and mining bought a 
the early nineties testified to the tightness of their sharp increase in the revenues from public domain, 
fiscal positions at the opening of this period. They A, rising prosperity the accumulation of 
continued to be more or cramped for nearly wealth, succession duties began to bring in con- a decade after 1896. Dominion revenues improved siderable sums. As corporate spread 
a t  once with rising customs receipts. It was almost rapidly, the corporation tax became fruitful.  hi^ 
ten years before the expansion and rising capital buoyancy temporarily relieved the financial strsins 
importations permeated the economy sufficiently of the provinces but when the boom broke they to affect substantially the provincial sources of ' more in diaculties. ~ ~ ~ i t ~ b ~  and 
revenue. During the first few Years of the c e n t u ~ t  Prince Edward Island got a further increase in 
therefore, the provinces pressed for a Substantial federal grants in 1912 and at the Inter-Provi~ial revision of subsidies. Conference in 1913 the provinces again urged a 

general revision of subsidies. 
6 

TABLE MA.-PER CAPITA MUNICIPAL GOVERNMENT EXPENDITURES, CURRENT ACCOUNT% iwa 

Net Debt Charges.. . . , . . . . . . . . . . . . . . . . . 

bume: Public Aooounta Inquiry of the Royal Commission on Dominion-Provincial Relations. 



By the end of this period, federal subsidies had 
become a relatively minor part of total provincial 
revenues, namely 28 per cent, compared with 43 
per cent in 1896 and 58 per cent in 1874. At the 
same time, the proportion of federal revenues thus 
transferred to the provinces had dropped by one- 
half.6 On a number of occasions the provinces 
had suggested a formula which they hoped would 
keep the subsidies more in line with their growing 
expepditures and enable them to reap some of the 
benefits of the expanding revenues of the Dominion. 

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

Federal subsidies provided leas than one-fourth 
of the increase in provincial revenues ($35 million) 
during this period. The sources from which the 
provinces were originally expected to meet expand- 
ing requirements, namely, licences, fees, etc., and 
public domain, took care of only about one-half of 
the increase in their needs; the remainder, $8.4 
million, was obtained from direct taxation. 

I # -  TABLE~~~.-GOVERNMENT REVDNUEB ON CURRENT ACCOUNT,Q l896 AND 1913 
P-: 9 (Thousands of Dollars) 

-'. ' 

Provinces Dominion Total Provinces @) 

and Dominion 
J 

1896 1913 1896 1913 1896 1913 
p----- 

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

Customs Import Duties.. .......................... - - 19,479 104,691 19,479 104,691 - Excise Duties.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 9,170 21,452 9,170 21,452 
Corporation Taxes.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  166 3,490 - - 166 3,490 
Succession Duties.. ................................ 428 3,611 - 428 3,611 - Income Taxes.on Persons.. ......................... 13 119 - - 13 l ie 
Real Property Taxes.. ............................. 180 . 1,753 - . 180 1,753 
Other Taxes.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  177 347 - 1,335 177 1,682 

---p-- 

. . . . . . . . . . . . . . . . . . . . . . . .  Sub-Total-Taxes. 954 0,320 28,649 127,478 29,603 136,798 
-p---- 

Motor vehicles, automobile licences, etc.. ................. - 470 . - - - 470 
All other Licences, Permits and Fees, Fines and Penalties. . 1,756 6,678 266 1,516 2,022 8,194 
Public Domain.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,801 11,046 299 3,420 3,100 14,466 
Liquor Control.. . . . . . . . . . . . . . . . . .  :. . . . . . . . . . . . . . . . . . . .  - 2,248 - - 2,248 
Sale of Commodities and Swices. ....................... 63 815 543 1,613 606 2,328 
Other.. .............................................. 97 1,507 201 1,276 298 2,392 

--_.-P-- 

... .. TOTAL.. : , ............................. , ....... 9,972 44,935 29,958 135,203 35,629 166,896 
-p--- ----- 

"'.8ource: The Public Accounts of the Pmvinces and the Dominion and the Public Aooounte Inquiry of tbe Royal Commiaoion on Dominion- 
Provinotal Rclatrons. 

(bl Intergovernmentnl transsctions Bliminhtod. 

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

. . .  the Customs and Excise Duties collected from 
year to year". Whatever likelihood existed that 

%Between 1874 and 1913, the percentage of provincial nub- 
sidies to the Dominion's revenues fell from 18 to 9 per cent. 

As the expenditures rose, the disparities in the 
ability or ease with which the various provinces 
and regions could meet them became more con- 
spicuous. Also, in the provinces where the expan- 
sion was most rapid, the population was more 
willing and more able to bear heavier taxee for 

- the purpose of encouraging further development 
and of providing collective services which private 

, enterprise was slo* to undertake. 
Next to federal subsidies, public domain was the 

largest single source of total provincial revenu-- 
and here the disparities between provinces we 



fiarticularly great. The ,Prairie Provinces did not 
h ~ v e  control over their natural resources but 
repeived a mal l  annual subaidy from the Dominion 
in, lieu of them. I n  British Columbia, where 
lumbering and mining were the principal activities 
afid where the expenditures on public domain were 
large, the5 revenues therefrom were ten times as 
great per capita as in the Eastern Provinces. The 
other traditional method of raising provincial 
revenue, i.e., the imposition of licences, fees, etc., 
was used most intensively in the Prairie Provinces 
where, after federal subsidiw, i t  constituted the 
main source of income. In  the Maritimes the 
receipts from this item were almost negligible. 

The largest reserves of provincial revenue lay in 
the power of direct taxation. The growing demands 
upon expenditures and the inelasticity of federal 
subsidies forced the provinces to make more and 
more use of such taxes despite their unpopularity. 
The extent to wh::h they weie levied in each of 
the provinces depended upon the nature of the 
economy and the magnitude of the total outlay. 
In British Columbia where the level of expendi- 
tures on a per capita basis was many times as 
high as in the other provinces, the per capita 
receipts from taxation were nearly six times those 

. 

in the rest of the country. While British Columbia 
had a highly developed system of taxation, includ- 
ing taxes on personal incomea, real and personal 
property, the leviee in the other provinces were 
confined almost exclusively to corporation taxes 
and succession duties.7 The two latter imposts 
were most productive in Ontario and Quebec. The 
industriaI and commercial expansion stimulated by 
the wheat boom and the national economic policies 
was accompanied by a rapid concentration of 
corporate activity and of large private fortunes in 
Central Canada. The receipts from corporation 
taxes and succession duties, therefore, rose steeply 
and by 1913 yielded 26 per cent of the total 
provincial revenue8 compared with but 9 per cent 
in the Prairie Provinces and 8 per cent in the 
Maritimes. The per capita revenue from succes- 
sion duties in Ontario and Quebec was twice as 
high as the average of the other provinces. 

A number of significant changes in the financial 
position of the provinces from that intended a t  
Confederation, had already begun to emerge a t  
the opening of this period. The demands and 
opportunities of the wheat boom, and the growing 
specialization and interdependence of society greatly 

TAt 1013 British Columbia and Prince Edward Island were 
the only pro;incea levying personal income taxea. However, in 

I 
the latter Province the tax wee more in the nature of 8 tax on 
real and pereonal property than a true incame tax. 

accelerated this development. Despite the c r h p -  
ing financial settlement of 1867, the provinces 
became in fact much more than brge municipalities. 
When other revenues became insufficient, they 
entered the field of direct taxation which in 1913 
was already producing over one-fifth of the total 
revenues. However, the implications of large ' 

uncontrollable expenditures and heavy debts, of 
the great inequalities in taxable capacity, and of 
the attempt to use what are in reality national 
taxes for provincial purposes, were not yet evident. 

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

As Canadians on the prairies specialized in 
growing wheat for the international market and 
Canadians in the older parts of Canada specialized 
in providing a wide variety of goods and services 
for the national market, the old self-sufficiency of 
pioneer days passed from the scene. By 1913, the 
open frontier had almost disappeared. With the 
coming of a highly specialized interdependence, the "' . ' 4 
capacity of individuals to overcome economic - - ' *  

reverses and mischances by their own efforts was 
greatIy impaired and the material conditions which 
force governments into costly expenditures for 
social security were begun. With intensive indus- 
trial development came the shift from the country 
to the cities, bringing in its train a greater demand 
and a greater need for collective provision of 
various services. 

The general expansion was accompanied by the 
multiplication of the expenditures a t  all levels of 
government. I n  part, this was due to  the growth 
of population and the extension of the area 



requiring governmental services. In part, it.was governmente,,:spent lavishly . to open the doore of 
due to the undertaking of .many collective services opportunity for private enterprise. In SO doing, 
by urban municipalitiee.. Despite these factors, the they enduraged the. growth .of a new economy, 
traditional preoccupation of British North Americatl moEe productive and diversified but also more 
governments with economic~development continued vulnerable in ,times of adversity. Its tribulations 
to dominate public finance and reached its greateat a t  a later date were to alter the character ae.w - 

I ,: - * .. 
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