
CONFEDERATION 

1. THE FORCES LEADINQ TO CONFEDERATION The American Revolution left half the conanens 
with two tiny pockets of settlement under the 

Canadian Confederation Was a great political British flag. These two pockets had developed into 
achievement. It was made possible by a remark- four self-governing colonies, and struggling 8ettle- 
able conjuncture of events which brought each of merits had gained footholds in the western wilder- 
the separate colonies to a crisis in its affairs a t  the neM on the pacific coast. ~h~ older colonies 
same time and pointed to political union as a had matured greatly, both politically and economi- 
common solution of their di5culties. Great Britain, cally, but, being essentially dependent on water 
for the time being disillusioned with empire, had transportation, they had remained isolated from 
reversed the military and commercial policies which one another. A~ ~ ~ i t i ~ h  dependencies, their 
had sheltered and nourished the colonies in the economic development had been shaped by the 
past. The loss of the imperial preferences had imperial commercial system. ~h~~ thought in 
compelled all the colonies to face drastic readjust- terms of external rather than ~ ~ i t i ~ h  ~ ~ ~ t h  
ments. In  the Province of Canada, this disaster ~~~~i~~~ trade. 
coincided with the final failure of the costly St. The Maritimes looked to the sea. They con- 
Lawrence transportation system designed to tap the centrated on their timber and fish, their ship- 
trade of the Middle West. The public finances of building and their carrying trade. Their own 
the Province were seriously involved in the failure hinterland and the vast continent l,ehind them of this ambitious venture a t  the very moment when were little in their thoughts, The Canadas had 
the strife between Upper and Lower Canada had deve:oped a thriving export trade in timber and 
led to a political impasse. In  the Maritimes, the wheat. The most active spirits, however, took 

based On the sea was these outlets for granted and faced inward on the threatened by the new agents of steel and steam; continent. them, the st. I , ~ ~ ~ ~ ~ ~ ~  water an onerous public debt had been incurred for rail- Bystem was not so much a political boundary as ways and the loss of the imperial preferences was a highway leading into the heart of the 
a These provided continent. From the beginning, the Canefians had 
tribulations enough for colonial statesmen; in addi- dreamed of a future when a trade of continental tion there was the hostile attitude and aggressive proportions would pour along their highway. The expansion of the United States. other British colonies had little place in their plans 

The territorial aggrandizement of the United for the St. Lawrence one of the great trade routes 
States impelled a defensive political union of the of the world. And the of the Red River 
British colonies in North America. The loss of and Pacific Coast settlements were entirely foreign impvial preferences and probable withdrawal of to those of Canada and the Maritime8. The 
trading privileges by the United States gave point separate pre-occupations of the colonies had led to arguments for economic union. The railways, them in opposite emphasizing, in social 
lately come to North America, provided for the first terms, their physical isolation from one another. 
time a means of uniting vast continental areaa under 
a single government. In  a larger union, there might Thus, in 'pite Of their growth, the 
be not only an escape from present and impending colonies in North America had remained small and 
misfortunes but also a brighter future. Out of the isolated pockets of settlement. They had grown 
failures of the past, the perils of the present and up in reliance upon the mercantile ~rivileges 
the hopes for the future, there emerged a new supplied by the British navigation laws and trade 
purpose and design for British North America. I t  preferences. This was their world and they would 
not only required that there should be union but be compelled to find an entirely new scheme of 
also decided largely the form it should take. The existence if i t  disappeared. And disappear i t  did 
purpose, the original structure and much of the in the two decades before Confederation. By 
subsequent history of the Canadian federation find adopting free trade a t  home, Great Britain swept 
their explanation in the very factors which brought away the privilege8 on which the provinces had 
union about. relied. With the grant of responsible government, 
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I imperial control over colonial fiscal policy was 
l 

relinquished. The imperial authorities insisted that 
responsible government carried with it  the respon- 
sibility for defence and the colonies were notified 

I that the garrisons would be withdrawn. The 
I threatened recall of the legions marked the end of 

the sheltered world the colonies had known. 
I 

Accustomed to shelter, the first reaction of the 
Province of Canada was to seek a new privileged 
relationship with the United States. This move- 

I ment which resulted in the Elgin-Marcy Reci- 
l ' procity Treaty of 1854 met with some short-lived 

success but the permanence of any such solution 
soon became open to the greatest doubt. Unfor- 
tunately for the peace of mind of the colonies, the 
change in British imperial policy coincided with 
the rise of continental imperialism in the United 
States.1 During the fifties and sixties, the far 
west was rapidly organized into territories under 
the aegis of the United States. The projection of 
transcontinental railroads by American' promoters 
aroused deep alarm in the minds of British North 
American statesmen.2 Aided by new methods 
of settlements and transport, settlers were swarming 
westward and eddying northward towards the 
domain of the Hudson's Bay Company.4 This 
quick advance across the continent was accom- 

I panied by hymns to "manifest destiny" and by 
repeated, though largely irresponsible demanda for 
the annexation of the British colonies to the north. 
Even if Canada and the Maritimes were not 
seriously threatened, it  became increasingly doubtful 
whether the United States could be prevented 
from swallowing the rest of the,continent, including 
the territories of the Hudson's B a y  Company and 
the feeble British settlements on the Pacific Coast. 

The American Civil War with its border inci- 
dents and its Anglo-American disputes intensified 
the alarm, and anger at  Great Britain ensured that 
the United States would abrogate the Reciprocity 
Treaty a t  the earliest opportunity. The "Alabama 
claims" were translated into a demand for terri- 
torial compensation. Various threatening gestures 
were made by the American Union which emerged 
from civil war as one of the great military powers 
in the world. In  the early sixties, the era of 
peaceful political relations and advantageous 
commercial arrangements with the United Statea 

lTexas was annexed in 1846, Oregon in 1840, and Alaaka 
purchased in 1807. 

8The Union Paci5o waa chartered in 1802 and the Nprthern 
Paci5o in 1884 the latter bang frankly planned as an intern* 
tional tranaoonhnental mad. 

8111 1862, the Bree Homestead A+ opened'the American Weet 
on most advnntageous terms to incomlng aettlerm. 

'Minnesota which lay 'ust aouth of the tiny Red River settle- 
ment, was admrtted to the bnion in 18R. 
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appeared to be definitely over. T h e m p b ~ t i c i 1  
independence of the colonies was insecure and their 
material prospects were discouraging in the 
extreme. They had lost their most valuable 
commercial privileges in the retreat of one empire 
and they had no hope of countervailing advantages 
from the threatening advance of another. 

The abrupt reversal of British policy and the 
rapid expansion of the United States were events 
of world-wide significance. Either of them taken 
singly would have been a heavy blow to the prov- 
inces. Their coincidence intensified this pressure 
and gave it  an urgency i t  might otherwie have 
lacked. Had Britain retained the old commercial 
system, the provinces might have remained uneasily 
passive in the face of American expansion. If their 
southern neighbour had shown herself pacific and 
eager to trade on advantageous terms, they might 
have permitted themselves to be drawn quietly and 
separately into her orbit. As it was, these events 
were loosed upon them in the same period, forcing 
them to contemplate radical measures. They began 
to see solid advantages in a political union which 
had never hitherto been seriously entertained. 
Through a united front, they might hope to reeist 
the northward expansion of the United States. By 
organizing trade among themselves, they might 
compensate for the loss of their valuable commercial 
privileges. 

There were a number of factors in their domestio 
situations which urged drastic action and also 
pointed to the same solution. The long efforta to 
draw the trade of the mid-continent down the St. 
Lawrence had met with final failure. The public 
debts incurred for railways and other improvements 
of the St. Lawrence transportation system had 
a b o s t  destroyed the credit of the Province of 
Canada in the London money markets. The possi- 
bilities of further expansion within the Province 
were severely limited and vigorous commercial 
groups in Montreal and Toronto, disappointed over 
the failure to tap the Middle West, were looking 
for new fields for enterprise. In  these circumstances, 
attention turned increasingly to the possibilities of 
the North-West. The imperial authorities were 
willing for Canada to take over Rupert's Land. 
As long as everything depended on water trans- 
portation, it  had not been commercially accessible. 
But the coming of the railways seemed, for the 
6rst time, to open t h ~  way for its development. 
South of the boundary, the United States was 
showing how railways could be used to organize 
a continental domain. With the aid of this new 
technique, Canada might duplicate the impressive 



expansion of the United States. As an escape from 
the disappointments of the past and the hampering 
limitations of the .present, the attractions of a 
national transcontinental system became ever more 
compelling. 

The pressure for expansion to the West came 
mainly from Upper ~ d n a d a ,  seething with the 
typical urges of frontier America. This fact had a 
disturbing influence on the unstable political union 
of Upper and Lower Canada. In  spite of the 
unitary form of the constitution established in 1841, 
the Province of Canada had taken on the main 
features of a federal system. The Act of Union had 
awarded each section an equal number of repre- 
sentatives in the provincial assembly, and the 
practice of dividing ministerial posts and votes of 
public money fairly equally between them main- 
tained an uneasy political balance between French- 
speaking and English-speaking Canadians. The 
instability of this equilibrium became more marked 
as the population of Upper Canada outgrew that of 
Lower Canada and the former demanded increased 
representation which would reflect its decisive 
superiority in numbers. The union thus endangered 
the cultural heritage of Lower Canada. Annexa- 
tion of the Northwest, leading to further British 
settlement, would involve a westward transference 
of the provincial centre of gravity. Lower Canada 
would be doomed to political subordination, and 
the threats to its cultural values were intensified. 

French Canada would not acquiesce in the 
swamping of its own way of life and the collapse 
of the Tach6-Macdonald Government in June, 1864, 
after only three months of office, clearly revealed 
the impasse to which Canadian politics had been 
brought. The coalition which succeeded it was 
frankly formed to explore the possibilities of federal 
union, either of the Canadas alone or of British 
North America as a whole. , I n  the Province of 
Canada, internal political deadlock and financial 
stringency intensified the pressure for a sweeping 
adjustment. 

At the same time, the vision of transcontinental 
expansion had begun to have some attraction for 
the Maritimes. They were suffering from the loss 
of their protected markets and the new techniques 
of the industrial revolution were disturbing their 
habitual pursuits. Steam-driven vessels were over- 
hauling the famous clipper ships and cutting 
into the carrying trade of the Maritirnes. These 
circumstances led them to consider seriously the 
possibility of closer relations with Canada. Here 

again i t  was the railway which brought this possi- 
bility wibhin the realm of the practical. New 
Brunswick and Nova Scotia had strained their 
public finances to build railways which were 
as yet incomplete. But the completion of the 
Intercolonial would, it  was thought by many, bring 
t.he commerce of Canada into the ice-free ports of 
Halifax and Saint John. With a little optimism 
they could see the trade of a transcontinental 
British North America canalized in the same way. 
And for the Maritimes too, the growing belligerence 
of the United States ,darkened the horizon, and 
intensified the Maritimes' recognition of their own 
inability to protect the fisheries. 

Thus the pressure for union grew out of the - t  

circumstances of the colonies. The nature of these " 
circumstances, both economic and political, deter- +W 

mined the character of the union. The political ' 
conditions are familiar and need no further discus- 
sion. The economic conditions influenced greatly ' ' 
much of the framework and detail of the federal .* 
scheme. To grasp the design of the architects of -2 Confederation it  is therefore important to  look . 
more closely a t  the economic and social conditions ,C?-' 

of the time. 

About three and a half million people lived in 
the British North American colonies at  the time 
of Confederation, three-quarters of them in the 
Province of Canada. Four-fifths of the total 
population was rural. Montreal, much the largest 
city, had about 100,000 population.5 Most people 
were engaged either in cultivating the soil or 
extracting raw products from the forest and the 
sea. These principal occupations supported a small 
group of manufacturing, handicraft and service 
industries, widely scattered through the settled 
areas. These industries were sheltered from foreign 
competition, partly by natural advantages such as ... 
local abundance of cheap raw materials and the : ' #  ';, 
lack of transportation facilities and partly by the 8.' % 4 incidental protection of a revenue tariff. The =,.k 
percentage distribution among the various occupa- L-., , 
tions is shown in Table 1 on the following page. 

'Quebeo with 60000 and Toronto with 60000 were the only 
other towns boasting 'more than 30 000 populatibn Barely 12 per 
cent of the total population l i ~ e d  in' towna exceediha 6,000. 



Farmers, lumbermen and W- 
ermen .................... 

Manufaaturing and handi- 
or&. .................... 

Co~~~tructlon and unskilled 
labourers. ................ 

Miners.. .................. .I. . 

-p- P ..................... Total.. I im I im I Im 13 lm 
P = -  - 
I I I I I  

Inolgdes wholesale and retail trade trsanportation ~d oommunh- 
tion, government and education, finsnb, the pmtesaiom md penolul 
services. 

The self-sufficienby of separate families and of 
small isolated communitiein short, the rural 
and frontier nature of the economies as a whole 
-is illustrated by the relative unimportanm. of 
the service occupations. A complex, highly epeoial- 
bed, metropolitan society' requires a highly 
developed system of services.7 In the Canada of 
today, about forty per cent of the gainfully occu- 
pied are engaged in supplying services rather than 
in producing goods, compared with eighteen per 
cent a t  the time of Confederation. The extraction 
and crude processing of natural products then 
absorbed the energies of most of the population. 
The Maritimes-dependence 2n wood, wind and 

water techniques 
The economy of the Maritimes was based on the 

forest and the sea. Fishing, lumbering, shipbuilding 
and the carrying trade were the principal occupa- 
tions. Table I indicates that farming, lumbering 
and fishing accounted for over half of those gain- 
fully employed in New Brunswick and Nova Scotia. 
As the numbers who made farming a full-time 
occupation were not large, the overwhelming 
importance of the forest and the sea is clear. The 
Maritimes had grown up as a part of the old 
British commercial system which sought to make 
the Empire a closed trading unit, and they had 
reeponded to the demands of that policy. Fish had 
long been o%e of the great staples which the 
colonies were encouraged in various ways to 

aThese percantages are derived from the cenms of 1871 and 
may he taken as approx~mate correct for 1861 

'That is occltpntions nhi5 are not concerned with the direat 
produation oi goods, such as wholesale and retail trade. trans~ortA- 
Lion, banking, %he profemions, etc. 

. - 

produce. Indeed, the rise of Nova Scotia was, in a 
messure, due to the protected markets for aod in 
the West Indies which were partly lost by the 
New England fishermen after the Revolution. 
Accustomed to the m, the Maritime fishermen 
naturally undertook to carry their fish to their 
markets and thus "Bluenose" ships first ventured 
into deep-sea carrying. The markets of the West 
Indies were many, small and scattered which 
prompted the Maritime captains to diversify their 
cargoes to facilitate ready dispossl of them. Thus 
the production of lumber, potatoea and miscel- 
laneous small manufactures was stimulated a t  home 
and these articles were added to the cargoes which 
cleared for the West Indiea 

In the same way, the large-scale exploitation of 
the forest got its first stimulus from the establish- 
ment of colonial timber preferences during the wars 
with Napoleon. A large trade with Great Britsin 
in square timber grew up and reached ite peak 
about 1860. As the stand of large treea suitable 
for this trade approached exhaustion, a demand 
arose for lumber, particularly in the United Statea. 
Saw-mills sprang up a t  the mouths of the rivers 
in the Maritimes and exports of sawn lumber and 
deals began to replace square timber. In the 
sixties, the Bay of Fundy lumber trade wats one of 
the chief world staple trades in term8 of volume. 
The carrying of these bulky timber products alwaye 
made large demands on shipping and the Maritimes 
were early drawn into building their own wooden 
ships for the purpose. Most of the rough ships 
used in this trade were sold in the same market as 
the timber and lumber which they carried. 

The shipbuilding and carrying trades sprang 
from the basic Maritime occupations but soon grew 
beyond them. At the middle of the last century, 
the Maritimea were one of the worldjs great 
commercial maritime powers, holding fourth place 
in registered tonnage of shipping. They had begun 
by building ships to carry their own produce and 
this still provided the backbone of the business. In 
addition, however, the vessels of Nova Scotia and 
New Brunswick were engaged in the trade from 
Europe to the United States, to South America, 
the Eaat Indies and Australia. They carried coal 
from England to the East, guano from the Chincha 
Islands to England and France, petroleum from 
the Gulf ports to Europe and South America and 
wool from Australia to Europe. The "Bluenose" 
vessels were to be seen1in every great port in the 
world. 

The principal industries of the Maritime colonies 
were thus closely allied and in large measure 
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degree of self-sufficiency while they secured supple- 
mentary cash income from fishing and lumbering. 
A 'gea t  many of themyere, a t  one time or another, 
engaged in the carrying trade. In  addition to those 
who made it  a part-time employment, the carrying 

ly trade provided full-time occupation for about 13 
per cent of the gainfully employed in Nova Scotia 

more intimate sense, several of these occupations in 1866. 
were often unified in a single enterprise carried on Nova Scotia built her ships for her own purposes 

I 
by one individual or trading group.8 rather than for export. In  the period between 1863 

Thus the Maritimes had mastered the techniques and 1866, the annual value of ships built was as 
of the wood-wind-water era. On the basis of forest much as one-third of the total value of all exports. 
products' and fish, they had made a place for them- The vessels owned by Nova Scotians in 1865 repre- 
selves in world industry and trade. All their minor sented an investment of'about $9 million compared 
and subsidiary occupations were nicely geared to with a total capital investment in manufacturing 
support and develop these leading industries. This of $6 million. The available statistics do not 
balance in their economy and the perfection of their suffice to give a distinct and cbmplete picture but 
skills signified a confident maturity which enabled they do indicate that the life of Nova Scotia was 
them to compete on even terms in the deep-sea dominated by the sea. 
carrying trade. The economy of New Brunswick had a muoh 

Nova SCotia was the most diversified of the simpler pattern thag that of Nova-Scotis. I t  was 
Maritime Provinces. Its exports were of a greater virtually a vast lumber camp, Is 1866, forest 
variety and spread over a wider range of markets. products (excluding ships) made up nearly 70 per 
Nevertheless, in 1866, fish accounted for over 40 cent of the total exports of New Brunswick. 
per cent of the value of total The trade Apart from subsistence fishing and farming, lum- 
in fish was almost entirely with the West Indies bering with its shipbuilding and carrying 
and the United States, the former outlet in 1866 trade made up practioally the entire economy. 
being only slightly more important than the latter. Great saw-mills were located chiefly a t  the mouths 
The Reciprocity Treaty, which gave free entrance of the ~ t ,  john and the Miramichi Rivers giving 
to the American market, and the Civil War had employment to  three or four thousand men while 
greatly stimulated the fishing industry in Nova half as many again were occupied in the logging 
Scotia. Between 1860 and 1866, the value of Nova activities which fed the mills, ~ h ~ ~ ~ ~ d ~  of 
Scotia fish exports rose by almost onedhaU and farmers derived a substantial part of their income 
about three-quarters of this increase was absorbed from logging and from growing hay, oats 
by the expanding market in the United Statea potatoes for the lumber camps. 

I t  is difficult to state precisely the relative The ships built to carry the lumber to foreign importance of the principal occupations since 80 markets were the most product of the many worked in several industries a t  the same New Brunswick economy. Between 1862 and 1865 time. The schooners employed in fishing in the the value of ships built in N~~ ~ ~ ~ ~ ~ ~ i ~ k  varied spring participated in the West Indies trade during from three-quarters to one-half of the value of the fall and winter. Most of the fishermen com- other exports.lo Shipbuilding thus had a major bined farming and lumbering with their fishing. place in the economy. It was the one manufab- A highly individualistic and resourceful people used turing activity (aside from the simple : their farming operations to establish a marked of the saw-mill) in which the Province had l 
differential advantage, providing an alternative to  

aThe following account brings this out clearly. 'The lumber 
for these assorted cargoes came from small loml mills. Many pf mere extraction and export of raw Most 
these mills would be owned and managed b men who had farms m of the towns were greatly dependent on the employ- 
the neighbourhood and whoso mtereats arso extended to the sen 
and shi a. The Bluenose fnrrper proalaived the handieat man i.n merit i t  offered. It brought in a relatively large 
the worfd, was cornmonlr ofedlted with raising the potstoes for hls 
cargo, fe!lin and snwlng the lumber for ?4, bulldlng h a  own amount of income abroad the 
schooner m &is spare moments and finally salllng her down to the o u t p ~ t  of ships was exported. The carrying trade Islands where be turned merchant and disposed of his wares." 
A. R. M. h e r ,  The North dmeriaan Assault on the Oanadian was not nearly as important as it was in Nova 
floraat, p. 70. 

BMinerals made up l 0  per cent of all exports forest producta I ' 11 per cent, agricultural products about 20 per ceh,  and a miecel- 
laneous group of p~oducts, including all manufactures, accounted for loTb y easily exceeded by one-third the value of ships bull* 
ody  about 12 per cont. in Nova Bcotia during the same period. 



Scotia,ll yet about seven per cent of the gainfully 
occupied inhabitants of the Province obtained full- 
time employment in it. The lumbering, ship- 
building and shipping industries of both provinces, 
but particularly of New Brunswick, prospered on 
the demands of the American Civil War. With the 
coming of peace, the American markets declined 
sharply. 

Prince Edward Island waa neatly integrated in 
this Maritime economy. Its people had retired 
largely from the sea and taken up farrning.12 I p a d  
already become a highly develop%d and specialized 
agricultural community. In 1867, it had approxi- 
mately the same population, number of farms, 
occupied acreage and grain production as at 
preaent.18 Its considerable agricultural surpluses 
went mainly to supply the exporting industries of 
the neighbouring colonies. These, however, were 
not adequate to the needs of Nova Scotia and New 
Brunswick which imported large quantities of food- 
etuffs annually from the United States.14 

The Last Phase of the "Golden Age" of the 
Maritime-the coming of the steamship and 
the railway 

The very substantial prosperity of the three 
Maritime Provinces in the pre-Confederation years 
rested upon their fish and lumber exports, wooden 
shipbuilding and their carrying trade., The main- 
tenance of this "Golden Age", as it  has since come 
to be known, depended on the continued stability 
?nd prosperity of each one of this set of closely 
allied and related industries. By the middle sixties, 
there were plenty of indicatj~ns that it rested on a 
precarious base. The best as well as the most 
accessible of the timber resources had been cut off. 
The commercial privileges contained in the colonial 
preferences and the navigation laws were gone. 
The provinces had to face the competition of New 
England in the fish markets of the West Indies, 
and with the abrogation of the Reciprocity Treaty 
in 1866, they were compelled to forgo (temporarily, 
as it turned out) their free market for fish in the 
United States. The Civil War had stimulated 
exports and provided- new opportunities for the 
carrying trade. I t  brought a lush, though temporary 

11In the sixties New Brupmick had only about half the 
regiatered tonnage of Nova Seotia. 

':There wai aome hhing and at timee an iniportant ship- 
building industry but fanning was by that time bp far the moet 
important occunakion. 

"In the present century there has been B considerable shift 
toward the production of agricultural mecialtiea such as dairy 
products, potatoes, oattle and foxes. 

''A large pro~ortiou of these imports from the United Btaka 
csnsisted of wheat and flour, tranmhipped from Upper Canada, vra 
Portland. 

proaperity and masked, for the time being, the 
long-term factors which were operating against the 
Maritimee. Once the War was over, the full weight 
of these factors began to be felt and the "Golden 
Age" soon became a memory. 

I t  was the coming of the steamship which most 
surely foreshadowed the decline of this balanced 
economy of the Maritimes. By 1860, the holds of 
steamers already supplied about ten per cent of 
the ocean tonnage of the world and sailing vessels 
were being forced into longer and less profitable 
hauls. Steamehips were regularly making better 
Atlantic passages than the fastest sailing ships. 
The age of steel and steam was ousting the wooden 
sailing ships and pndermining the foundations of 
the economy of the Maritime Provinces. 

The implications of steel and steam were as yet 
only vaguely, realized. Scaremongers might forecast 
their significance but, as in most human affairs, 
only a demonstration would carry conviction. The 
opportunities arising out of the Civil War had 
carried Maritime prosperity to its highest peak 
and it was not realized that the assurances given 
by this bustling activity were superficial, or even 
false. The Maritime people believed in the sea. 
They were confident of their power to make any 
necessary adjustments and maintain their enviable 
position in the commerce of the world. 

If they were not alert to the threat of the steam- 
ship, they were becoming very much alive to the 
promise of the railways. It was seen that railways 
would improve their communications and open up 
their own hinterland for development. Many were 
confident that railway0 would open markets for 
coal, fish, and manufactures in the Canadas and 
draw the expanding commerce of the interior to 
their seaports. The coal interests of Cape Breton, 
for example, were strong supporters of the Con- 
federation scheme. For almost the first time, the 
Maritimes began to feel the pull of the continent 
behind them. 

For upwards of twenty years before Confedera- 
tion, they had tried to secure the building of a 
railway to connect Canada with the Maritime 
winter ports. But projects for the Intercolonial 
had always collapsed. I t  was not attractive to 
private capital. The governments in the colonies 
were never able to agree on the terms on which 
it should be built as a joint project. The British 

Government, whose 5uidance and assistance alone 
could have surmounted these obstacles, wanted a 
military and strategic road, hugging the east shore 
of New Brunswick, while New Brunswick, in 
particular, disdained a railway which failed to 



connect Saint John and Wedericton with the 
Canada. 

An equally ambitious scheme which failed of 
fruition was the "European & North American 
Rdwav". desimed to connect Halifax and Saint 
John Gith ~ o r g a n d ,  Boston and New York and to 
deliver trans-Atlantic paesengers, mail and express 
freight in record time. The hopes of an imperial 
guarantee were disappointed and New Brunswick' 
and Nova Scotia could not h a n c e  either line them- 
selves. They did, however, build pieces of 'railways, 
designed to fit into the larger schema but insuffi- 
cient to give them the external connections they 
desired. Thus by the time of Confederation, the 
two Provinces had built 379 miles of railway which 
improved their internal communications but harmed 
their own coasting trade. The most hpressive 
result obtained was the acklition of some $104 
million to  their public debt. 

On the eve of Confederation, then, the Mari- 
times had a mature and prosperous economy, 
dependent on a wood-wind-water technique fast 
becoming obsolete. They were begiilnirig to feel 
the pressures of the revolution in transportation. 
Their tentative efforts to apply the new technique 
of steel and steam and to integrate their economies 
with those of the United States and the St. 
Lawrence Valley had been unsuccessful, and they 
were debating the question whether the promise of 
an intercolonial railway was worth the obligations 
and the rieks of political union with Canada. 

The Canada-their concern with transportation 
--common and conflicting interests 

Upper and Lower Canada, although divided by 
cultural and sectional cleavages, had never been 
intended by nature to form separate economic 
system#. The St. Lawrence, with its access to the 
sea and its ingress to the continent, was bound to 
unify its drainage basin economically. There are, 
therefore, better' reasons than the political union 
of 1841 for discussing the pre-Confederation Canada 
as an economic entity. 

The St. Lawrence basin contained a considerable 
area of fertile land lying south of the Laurentian 
plateau. This available land had been largely 
filled with settlers in the years before Confeder* 
ti$n. Along with this rapid agricultural develop- 
a e ? t  had come a flourishing pioneer industry, 
l a ~ l n g  the founqations for a diversified economy of 
modest yet substantial proportionq. Under the 
conditions of the time, it was naturally becoming 
a, community of settlements, devoted to internal 

trade and commercial intercourse with the United 
States. 

At the same time, there was an aggressive 
and ambitious commercial group in Montreal, 
supported in the later part of the period by the 
growing commercial interest in Upper Canada, 
which thought of the St. Lawrence as primarily a' 
trade route and which had vigorously endeavoured 
to have the whole political and economic structure 
accommodated to that conception. From the days 
of the fur trade, the commercial group in Canada 
had seen the St. Lawrence aa an integral part of 
the old British commercial system and had striven 
to make the trade of a continent flow through their 
hands instead of through New York. Successive 
colonial governments had been inspired by this 
dream with the result that government policy and 
public finance had been harnessed to the grandiose 
conception of the St. Lawrence a trade route. 
I n  ambitious but always futile efforts to realize this 
great plan, the Province had accumulated a set of 
public works and a cmshing public debt, both too 
massive for an economy limited by its own 
boundaries. 

New York had challenged the St. Lawrence trade 
route, first by the Erie Canal and then by the 
railways. Canada had countered, first, by the canal 
system of the St. Lawrence, built as a government 
project, and second, by the Grand Trunk Railway, 
undertaken by private capital but relying heavily 
on government loans. Both Canadian ventures 
failed to attract the trade of the American Middle 
West. In 1862, soon after the completion of the 
road, the Grand Trunk Railway Company was in 
serious financial difficulty. 

The Goyernment of Canada had gambled heavily 
in railway development through the fifties and early 
sixties. By 1866, i t  had loaned $33 million to 
railway companies while municipalities had con- 
tributed $7 million. Virtually the whole of the $40 
million, which made up forty per cent of the total 
provincial and municipal debt, was uncollectible. 
If canals are included, the government investments 
in transportation amounted to almost sixty per cent 
of the provincial and municipal debt. Altogether, 
about one-third of the current expenditures of the 
Province and the municipalities were incurred on 
transportation. The attempt a t  commercial inte- 
gration with the interior of the continent had 
irretrievably failed and left behind i t  a burden of 
debt which weighed oppressively on the economy. 



26 
l 

The railway development of the preceding decade 
had opened up the country for settlement and for 
exploitation of it8 great timber resources remote 
from the river valleys. The flow of immigrants 
had filled up the most promising parts of the 
Province and almost all the good agricultural land 
had been occupied. By 1866, forty-one out of the 
fifty-one million acres surveyed had been disposed 
of. The pioneer type of community must expand 
outwards and the substantial limits of that type 
of expansion in the Province had been reached. 

Despite the concentration of public expenditures 
on the development of the trade route, agriculture 
had become the most important source of liveli- 
hood in Ontario and Quebec and it  had displaced 
the forest as the chief source of exports. The 
latter, however, retained much of its old import- 
ance. Lumber had succeeded fur as the great staple 
emerging from the St. Lawrence. The industry 
prospered, first, on the British colonial preference 
and then on the expanding markets of the United 
States. Farming communities grew up around 
and depended on it. The coming of the railways 
increased the available supplies and general expan- 
sion and the American Civil War stimulated 
demand. The building of wooden ships flourished 
a t  and near Quebec and the lumber trade made 
this city one of the great shipping centres of the 

' world a t  the time.16 
- Over half of those gainfully occupied in the 

Province of Canada were employed in farming and 
lumbering. I n  the period, 1860-65, igricultural 

7 % and forest products provided over four-fifths of 
m"- the exports. The combined stimulus of the 

Reciprocity Treaty and tfre Civil War had greatly 
increased the exports of both groupe of commodities 
to the United States.16 The abrogation of the 
Treaty threatened very serious consequences, 
particularly for agriculture the exports of which 
were almwt double those of the forest-industry 
during the period 1860-65. 

, The Rise of Manufacturing in the Canadas 

The manufacturing industry had grown rapidly 
and was becoming diversified after 1850. The 
new industrial methods spreading out from 
England were attracted by local supplies of raw 
materials and the natural shelter arising from lack 
of transportation facilities. The revenue tariff 
afforded some incidental protection. Under such 

10Almost halt the po ulation of the City of Quebec was directly 
~upported by the ehipbufiding industry alone. 

*eTotal exports to the United States which had averaged 
scarcely $0 million for the period 1852-54 hid grown to an average 
of about $10 million for the period 1800-86. 

circumstances, local production of some articles 
was more economical. Accordingly, most of the 
manufacturing industry was scattered in small 
units through the towns and tillages of the agri- 
cultural settlements. Generally, i t  was of a kind 
which required little capital and little highly 
specialized skill. As the railways spread, there was 
a tendency toward increase in size of unit and 
concentration in strategic centres. There had long 
been e large flour-milling industry in Montreal, 
catering to the export trade, and industries 
began to concentrate in Hamilton and Toronto. 
I n  general, however, manufacturing enterprise 
remained small, simple and decentralized. Almost 
every town produced agricultural implements and 
the other tools used by a pioneer comunity.  
Machinery and tools requiring e high degree of 
skill for their production were almost entirely 
imported. Woollen mills, boot and shoe factories, 
furniture factories, breweries and distilleries thrived 
on local raw materials and the incidental protection 
of a revenue tariff. But in such commodities as 
cotton and linen textiles, dependent on foreign raw 
materials, no progress was made toward local 
production. 

I n  spite of the rapid development, the total 
industrial factory production was small. This was 
by no means entirely due to the economic 
advantage of buying cheap foreign manufactures 
with exports of raw materials. To  a degree which 
we now find hard to realize, individual households 
were self-sufficient. There was also a large group 
of craftsmen who lived largely by barter. The 
blacksmith, carpenter, shoemaker, tailor and dress- 
maker produced a variety of the basic necessaries, 
often in return for produce or a share of the raw 
materials used. I n  the census of 1871, this group 
of craftsmen reported an output equal to one-fifth 
of the total of all manufacturing establishments, 
excluding saw mills and flour mills. 

Cheap and improved transportation had already 
begun to draw industry from the farm and the 
village to the city. But the huge concentration of 
industry into large units in the relatively few great 
industrial'centres of today had to await further I 
developments in transportation, the improvement " 
of old and the invention of new techniques, the 1 
extension of markets and the perfection of the joint i 
stock company as an instrument for collecting large 

' 

pools of capital. ,At the time of Confederation, 
small enterprise still, ruled the field. I n  1870, the . ' 
average capital invested per establishment was 1 
$1,900 compared with $217,000 for 1930. I n  1870, 
the three leading urban centres contributed about i 
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one-quarter of the total net value of manufactures 
while today they contribute nearly one-half. In  
1867, there were not more than 50,000 labourers 
employed in a11 the cities of the four provinces. 

Self-Sufficiency-the iYPortance of the family as 
an economic and social unit 

' -, Seventy or eighty years ago, material income 
was, for most, limited to the basic requirements 
of food, clothing and shelter. These were chiefly 
the product of local industries, geared to local 
consumption, and in which individual enterprise 
was predominant. To a great extent, they were 
secured without passing through the mqney 
exchange system at  all. Thus the sharp and 
frequent trade fluctuations of the period did not 
cause profound dislocations. The simplicity and 
decentralization of factory industry and the ease 
with which the worker could retreat to the self- 
sufficient farm gave to the economy a capacity for 
adjustment which i t  has largely lost in later years 
with the shift to  large-scale organization and urban 
concentration. 

In  Lower Canada, agriculture was on a more 
nearly self-sufficient basis than in any of the other 
provinces. Very little was produced for a l e  and 
the farmer was absorbed in the manifold activities 
necessary to make the family a self-sufficient 
economic unit. I n  Upper Oanada, on the other 
hand, newer soil and larger holdings yielded con- 
siderable surpluses for sale. The surpluses in the 
early days were mainly wheat; and relentless 
cropping provided large exports in the days of the 
colonial wheat preference, and later during the 
Crimean War. In the sixties, decline in fertility 
of the soil, the Reciprocity Treaty and the American 
Civil War resulted in a greater diversity of products. 
By 1866, exports such as barley, rye and cattle 
had become important. Exports of cheese were 
still small and the sale abroad of commodities 
such as tobacco, fruits and vegetables had to await 
improvements in transportation and the develop- 
ment of a more intensive and specialized agri- 
culture. Although agricultural exports increased 
greatly in the decade before Confederation, the 
return from this market provided a relatively small 

,.:*part of total farm income, the average income per 
.!farm from this source being from sixty to seventy- 
-;five dollars per year. -+ The increase in cash income and the high 

. - -pr ices  for many products during the American 
%ivil War were coaxing many farmers away from 
self-sufficiency and into specialization. This move- 
ment, however, was just beginning and the farm 

household in Upper Canada was still a bmically 
self-sufficient unit. Food was grown @nd processed 
a t  home. The raw products of thB farm were 
turned into articles of wear with the assistance of 
the local shoemaker and tailor who would take 
produce in return for their services. Such neces- 
saries as tea, sugar, hardware and certain articles 
of clothing which could not be produced at  home 
were generally obtained by barter from the local 
general store. Tallow was turned into candles, 
fatty refuse into soap, and the tools which were 
beyond the ingenuity of the farm workshop could 
generally be contrived by the local blacksmith. 

What was true of the Upper Canada farm was 
even more true of the agricultural communities in 
Lower Canada and the Mari thePT , where suoh 
things as furniture, carts, and carriages were 
frequently made on the farm. The farm of the 
period was a miniature factory or combination of 
factories. Much of the work of the large indus- 
trial army of today, concentrated in highly 
specialized facteEiea in the citiesl and towns was, 
in that early period, performed in a multitude of 
rural hougeholds. 

However prices might fall and cash income from 
other sources might melt away, the farm household 
always produced enough to prevent abject poverty. 
This fact had its importance for other industriea 
as well. The farm was often s base of operationa, 
on which individuals could fall back when other 
projects and occupations ended in disaster. I n  the 
Maritimes, agriculture, fishing and lumbering were 
closely allied. Everywhere the family and it8 
relatives were a close economic unit; the various 
members helped one another when new enterprises 
were started or old ones failed. The material basis 
for this mutual welfare association was the family 
farm. 

The Economic Outlook of the British North 
American Colonies-the coincidence of un- 
favourable developments 

The closely inter-related activities of the Mari- 
times dependent upon the wood-wind-water tech- 
niques, and the agricultural, forestry and commercial 
economy of the Canadas had achieved a considerable 
prosperity in the decade before Confederation. 

l l I n  1870 Beven and B half million yards of woollen cloth 
were prorluced'on farms in Canada This was nearly e ual to the 
total value of the output of the Amerous woollen miis  and the 
importn of woollen cloth combtned. In a speech at Halifax ip 
1863, A. G, Archibald referred with pride to  the Maritime agrl. 
culturaliats "the great body of settlers In the country whose baokr 
are covered with woolleoa~of therr own production, whose feet are 
@hod with tho hides of them own cnttle who dee between blanksk 
of their own wool and their own weahng-on &athers from their 
own farmyards!' Evenin# Ipmpresa, January 4, 1866. 



However, in each of the British North American 
colonies the basis of that prosperity threatened to 
disappear as the 1860's drew to a close. The 
Province of Canada had a transportation syatem 
which had been conceived for a continental 
commerce rather than for its own needs aa an 
economic unit. The  commercial dream had 
evaporated and left a paralyzing burden of public 
debt. Further industrial expansion depended on 
expanding markets. Unfortunately, the limits of 
great agricultural expansion had been reached. The 
best land w w  occupied and profitable exploitation 
of the poorer land depended upon buoyant foreign 
markets for agricultural exports. The outlook for 
such export demand was gloomy. Hopes for 
renewal of the British preferences had been extin- 
guished. Most threatening of all waa the loss of 
American markets for agricultural products, fore- 
shadowed by abrogation of the Reciprocity Treaty 
and the agricultural expansion of the Middle 
Western States. For five months of the year, 
Canada had no outlet to the sea and there was 
constant fear that the United States would make 
good its threat to withdraw the bonding privileges 
for Canadian tmde. The factors which had made 
for expansion in the past had practically played 
themselves out. 

The full significance of this is clearly revealed 
by the movements of population. From 1851-61, 
the British North American colonies are estimated 
to have held the equivalent of their own natural 
increase and a net balance of 175,000 immigtants 
over emigrants. From 1861 to 1871, there was a 
net emigration of over a quarter of a million, 
involving the loss of about- one-third of th'e esti- 
mated natural increase for the period.18 Canada 
was failing to attract immigrants and losing her 
native sons. The prospects indicated decline 
rather than expansion. And on a declining rather 
than an expanding prosperity the burden of the 
large public debt would become intolerable. 

The economic outlook compelled the Province of 
Canada to search for a means of escape from 
hampering burdens and limitations. Judging from 
the spectacular progress of the United States, the 
coming of railways had made practicable the 
hitherto vague project of acquiring Rupert's Land 
and of linking up with the colony on the Pacific. 
They would also furnish winter access to the sea 
through the Maritimes. By bringing this area, 

l8These fi re8 are for all the rovincen But the Province of 
Canada had tgewuarter! of .the total pq<ulation gnd there was 
Ilttle movement of po ulatlon In the Marltlmea art~cularly m the 
latter decade The &urea therefore, give a &fatantially correct 
picture for the Province of banada. 

etretcnlng nom sea to sea, under a aingle govern- 
ment, vast new possibilities for expansion would 
be opened. The trade of the Orient would be 
tapped and a great internal market, integrating 
the occupations and resources of all the colonies, 
would be established. With some reorganization, 
the transportation syatem of the Province of 
Canada could be transformed into an important link 
of a national transcontinental system. It would 
cease to be a burden and become a valuable asset 
which Canada could contribute to the joint capital 
needed for the new venture. It is significant that 
the Grand Trunk Railway Company, whose 
fortunes were as much at  stake as those of the 
people of Canada, reached the same conclusion. 
The president of the company, Edward Watkii, 
came to Canada in 1862 to investigate its dlficul- 
ties. H e  decided that the only hope of wlvage 
was the launching of a larger venture and thence- 
forth he was a powerful and effective advocate of 
union of the British North American colonies. 

The opening up of the Northwest had had a 
romantic appeal in the eastern colonies for two 
decades. I t s  possibilities were imagined to be great, 
but there was little on which to base an estimate 
of its solid possibilities. The Red River Settle- 
ment contained scarcely ten thousand people. Most 
of these were half-breeds. The manner of their 
livelihood had been fixed by the activities of the 
Hudson's Bay Company and they were indifferent 
to any intensive cultivation of the soil. However, 
the isolation of the Settlement was over. Hundreds 
of carts were employed in overland transport 
between Fort Garry and St. Paul. There were 
steamboats on the Red River and American settlers 
and railways were pushing toward the ill-defined 
lands of the Company. The new methods of trans- 
portation were threatening the Hudson Bay route 
and disposing the governors of the Company to 
consider the future closely. Inside the settlement, 
the settlers were 'dissatisfied with the Company 
Council'e rule. 

Beyond the mountain barrier, on the Pacific 
Coast, the two colonies of Vancouver Island and 
British Columbia were united in 1866. Union had 
been brought about largely by the staggering public 
debt and repeated budget deficits. These colonies 
had just experienced a mushroom growth, due 
almost entirely to the gold rush which began in 
1855 and which collapsed suddenly about ten years 
later. In the first year of the gold boom, it  is 
estimated that some 25,000 people entered the two 
colonies. The feverish search for gold produced a 
rapid but precarious expansion. Trade and con- 
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m struction flourished and the subsidiary industries 3. THE) N A T ~  OF CONFEDERATION 
of lumbering and agriculture sprang up. The I 
Government piled-up large debts in promoting Ptinci~az Objectives 
developments such as the Cariboo road. Then Confederation was conceived as the solution for 

L* suddenly the rich gold diggings petered out and a number of political and economic ditliculties and, 
population fell sharply. In, 1866, the total immi- therefore, had both political and economic aims. 
grant population of the new Province of British Politically, it was designed to establish a new . 

:; Columbia was little more than ten thousand. The nation to meet the changed conditions of British 
' , credit system built up to serve the new mining policy and to brace the scattered provinces against 

enterprises crashed and buoyant optimism was possible American aggression. Economically, i t  
replaced by gloom and depression. The public was intended to foster e national economy which 
debt mounted to more than one hundred dollars would relieve dependence upon a few industries 
per white inhabitant and the budget could not and lessen exposure to the effects of the economic 
be balanced. British Columbia, depressed and policies pursued by the United States and Great 
discontented, was concerned to extricate itself from Britain. 
isolation and the burden of the public debt. Political union was expected to promote strength 
Union-a common means of escape and renewed as against the external world. The triumphant 

expansion Northern States appeared a threat to territorial 
Thus, for diverse reasons, the economic outlook integrity. Other interests needed protection too. I 

of all the British North American colonies on the Nova Scotia felt her deep-sea fishery interests 
eve of Confederation had many alarming and threatened, and the special institutions and culture 

l 

. ' depressing features. I t  was a significant coin- of Lower Canadi ~rpuld not long have survived 
" cidence that all the colonies, travelling their absorption of the colonies by the United States. 
'. separate and well-nigh independent paths, reached Political union was designed to defend navigation 

an economic crow-roads a t  the mme time, The righte on the St. Lawrence and its canals, and 
Canadas, burdened with the failure of their two fishing rights a t  sea. A single united authority 
great bids for western expansion, and dispirited could use both these and access to its extended 
by the closing of their own frontier, were in need internal market as bargaining counter6 for advan- 

t of a new outlet and stimulus. The Maritimes, tages in international tide. A stable political 
- tied to a dying industry, were in even greater, if authority would restore the public credit, 80 badly 

, - less conscious, need. The tiny Red River Settle- damaged by the accumulation of debt and political 
merit was beginning to find its feet, but was dissension. I n  the money markets of the world, 
toddling into the arms of the United States in the the credit of the whole would be greater than that 

- Process. The Pacific Coast gold rush had fostered of the parh and would provide a broader base for 
some basically sound development, but its reces- the government expenditures necessary to attain 
sions had left a small population stranded with a new and difficult economic objectives. 
large debt. Federal union was a plan whereby, through 

Isolated as were the colonies from one another, mutual concession, cultural and local loyalties could 
the Maritime colonies and the colony of Canada be preserved and reconciled. with the political 
were brought together by certain common char- strength end solidarity of the whole. These 
acteristics in their external relations and the effects separate loyalties were strong and their existence 
of technological changes on their economies. All was keenly realized. They existed not only in 
had been deeply affected by the radical change in Canada but also in the Maritirnes where they had 
imperial commercial policy; all had turned hope- helped to frustrate projects for Maritime legis- 
fully to the United States and had established lative union. Mutual concession required the 
profitable but precarious relations; all were deeply English-speaking elements of Lower Canada to 
alarmed a t  the prospect that, these might be rudely relinquidh their integral union with the EngIish- 
terminated. The impact of the steamship, the speaking people of Upper Canada while the French- 

' railway and the industrial revolution had affected speaking Canadians abandoned their objections to 
, them all profoundly, if variously. The new means a superior political authority in  whose councils 

of transportation made possible a union of con- they would be in a minority. I n  compensation, the 
tinental proportions in which all hoped to find broad questions of trade and commerce which so 
eecape from existing diiculties and stimulus for intimately concerned the English-speaking ,people 
renewed expansion and prosperity. of Lower Canada were to be given to the federal 
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authority, thus securing the benefits of single 
control in these matters of general interest while 
French-speaking Canada was to be secured in sole 
control of the cherished values it so tenaciously 
held. Equally, this solution offered security for the 
historic traditions firmly rooted in the Maritimes. 

Economically, the first objectives of Confedera- 
tion were to establish a free-trade area comprising 
the five old provinces and to develop inter- 
provincial transportation facilities. The resources 
and industries of the several provinces, it  was 

- thought, would prove complementary to each 
other, and would increase prosperity and self- 
sufficiency. To make this a reality, the Inter- 
colonial Railway was to link the Maritime Prov- 
inces with the St. Lawrence Valley and to give 
Canada winter access to the sea. 

Another great economic objective of Confedera- 
tion, to be realized as soon as circumstances 
permitted, was the opening up of the Northwest 
and the inclusion of the Pwific province. For the 
Province of Canada, in particular, this westward 
expansion was to provide an escape from a 
cul-de-sac and the threatened economic stagnation. 
New frontiers and new resources would provide 
opportunities fop settlement and development. I t  
was recognized as an immense undertaking for 
which no speciiic detailed plan could be made under 
the urgencies and liiitatipns of the moment. 

This project had to await the acquisition of the 
lands of the Hudson's Bay Company. I t  required 
the building of a transcontinental railway. This, 
in turn, depended upon attracting new capital and 
capital, a t  that time, had become shy of Canadian 
ventures. Collective efforfand resources on e scale 
which only government could secure were necessary 
and, at the same time, oonditional on the restora- 
tion of the public credit. 

Although these plans were n>cessarily vague in 
1867, they were nevertheless resolutely held. The 
new political framework was designed to give the 
Federal Government ample powers for the 
prodigious task of opening up the West. The 
Federal Government was intended to give a 
vigorous lead in the development of the new 
national transcontinental economy and in matters 
relating to that development there was to be no 
doubt, such as had recently arisen in the United 
States, about its authority. 

There were some among the Fathers of Con- 
federation who favoured a unitary state as an 
instrument for realizing these plans. As is well 
known, ,John A. Macdonald had a strong prefer- 
ence for a unitary state and Galt aocepted the 

t ,  ; 

federal scheme with reluctance and hoped it might 
lakr, coalksce into a legislative union.10 But 
legislative union was not acceptable to the French- 
speaking Canadians or to the Maritime Provinces. 
Furthermore, municipal institutions had not yet 
been established in the Maritimes, and they were 
still in the early stages of development in Lower 
Canada. The centralization of all governmental 
powers under one government was, therefore, 
impracticable from an administrative point of view. 
The distractions of local administration might well 
have diverted some of the energies of the central 
government from its larger creative tasks, Thus, 
for various reasons, the builders of the new nation 
planned a federation comprised of a central govern- 
ment with authority over matters of, general and 
common interest and provincial governments with 
authority over matters of local concern. 

The Divkion of Legislative Powers 

The British North America Act was the final 
embodiment of their scheme. The acknowledged 
necessity of a federal type of union waa recognized 
by the preamble to the Act which recited the desife 
of the Provinces of Canada, Nova Scotia and New 
Brunswick "to be federally united into One 
Dominion". The vital core of e federal constitu- 
tion is the division of legislative powers between 
the central authority and the component statas or 
provinces. This division represents the compromise 
between the forces which make union possible and 
those which inhibit the formation of a closer 
union. It marks the liqits of what can be done 
by common agreement and the extent to which 
the separate states must be permitted to differ 
and work out their own destinies. In sections 91 
to 95 of the Briti$,North America Act, the main 
lines of athis division were set forth. 

In section 92, certain classes of.subjects were 
enumerated and the provinces were given exalusive 
power to make laws in relation to matters coming 
within these classes of subjects. These classes 
included such things as the administration of 
justice, municipal institutions, the establishment 
and maintenance of prisons, hospitals, asylums and 
charitable institutions and control over the public 
lands of the province. The provinces were also 
given control over local works and undertakings. 
But an exception reserved international and inter- 
provincial lines of transport and communication to 
the Dominion and adthorized the Dominion to take 
legislative power over any looal work a t  any time 

-8pesoh on the Propo~sd Union of the BrJtkh North 
Amdoan Prolrlnosr, delivered at IJ&erbnooke on Nov. 28, 1881, 
p. 22. 



by declaring ~t to be for the general advantage of 
Canada or for the dvantage,of two or more prov- 
inces. A power of direct taxation to raise revenue 
for provincial purposes ww given, although it was 
thwght that expanding revenues from the public 
h d s  would make i t  generally unnecessary for the 
provinrjes to exercise this pdwer.20 

The clams of subjecta in section 92 included 
two of vague and general reference, viz., "Property 

Civil Rights in the ProvinceJJ and "Generally 
all Matters of a merely local or private Nature in  
the Province". Section 93 gave the provinces 
control over education, subject to certain clauses 
designed to protect the rights of Roman Catholic 
and Protestant religious minorities. By section 95, 
the Dominion and the provinces were given con- 
current powers over agriculture and immigration, 
federal legislation to prevail in case of conflict. 

The opening paragraph of section 91 gave the 
Dominion power "to make Laws for the Peace, 
Order and good Government of Canada, in rela- 
tion to all Matters not coming within the Classes 
of Subjects by this Act assigned exclusively to the 
Legislatures of the Provinces". That is to say, the 
residue of powers not expressly given to the prov- 
inces waa reserved to the Dominion. The section 
then proceeded with a specific enumeration of 
twenty-nine classes of subjects, illustrating but not 
restricting the scope of the general words used 
earlier in the section. 

This enumeration included such classes of 
subjects as defence, criminal law, naturalization 
and aliens, and the postal system. I t  also included 
~egulation of trade and commerce, fisheries, bank- 
ing? currency and coinage, commercial paper, 
weights and measures, bankruptcy and insolvency 
and certain other topics of primarily economic 
reference. I t  also gave the Dominion unlimited 
powers of taxation. The concluding paragraph of 
section 91 provided against these enumerated topics 
being "deemed to come within the Class of Matters 
of a local or private Nature comprised in the 
Enwneration of the Classes of Subjects" assigned to 
the provinces by section 92. An exception to 
section 92 gave the Dominion control over all 
"terprovincial and international transportation and 
communications. 

The Problem of Interpreting the Division of 
Legislative Powers 

No amount of care in phrasing the division of 
Powers in a federal scheme will prevent difEculty 
when the division comes to be applied to the - 

'peeah blr Qalt. Uonfedwafio~ Debate,, p. 88. 

variety and complexity of social relationships. The 
different aspects of life in a society are not insulated 
from one another in such a way as to make possible 
a mechanical application of the division of powers. 
There is nothing in human affairs which ,corre- 
sponds to the neat logical divisions found in the 
constitution. Therefore, attempts to exercise the 
powers allotted by the constitution frequently raise 
questions as to its meaning in relation to particular 
circumstances. 

The British North America Act has not escaped 
this difficulty. Manifestly, i t  would be difficult 
for the Dominion to make any law fpr the "Peace, 
Order and good Government of Canada" without 
affecting, in some way, one or other of the specific 
subjects in relation to which the provinces were 
given exclusive powers. On the other hand, laws 
made by the provinces under the heads of juris- 
diction given by section 92 would frequently have 
direct implications for the "Peace, Order and good 
Government of CanadaJ1 or would bear in some 
unexpected way U R P , ~  the enumerated classee of 
subjects in section 91 over which the Dominion 
was given exclusive power. The implications and 
sometimes the express provisions of legislation 
would seem to cross the line which, in theory, 
divided the spheres of legislation wigned to the 
provinces and the Dominion. I n  a variety of 
circumstances, the problem of what amounted to 
an invasion of the field of one by the other would 
raise difficult questions of interpretation. 

The task of interpretation was complicated by 
the existence, in sections 91 and 92, of several 
general descriptions of the ambit of legislative 
power given to the Dominion and the provinces 
which lacked a clear, legal meaning. "Peace, 
Order and good Government", "Regulation of 
Trade and Commerce", "Property and Civil RighJlte 
in the Province" do not convey precise signification. 
Since 1867, the Privy Council has had the last word 
on the meaning of the British North America Act 
and has laid down rules of construction for deter- 
mining when section 91 was to have primacy over 
section 92. By a process of textual criticism, i t  
has given some concreteness to the general phrases 
just mentioned. In  this way, it  has elucidated the 
legal meaning of the constitution and imparted 
greater certainty to the division of powers than 
could have existed when the Act first came into 
operation. This legal meaning is binding on all 
other courts and on the Dominion and provincial 
legislatures. 

The British North America Act was a statute 
of the British Parliament and the Privy Council 



1 ,  brought to its task of elucidation an elaborate set 
of rules binding on the courte in their interpre- 
tation of all statutes. These rules required the 
Privy Council to consider the literal meaning of the 
words used without any conjectures as to the inten- 
tions of those who framed the Quebec and London 
Resolutions. The Privy Council as a court was 
not free to consider historical evidence about inten- 
tions but was bound to restrict itself to a considera- 
tion of what may be called, by contrast, legal 
evidence--the intention actually expressed by the 
words used in the Act.21 Much controversy, past 
and present, has centred on the questi0.n whether 
the intention which the Privy Council has found 
to be expressed in the Act accords with the actual 
intention of the Fathers; in short, whether we now 
have the constitution which they intended to give 
US. 

Some are satisfied that the Privy Council has 
merely made explicit what the Fathers intended. 
Others dismiss the controversy on the ground that 
we cannot now know what they intended. Others, 
again, hold that the constitution today is vastly 
different from what its framers meant it  to be and 
seek to support their contentions from certain 
historical evidence. The interpretation given by 
the Privy Council will be considered in later 
chapters. I n  an account of the forces behind Con- 
federation and of the nature of the constitution 
established in 1867, it  is important to note the 
historical arguments which form the basis of many 
current criticisms of the Privy Council.22 For 
purposes of record, we summarize these arguments 
here but, as we shall indicate later, we do not 
accept them ae conclusive upon certain points, 
some of them of considerable importance. The 
critics of the Privy Council do not appear to have 
fully substantiated their case but, a t  the same time, 

1 they do marshal1 an impressive mass of historical 
evidence in support of their general conclusions 
and their argument6 cannot be dismissed as mere 
hypotheses. Confederation being relatively close 
to us in time, and the records of its achievement 
being relatively ample, it is argued we have no 
reason to assume that i t  is inherently impossible 
to determine now the intentions of the Fathers, 
although i t  may well be admitted that it is difficult 
to establish with conclusive finality the meaning of 

"In interpreting the British North America Act "the uestion 

'I 
is not whnt may be sup oeed to have been ~ntended'but w%nt has 
been snid." Lord ~ a n R e j  in Edwards v. Attorney General of 
Oanada, C19301 A.C. 124 at p. 137. 

I 
I l 22 E g C H Cahan The British Borth Amerioa Act 1887 an 

nddreas hhivered beforithe Canadian Club of Toronto deptetiber 
15, 1837; of .  Re ort pursuant to  Resolution of the ~ e h a t a  to  the 
Honourable the lpeaker I the Parliamentary Counsel relating to 
the Enactment of the ~ ; i t & h  North Amerioa Act, Ottawa, 1839. 

some of the phrases which they employed. The 
historical case presented by the critics of the Privy 
Council has not been accepted by all authorities 
but it  merits the attention and consideration of 
serious students of the problem. W 

Historical Interpretation of the Intentions of the 
Fathers--arguments supporting a broad view 
of Dominion powers 

Some historians urge that the Fathers intended 
to give wide, sweeping powers to  the Dominion and 
to restrict the provinces to  a narrow range of 
functions, in the exercise of which they were to be 
subject to the control and supervision of the 
Dominion.24 They claim that the general phrases 
in section 91, "Peace, Order and good Govern- 
ment" and "Regulation of Trade and CommerceJ', 
to which the Privy Council has given a' restricted 
meaning were intended to have a broad interpre- 
tation and that the general phrase, "Property and 
Civil Rights in the Province", in section 92, to 
which the Privy Council has given an extended 
meaning, was intended by the framers to have a 
much more limited interpretation. 

Some of the leading figures among the framers 
of the federal scheme evidently intended the 
general government, as it  was called, to have broad 
and far-reaching powers. John A. Macdonald 
explained t.hat "all the great questions which affect 
the general interests of the Confederacy as a whole, 
are confided to the Federal Parliament1'.25 Galt 
declared that among the subjects given to the 
general government would be found "all that could 
in any way be considered of a public and general 
charactern.26 Lord Carnarvon, the Colonial Sec- 
retary, introducing the scheme to the House of 
Lords said it proposed to give to the central 
authority "those high functions and almost 
sovereign powers by which general principles and 
uniformity of legislation may be secured in those 
questions that are of common import to all the 
provinces".27 

21Bor bistoricaI inter retotions in general supporting this 
view, see Appendix 2-D. C!. Creighton, Br'itid North Amerioa at 
Confederation; R. U. Trotter, Canadian Federation (Tpronto 1834) .  
"The Comin of Confedsmtion," Cambridge History of the1l(ritisl 
Xmeire. VO?. VI, on. 438.62: Cheater Martin. "Britiah Poliev 
in Canidinn Fed&ni;on." Canadian Historical deview.  Vol. XIIf. 
p 3 - 1 9  W M Whitelaw The Yaritimes and Oakado l e for i  
CPdnfedeiatio;  oron onto 1$34) .  W P M Kennedy Essaus in 
~onst i tut ionai  Law p 8 k f f .  V 'C ~ a c ~ o n a j d  "~udici'nl Inter re- 
tntion of the CanRhinn ~okstiiution" ~niver .hiy  of .Toyonto j a w  
Journal, Vol. I ,  No. 2, p. 260Q. ~ d r  wreful descrlptlon of the 

nebec Conference see W M Whitelaw 'Tteconstruotin the 
8uebec Conference", ~ a n @ i a n  =istorlcal keview, yol .   XI^, pp. 
123-37. 

*6Confederat{on Dcbates, p. 40. Bee also pp. SO, 93, 41: 
28Speech on the Proposed Union, p. 10. 
#'Quoted b V.  C. MacDonald "Judicial Inter retations of 

the Cnnadian donstitutionl~ (1936): University of h r o n t o  LW 
Journal, p. 283. 



i t  on much the same grounds. A. A. Dorion 
claimed that it  "gives all the powers to the Central 
Government, and reserves for the local governments 
the smallest possible amount of freedom of 
action,"~s and J. B. E. Dgrion opposed the scheme 
clbecause we are offered local parliamentn which 
will be simply nonentities, with a mere semblance 

. of power on questions of minor importance".29 
Supporters of this historical interpretation urge 

that this view of the relative importance of the 
Dominion and provincial governments in the new 
scheme is borne out by various sections of the 
constitution. They point to the power of the 
Dominion to appoint the Lieutenant-Governors of 
the provinces and emphasize the fact that while 
the provinces were given power to amend the 
provincial constitutions, they were forbidden to 
alter in any way the office of Lieutenant-Governor. 
They contend that the intention to give the 
Dominion a dominating position is confirmed by 
the power to reserve and disallow provincial legis- 
lation which was given to the Dominion. 

In  support of this general position, they place 
great importance on the opening paragraph of 
section 91 which gave the Dominion power to 
make laws for the "Peace, Order and good Govern- 
ment of Canada" in relation to all matters not 
exclusively assigned to the provincial legislatures. 
This phrase had acquired a wide, though not very 
precise, significance in the legislative history of 
the British Empire before 1867.30 "Peace, order 
and good government", and the variation, "peace, 
welfare and good government" were the phrases 
habitually used by the British colonial authorities 
in vesting colonial legislatures with the full range 
of their legislative powers. 

In  conferring these powers on colonial legisla- 
tures, i t  was not customary to enumerate specific 
powers; i t  was customary merely to grant, in one 
or other of these well-worn phrases, the entire 
measure of jurisdiction deemed compatible with 
imperial control. As imperial control in the 
internal affairs of the colonies was mainly exer- 
cised through the power of disallowance, these 
phrases carried complete internal legislative com- 
petence. In fact, they are the title-deeds of the 
Iegislatures of the self-governing Dominions, not 
again added to by imperial legislation, until the 
Statute of Westminster. The exponents of this 
historical interpretation, emphasising the breadth - 

confederation DsBats* p. 260. 
POIBid., p. 868. 
'O C. H. Cahan, OR. dt. 
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of ~ o A n i o n  infer from the insertion of 
this phrase in section 91, that the framers must 
have intended its full historic meaning to prevail, 
saving only the powers expressly given to the 
provinces in section 92. 

I t  is similarly urged that the Fathers meant an 
extended signification to be given to the phrase 
"Regulation of Trade and Commerce", in section 
91. At the time of Confederation, Canada was 
just beginning to emerge from the commercial @to 
the industrial age. The distinguishing feature of 
the commercial age was its pre-occupation with 
exchange, the tradling of raw or crudely processed 
products on a world-wide scale. This required an 
extended organization, interprovincial and inter- 
national in its scope. It was a delicate system, for 
its life-lines were everywhere exposed. Prosperity 
depended on its maintenance and its maintenance 
and development, in turn, depended on the ' 
sympathetic consideration, if not the positive 
assistance, of governments. Nothing showed this 
more clearly than,the British imperial >rading 
organization of the 18th and early 19th centuries. 
British North American statesmen had lived with 
this system and had seen what control over 
extended trading relationships by a single govern- 
ment could achieve. Trade and commerce, because 
of their nature and scope, were inevitably public 
matters of great import and it  is argued that the 
phrase "the regulation of trade and commerce" 
had a very wide significance both historically and 
in the current usage of the Confederation period.' 

In  addition, it is contended, they must have 
been acutely aware of the confusion which arises 
when control over such matters is parcelled out 
among several governments. During the fifty years 
in which the Provinces of Upper and Lower Canada 
maintained their separate existence, the control of 
the St. Lawrence and its commerce had been divided 
between two distinct and independent governments. 
This division led to  conflicts between Upper and 
Lower Canada and to bitter struggles between the 
commercial and sgrarian parties in each.31 Upper 
Canada had disagreed with Lower Canada and the 
commercial interests in Montreal had quarrelled 
wibh the leaders of the Patriot party over many 
economic matters of common concern to the whole 
St. Lawrence Valley. 

The impossibility of arriving quickly a t  a vigorous 
common policy in these matters had hampered 
Canada in its bid for the trade of the mid-continent. 

*Appendix %D. Q. Creighton, Brltish North America at 
Uonfederation, pp. 63-4. 

"These conflicta are examined in detail in D. Q. Creighton, 
The Commeroial Empire oj the Bt. Lawrenoe. 1780-1860. 



The frustrations engendered by divided authority I formed part of the living memory of public men 
a t  the time of Confederation and thid appeal to 
history for a broad interpretation of Dominion 
powers argues that the Fathers, who wanted to 
create a robust national economy, must have 
intended the control of such matters to be placed 
in the hands of a single government. 

I n  support of this thesis, they draw attention to 
tbe reluctance among the commercial element in 
Montreal to give up the Union of 1841 which had 
established a common government to deal with 
these economic matters. The confederation plan 
asked them to abandon this union and one of the 
tasks of the advocates of a wider union was to 
convince them that the establishment again of two 
provinces in the St. Lawrence Valley would not 
mean a return to the old confusions. John Rose 
assured them that they had nothing to fear because 
the general legislature would have control over the 
post office, trade, commerce, navigation:-"all the 
great .and important interests . . . that affect the 
minority in Lower Canada . . .".32 Galt reiterated 
that "the interests of trade and commerce . . . 
would be taken out of the category of local ques- 
tions . . .".ss Cartier, stating that he could under- 
stand the concern of the commercial minority of 
Lower Canada lest there should be a returh of the 
old difficulties, said these fears were groundless 
because "it would be for the General Government 
to  deal with oul' commercial mattersn.84 On the 
basis of these statemente, supporters of this 
historical interpretation argue that the words 
"Regulation of Trade and Commerce", were in- 
tended to transfer a W& range of economic, 
matters to  the control of the central authority.85 

A historical interpretation which would magnify ' 

the scope of Dominion powers by attaching a 
limited special meaning to the phrase, "Property 
and Civil Rights in the Province" has also been 
urged. This phrase has had a long history in 
British North Ameriea, rising out of the relation- 
ships of French and Engliah in the valley of the 
St. Lawrence. British statesmanship sought a 
solution of this racial problem which would 
preserve to French Canada the institutions which 
were vital to its way of life. The Quebec Act of 
1774 secured "His Majesty's Canadian subjects 
within the Province of Quebec" in the enjoyment 
of their property and civil rights and provided 

81 Uonfedwation Debates, p. 409. 
MNpeeoh on the Proposed Union, p. 20. 
sbUonfsderation Debates, p. 61. 
M See Ap endix 2-D Q. Oreighton, Britirh North Amerioa 

at fYonfederat%x~, pp. 60-82. 
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that "in all matters of controversy relative to 
property and civil rights, resort shall be had to the 
laws of Canada aa the rule for the decision of the 
same". 

In  the constitutional and legislative enactment6 
of both Upper and Lower Canada, there were a 
number of referencw to the law "relating to 
property and civil rights". In  these references, the 
phrase was used to signify either the common law 
of England or the French customary law. That  is 
to say, it  denoted the set of laws and customs 
which were a t  once the expression and support of 
the distinctive ways of life of the French-speaking 
and English-speaking Canadians. The phrase 
found its way into sections 92 and 94 of the British 
North America Act. 

Supporters of a broad view of federal power 
argue that the sole purpose of introducing the 
phrase "Property and Civil Rights in the Prov- 
ince" into section 92 was to  protect the unique 
institutions and ways of life of the Province of 
Quebec. They lay strong emphasis on section 94 
which contemplates certain conditions under which 
the federal authority may secure unrestricted power 
to make uniform laws "relative to Property and 
Civil Rights in Ontario, Nova Scotia and New 
Brunswick". To them, this section suggests that 
the phrase had reference only to  matters on which 
these three provinces were in fundsmental agree- 
ment and that regional differences of interest were 
not involved. Ontario, Nova Scotia and New 
'Brunswick, with their acceptance of the English 
common law, were in agreement on precisely those 
natters in which each differed so completely from 
auebec. Thus it  is argued that the inclusion of 
Ulis phrase in section 92 was not designed to 
expreba genuinely local as against national interests 
nor to fix the spheres of the different levels of 
government but rather to  proteot regional interests 
only in so far as they were specifically cultural in  
character. 

This historical interpretation, therefore, main- 
tains that the phrase, "Property and Civil Rights 
in the Province", as used in section 92, ,was 
intended to cover only what was necessary for this 
limited but important purpose of safeguarding the 
cultural autonomy of Quebec. I t  appeals to state- 
ments of British officials prior to  the passing of the 
Quebec Act of 1774 and to the instructions of the 
British Government1 to the Governors of Quebec 
after 1774 as showing what were long understood 
to be the essential laws for safeguarding the 
fundamental institutions and ways of life of Quebec. 
These instructions to the Governors repeatedly 



commanded that the Canadians were to enjoy the 
"benefit and use of their own Laws, Usagee and 
Customs in all Controversies respecting Titles of 
Land, and the Tenure, Descent . . . of Real Estates, 
and the distribution of the personal property of 
Persons dying intestate . ./.".so Accordingly, the 
phrase in question would include matters of civil 
law concerning the relations of citizen and citizen, 
such ,as ownership, transfer and various dealings 

5 ,in property, inheritance and succession by will, 
\-rights arising from personal status, such as minority 
';.and capacity to make contracts, and from the 
A4 intimate domestic relations of the family. I t  would 
j. '-include a variety of other matters of private law 

1 but it would not include a number of matters - - 
;. inextricably bound up with the public law such as 
.'- nation-wide regulation of industry and trade. Still 
,' less could it include social insurance which had 

formed no part of either French or English law :-: and the idea of which was unknown to those 
-1'  who framed the British North America Act. In  

'Y, this way, i t  is sought to  infer from historical 
,f J evidence an intention to give the phrase "Property 

and Civil Rights in the Province" a much more 
4; restricted meaning than that given to it  by the 
m; Privy Council. . ' m  

' - Historical Interpretation of the Intentions of the 
$ . ,--= Fathers-rgurnents supporting a broad view 
n . , >? of provincial powers 

- , m  

' ( 7  These historical arguments as to the intentions 
, of the Fathers of Confederation and the meaning 
.a'-i assigned by them to general phrases such as 

"Peace, Order and good Government", "Regula- 
.F tion of Trade and Commerce" and "Property and 
- Civil Rights in the Province" have not gone 

L .P  without challenge on historical grounds.37 For 
',- example, it is urged that the expression "property 
, and civil rights" haa always had a very wide 

1 meaning in our constitutional history. 
a* - By Royal Edict in 1663, Louie XIV of France - 

.E. #:,created a Sovereign Council a t  Quebec giving i t  
the power "de connaitre de toutes causes civiles et  

r i  ' . criminelles, pour juger souverainement et  en dernier 
L .  . r w o r t  selon les lois e t  ordonnances de notre 
n 5 royaumen,ss thus, it is claimed, establishing in 
hi , .,. Quebec the entire French lew which ruled New 

France a t  the time of the conquest. 
b id- - ' '6 W. P. M. Kennedy, Btatutes, Trsatier and Documents, p. 166. 

P. B. Mignault (former1 Mr. Justice Mignault of the 
T' 8" reme Court of Canada), "G OS ProblEmes Const~tutionnels" 

1928) l13 Revue du Droit 677. V Evan Gray "The O'Connor 
8 &epo& on the British ~ ~ ; t r ~ ~ k i ~ a  Act" (l988). 17 Oanadian 
.%.- tlor Review, 800. 

8e"to deal with all civi! and criminal eases, to judge finally 
and in the lwt  resort according to the laws and ordinances of our 
kin~dom". 

The Royal Proclamation of' George 111 of 
England in October, 1763, which proposed to 
introduce the English common law into the con- 
quered territory in North America was naturally 
resented as a grave injustice by the people of 
Quebec. The Quebec Act of 1774 which was passed 
to meet this grievance, repealed the proclamation 
of October, 1763. Section 8 of the Act declared 
that "His Majesty's Canadian Subjects, within the 
province of Quebec . . . may also hold and enjoy 
their Property and Possessions, together with all 
Customs and Usages relative thereto, and all other 
their Civil Rights, in as large, ample, and bene6cial 
Manner, as if the said Proclamation . . . had not 
been made" and then continued to provide, as 
quoted above, that the laws of Canada should 
provide the rule of decision in controversies 
"relative to Property and Civil Rights". This 
section of the Quebec Act has never been repealed. 

The French law i d s  entirety was in force in New 
France a t  the time of the conquest and the people 
of Quebec desired to retain it. This was the ground * 

of their objection to the Proclamation of 1763 and 
the Quebec Act was passed to meet this grievance. 
On the basis of these f a 0 4  it  is argued that the 
Quebec Act was intended to meet the grievance 
fully and that the expression, "Property and Civil 
Rights", as used in the Act, was intended to com- 
prise the entire French civil law and not merely 
certain selected portions of it. The only thing.,-: ;q 
which is important for understanding the scope of' 
the Act is the purpose for which it was passed, -- 
The statements of British officials and the instruf l- i  t- 

tions of the British Government to colonialtd '-' 
governors merely reveal their opinions. They do 

1 
not give clues to the meaning of phrases used in 
the Quebec Act. 

This argument attributes a very wide meaning 
to the expression "Property and Civil RigbW as 
used in the Quebec Act, and holds that when used 
in later statutes, the expression bears the same 
extended meaning unless an express limitation is 
introduced. No express limitation on the meaning 
of the phrase occurs in the British North America 
Act and therefore it ie concluded that the broad 
meaning given to it  by the Privy Codncil is in 
accordance with i t s  original-historic_a! meaning.41._ A" 5"" ',"2::;:?,t2Y{~;:r!;; ,a 

.., .$, 'P  . .. , .- . - . -  

M For this argument, lee P. B. Yignsdt, W. a(t. 



1 - 3 6  

?'he Limitations of the HGtorical Argument8 
All the historical interpretations go far afield for 

their arguments. There is no final certainty as to 
what the framers meant by the use of these phrases. 
The records of the time have not preserved all their 
opinions on all points. Clear statements of the 
views of some on particular points have come 
down to us; of the views of others, nothing is 
known.42 

All that is certainly known is that the framers 
had large plans for the new Dominion and they 
proposed a strong central government with ample 
financial powers to carry the program through. 
The financial settlement which gave the Dominion 
the unrestricted taxing power, 'and the exclusive 
urn of the most important revenue sources of the 
time (nearly four-fifths of the former provincial 
revenues were given to the new Dominion Govern- 
ment) is the most significant evidence of the leading 
role cast for the new Federal Government and of 
the responsibilitiea which i t  was expected to assume. 
In  the provisions for reservation and disallowance 
of provincial legislation, the Fathers gave the 
Dominion legal power to supervise and control the 
legislatures of the provinces. At the same time, it  
was agreed that the state should be federal with 
exclusive spheres of power reserved to both the 
provinces and the Dominion. But the exaot 
meanings intended to be given to the general words 
used in outlining these exclusive spheres of legis- 
lative power remain a matter for speculation. 

There is no doubt that some of the framers had 
wanted a legislative union. Those who expected 

I to be members of the new Federal Government 
I naturally wanted a large stage on which to exhibit 

their capacity as statesmen.43 But whatever their 
intentions, they could not overcome the limita- 
tions imposed by physical conditions. They could 
not ignore the social forces rooted in the history 
of the colonies any more than they could presume 
to bind the future indefinitely to the past. 

There is a further limitation inherent in all 
historical interpretation of political constitutions 
which are to govern the distant future. The 
framers of the constitution could not foresee the 

UThe a eement reaohed by delegates to the Quebec Con- 
ference is agnowledged to have been a compromiy and i t  I# 
unlikely that the delegate8 in the subsequent drscu88rons always 
distipguished olearl betwebn the com romise and their dwn con- 
ceptron of what &federation ahoul$ have been. For a clear 
statement of the diffloultiee attendrng historicd inte retation see 
V Evan Gray "The O'Connor Report on the fPritish N'orth 
&;rice, Act", (i930), 17 Uanadian Bar Review, 808 at pp. 8111-8. 

48 John A Macdonald probabl had the possibility of a great - future in mind when he said "Id are all mere 
politician8 a t  present; perha& by and b some OP","~~W~?%~$ 
the level of nationd iitatemen" ptJ by A R M Lower 1n 
"Sir John A. Mac&naldl', (l936), 1 Dalhouste R&& p, 80. 

revolutionary economic and social changes that 
have since taken place and therefore could have 
no intention a t  all concerning them. Whatever 
powers Confederation was intended to confer on 
We Dominion, these intentions cannot provide 
answers for many of the questions which agitate 
us now for the simple reason that the conditions 
out of which present dficulties arise were not even 
remotely considered as possibilities. The inten- 
tions of the founders cannot, except by chance, 
provide solutions for problems of which they never 
dreamed. 

4. PWLIC FINANCE AT CONFEDERATION 

The Sphere of Government in 1867 

The character of a public finance system depends 
on what governments are expected to do. What 
governments are expected to do depends on the 
prevalent political opinion and stage of develop- 
ment of the economy of the time. The statesmen of 
Confederation did not anticipate any radical change 
in the functions of government, but the adoption 
of a federal union required an allocation of respon- 
sibilities and sources of revenue between the 
Dominion and the provinces. In  making a financial 
settlement and in fixing the future financial rela- 
tionships of the provinces with the new Federal 
Government, they assumed that the sphere of 
governmental action would remain essentially what 
i t  had been in the past. Therefore, they were 
primarily concerned to transfer t o  the Federal 
Government the responsibilitiea and the financial 
resources which would enable it to carry out the 
political and economic objectives of the union. 

Since 1867, there have been sweeping economic 
and social changes and no lem important changes 
in opinion as to the appropriate functions of 
government, none of which could have beeq, 
anticipated a t  the time. I t  is necessary to recall 
the social conditions of the day and the limited 
scope of government activities in order to appre- 
ciate the financial arrangements with which the 
federation was equippedVand to realize that the 
division of responsibilities and revenue sources 
which was made a t  Confederation contemplated 
a much smaller sphere of government activities 
than exists today. The manner of life in British 
North America has already been briefly outlined. 
I t  will suffice to rdal l  here the scattered rural 
character of the population, the decentralization 
of industry in small towns and villages, the self- 
sufficiency of families and communities, the irnprert- 
sive solidarity of the family, and the open frontier 



of the continent which afforded individuals a variety 
of means of adjustment to economic crises. While 
economic conditions did not offer great material 

to the many, they provided a modest 
security for the frugal and industrious and an 
almost frictionless adjustment to business 5uctua- 
tions without any intervention by governments. 

The role which governments were called upon to 
play was one peculiar to the conditions of the 
time. An individualistic outlook, which relies on 
the family as the unit of mutual welfare, is 
nourished in a pioneer society and people readily 
agree that governmental action should be con- 
fined to the narrowest possible limits.46 Accord- 
ingly, the principal functions of the state followed 
the prescription of Adam Smith. Government was 
thought to have met its purpose when i t  provided 
for adequate defence, the enforcement of the general 
law through the equal administration of justice and 
the maintenance of a few essential public works. 
Within this framework of order provided by public 
authority, individuals were expected to work out 
their own destiny unrestrained and unassisted by 
governments. There was a general conviction, 
widely confirmed by contemporary example, that 
Providence helps those who help themselves. 

British North American governments did not 
concern themselves with regulation of the daily 
pursuits of the people. Nor did they assume any 
significant responsibility for social welfare. They 
took seriously their responsibilities for maintaining 
defence and internal order but they carried them 
out with frugal care. Thus far their interpretation 
of the doctrine of laiasez faire was in harmony with 
current British precept and example. 

But the application of the doctrine was modified 
by certain conditions peculiar to the colonies. 
The United States and all European countries at  
the time had incurred huge burdens for defence. 
European governments were spending as much as 
half of their current revenues on military purposes, 
and the United States had just emerged from a 
costly civil war. The colonies, relying on Great 
Britain, escaped most of the costs of military and - 

In the sixtiee of the last oenkury, the phi!osophy of laiaaec 
faire was at the height of itu iduence upon pub110 pol~cy through- 
Out the world. 

naval defence. Had they been able to stop at  
this point, their burden of public expenditur'es 
would have been extremely low. However, release 
from expenditures on defence gave them resources 
for other tasks and all the colonies took on heavy 
commitments in aiding economic development. 

Pioneer communities in North America were 
always hampered in realizing their dreams of 
progress by the tremendous difficulties of trans- 
port and communications. The scarcity of capital 
and the scattered nature of settlement added to 
the difficulties. As a result, the task of securing 
the provision of community equipment such as 
canals, harbours, roads, bridges and railwaye was 
saddled on government. Of all the agencies of the 
community, it  had the broadest command of 
means. Until this equipment was provided, 
development was slow and individuals could not 
reap the rich promise of a new country. The 
colonial interpretation of Iaism faire did not forbid 
strenuous government activity for developmental 
purposes.46 The &ate was required, by general 
consensus, to help people to help themselves. 

The Burden of Debts incurred for Development- 
the necessity for centralization of finance 

The urgent demand for transportation facilities 
had played havoc with the otherwise careful public 
fiances of the colonies. In  particular, the Province 
of Canada had gambled heavily in developing the 
St. Lawrence route as a means of tapping the trade 
of the Middle West. The coming of the railways, 
with their fabulous promise, intensified this con- 
centration of public finance on development. 
Canada put in another expensive bid for commercial 
greatness by extensive railway loans. The Mari- 
times were stirred to link themselves to the 
continent behind them and the governments 
undertook ambitious railway programs as public 
works. By the eve of Confederation, transporta- 
tion had overshadowed everything else in the 
budgets of tihe colonies and had seriously strained 
the public finance systems of Canada, New Brunb 
wick and Nova Scotia. 

MAppendix %D. Q. Oreighton, Britwh Norih America at 00, 
federation, pp. 67-70. 



Other Public Works.. ............................ 

Sub-total ............................. 

I n  the Maritime Provinces, roads, hridgee, lihthounea, hubour improvements and other publio works were ohaged to  ourrent ~ocount. 
Approximate. 

(dJ Inoluding unpaid i n k e a t  of $18.1 million. 

waya were in financial trouble soon after they were resulted in repeated budget deficit8 and it became 
completed. The Government of Canada had increasingly dacult  to secure loans a t  rates the 
assisted them with large loans which quickly fell provinces could hope to bear. Deficits had driven 
into default.48 In the Maritimes, practically the home 'the necessity for the union of Vancouver 
entire provincial debta had been incurred on Island with the mainland and the infant Province 

of British Columbia waa struggling with a public 
4rpf the Province 01 Canada's net debt of $74 mi!lion, over debt which amountd to over $100 per white 

f ~ & ~ ~ r $ , " a ~ ~ , " t " . ~ & i ~ ~ h ~ ~ ~ v i ~ " ,  t:dmi#:$aft$ inhabitant.40 The situation was only less severe 
municrpal obligations (which, with arream of Intereat amounted to in the other provinces. They were being obliged 

, , $14 mlllion) ariaing main1 out, of raah munioip~l support of 
railway develo ment The &time Provinces had a direct invest- to fall back on temporary loans from local banks 

: ~~tz!~&&!&$, $C,"~~,~d~io,";Pi~i~~it",',"~ . and from English banking houaes.60 All the 
' of the Maritime Oovernmenta aonai&d exclusively of obligationa - 

- aontraoted for r o a b  and  railway^. Howas, Britkh Uolum6io. The Moking of a Prwinoe, p. 188. 
a $ l S  million out of the total loam to railway# of W million 

m i n t e d  of ~ p ~ i d  inintereat. 
m I n  1866, Canada was paying B per cant intatereat on one of 

them temporary advanoer. 



provincial governments had overplayed their roles 
of promoting development.51 They were mrioudy 
embarrassed in carrying their existing obligations 
and their separate public finance systems could not 
hope to undertake new burdens. Yet there was a 
powerful demand for new and greater develop- 
mental projects. These could not be achieved 
without the centralization of finance. 

Public Expenditure8 before Confederath-the 
importance of development 

The restricted role of governments and the nature 
of public functions in the society of British North 
America are most clearly demonstrated by the 
magnitude and distribution of the government 
expenditures. The figures are relatively insig- 
nificant when compared with those of today. In  

-- ' , .l866 less than one-twentieth of the income of the 

population flowed through government chapnels 
and the total public expenditures amounted to less 
than $6 per capita.52 The major factor in this 
strikmg contrast with the present time was the 
relative unimportance of the cost of education and 
public welfare; less than 14 per cent of the total 
expenditures were devoted to these services in 1866. 
The elemental responeibilities of government (i.e., 
the administration of justice, legislation and general 
administration), were conducted with frugality. 
The cost of defence which had been assumed by 
the Imperial authorities left no heavy burden on 
the colonies. All the traditional functions of 
government absorbed less than 40 per cent of the 
total outlay. The remainder of the expenditures 
(including debt chargw), which comprised nearly 
one-half of the total were devoted to development. 
This purpose dominated the public finance of the 
provinces. 

 TAB^ ~.-EXPBNDITUBEB ON CORBIWT ACCOUNI-FIBC& Y a m  ENDED 1866(.) 
(Thousands o j  DOU~TII) 

ProVince of Canada Nova Sootia New Bmnawiok 

---P- 

a6 - 58 - 444 

170 1,164 176 10,160 



There were no marked Werences in the total The Maritime Provinces relied almost entirely 
l government expendituree of the three provinces. on a simple customs tariff of a revenue nature and 

The current expenditures of the provincial govern- made practically no attempt to levy excise a t  all.63 
menta in the Maritime Provinces on roads, educa As Table 4 indicates, each of them derived 80 per 
$ion and public welfare were significantly higher cent or more of its revenues from this source in 

I than those of Canada. This was mainly due to 1866, The taxation system in Canada was some- 
the fact, that in the Maritime4 muniaipal institu- what more advanced. In 1866, customs duties 
ti0nS did not exist outside the principal cities and provided 66 per cent of the provincial revenue 
public expenditures on roads and bridges, education while 17 per cent was derived from excise. With l 
and public welfare became items in the current a more diversided economy, Canada did not import 
expenditures the provincial governments- On so wide a range of articles of general consumption. 
the hand, the existence more Local production had developed in many lines and 
developed municipal institutions in Canada, partic- there ,ere considerable elements of protection in a 
ularl~ in Upper Canada, upon which a great part tariff which around 20 per cent on articles 
of the burden of maintaining roads and supporting of general consumptiol.. 
education and public welfare had been placed, 
resulted in a corresponding reduction of provincial In both Canada and the Maritimes, the customs 
expenditures on these items. rates were considerably higher on luxury items. 

TABLE: 4.-REVENU~UBBCNT ACCOUN~LFISC~ YEWU ENDED 1866(") 
(Thousands of Dollam) 

, Provinoe of Canada Nova Scotia New Brunswick - - Total - Provincial Municipal Provincial Municipal Provincial Municipal 
(0) 

- 9,691 

- 1 895 ~~:~ : : : : : : : : : : : : : : : : : : : : : : : : : : :~~ : : : : : : : : : :~T~-T7-  ....... . . . Sub-total.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . %,a24 ------ 4,600 130 1,037 126 135 10 16,358 4:045 827 

---p--- 

Lioenca Permits, Feee, eta ........ . . . . . . . . . . . . . . . . . . . . 30 9 a0 - - 857 
Public domain.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108 - - 1,140 
Salesd Commodities and Services.. . . . . . . . . . . . . . . . . . . . 609 - 93 - 686 
All Other.. . . . . . . . . . . . . . . . . . . . . ,. . . . . . . . . . . . . . . . . . . 400 10 7 10 480 -- --p- 

Total.. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,062 5,400 1,470 170 1,254 176 19,521 

(a) Compiled from the Public Aacounta of the B.N.A. Provinces. 
m . . *FTP~L~W y! U 

1) Esthatea b u d  on Munioipal Ret- for Upper and Lower Canada, Sessional Papera (1867-8) No. h . 1  ; ; ~ J A , ~ ~ q q ~  4 

(* Estimated. 

The Principal Xources of Public Revmu-the However, the simple, frugal society of the time did 
dependence upon customs duties not consume any great quantity of the heavily 

The revenue systems of the three provinces were taxed luxuries and the gradations of the tariff 
markedly similar and chiefly notable for their rates did not provide any significant measure of 
simplicity. The relied h o s t  entirely progressive taxation. The duties on articles of 
on indirect taxation with scarcely any effort to general consumption produced the great bulk of 
impose direct taxation. They did not have any the revenues of the provincial governments. Table 
elaborate tax machinery for the nature of the 6 shows the per capita burden of the principal 
economy and its modes of distributing income taxes in the three provinces and reveals the 
made it useless to attempt a more complex system complete dependencg. on these indirect taxes. 
of taxation. Hence their principal revenuea were 
derived from oustoms dutiee and excise which lent 

WThe import dutiem on commodities of general connumption - to oouection and 
ranged around 10 per oent in Nova Bcotir and 15 per cent in New ' enforcement. B ~ W W ~ & .  



TABLPJ &-Pm C m m ~  C ~ N T  m m ,  welfare. ~ ~ & t  from the direct taxes levied by 
Frsca Y~has Emm l866 the municipalities of Canada, these various burdens 

(Dolha) were almost entirely supported by indirect taxation 
consisting of customs duties and excise. These 
debts and functions of government and these 
sources of revenue were now to be allotted between 
the provinces and the new Dominion. 

The Division of Responsibilities and Revenues 
under the British North America Act 

The new financial settlement was in part deter- 
mined by the legacy of debt8 and the character of 

Total ......... . . ... . . 4.17 2.04 the economy. It was guided by the prevailing -- 
Combined Provinces philosophy of the functions of government and the 

and Municipalities. 6.21 4.61 6.27 fiscal experience of the past. But within these 
conditions, the actual shape of the revised system 
of public finance was dictated by the purposes 

Except for two or three leading cities, muni- which the new political structure was designed to 
Cipd organization was virtually non-existent in the serve. In  the future, the Federal Government 
Maritimes. Thus the income from import duties was to provide for defence and have jurisdiction 
carried the burden of practically all local expendi- over interprovincial communications. ~t was 
tures as well. In  Canada East, municipal develop- required to build t55. Intercolonial railway; expected 
merit Was well under way but it was still consider- to deepen and improve the canal system of the St. 
ably behind' that of Canada West. I n  the Province Lawrence; .pledged to open up communication with 
of Canada the revenues of the fully organized the West; m short, i t  was to take the major respon- 
municipal system were nearly equal to half the sibility for national security and national develop- 
total revenues of the provincial government. ment. The transfer of these costly functions would 
Municipal institutions had enabled the provincial greatly reduce the burdens on the provincial 
government to transfer very substantial responsi- 
bilities from its own shoulders without materially Because the Dominion was to assume the respon- 
Cutting down its own sources of revenue. Thus sibility for development, the massive community 
Canada could face the difficult and rather unpre- equipment and assets of the provinces, which could 
dictable adjustments of a major change with more be adapted to its purpose, were to come under 
equanimity than could the Maritimes. Dominion control and i t  was to w u m e  the debts 

This was the public finance structure which the which the provinces had incurred in acquiring them. 
architects of Confederation had to remodel to suit Harbours, lighthouses, eteamboats, canals and rail- 
their new purposes. It included large debts ways were to be brought within its jurisdiction 
incurred almost entirely for public works such as and where owned by the provinces, to become the 
canals, harbours and railways as well as heavy common property of the Dominion. With minor 
current expenditures for developmental purposes. exceptions, the public debts of the provinces were 
The traditional functions of government absorbed completely assumed by the Dominion. This is 
a substantial part of the revenues but only very indicated in detail in Table 6A on the following 
modest sums were allotted t~~edupat ion and public page. , 

. . ., . 8 _ 
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Omaa Debt aasumed by Dominion ............................. 
Arreb token 4 Dominion M O ~ I &  lo.Debl' 

Caeh ...................................................... 
Sinking Funds.. ........................................... 
h t s  re Guaranteed Debt ................................. ............................................. Investments.. ........................................... Current Assets. 

Total h t s  taken by Dominion as Offsets tb Debt.. .......... 
. 

Net Debt Aenumed by the Dominion.. ........................ 
............................. Debt Allowance ss per B.N.A. Aat 

6) Subsequent adjustments, due l&ly to oapitelisation of annuities, in& thenet debt of the Province of Canadato S78,MW,088.84at June 80, 1872 
") Commitments for subsidies to railways in the ooum of wnntruotion. At June 80,1888, (466,764.67 had been paid on this soaount. 
h) Light Houses, Harbour Improvements, Roads and Bridge. snd other publio works were tranafemd to the Dominion but as they W- 0- 

oriOinally to ourrent revenue, they do not appe~r m the atstement of aeaets. 
Except for $21,487.47 for provinoial pensions ospitalired, this wmprlsea wmmitmenta for subsidies to the Windsor snd hpIk Railway. 
~ a 3 u r y  Notes in ohulation on June 30, 1$73,amountl11g to (87,811.10, were oaued for cancellation by the Province. 

10 Balance due on oommitmenta for oonat~otion of tbe Rince Edward Island Railway. 
0 Loans a d  unpaid interest, +d Trunk Railway, Chat  Western Railway and the Northern Railway. Unpaid interest amouted to $18,OW,OM) 

Debt allowances, in round sums but calculated many of the Fathers spoke ae if all the signFcan1 
roughly on an equal per capita basis, were allotted powers of taxation were to be given to the 
to all provinces; it was provided that provinces Dominion. At Sherbrooke, Galt declared, as il 

 whose actual debt fell below the allowance should speaking of an undivided power, that "the powe~ 
, receive interest at 6 per cent per annum from the of taxation had been confided to the General Legib 

Dominion on the difference, and the provinces lature'l.66 Both the Quebec and London Resolu- 
whose debts exceeded the debt allowance should tions stated that subsidies were to be paid to the 
pay interest on the excess a t  the =me rate. provincial governments "in consideration of the 

The magnitude of the burdens, aotual and transfer to the ~ene{al Parliament of the powers 
prospective, which were being transferred to the of taxation1'.5e Although it waa expected a t  the 
Dominion, called for commensurate fiscal resources - MNpemh on the Propo~ed Udon, P. 11. 
and powers. Therefore, it is not surprising that 60 Quebeo Redolution~ NO. 64; London Resolutions No. 89. 
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t h e  that the Federal Government would rely 
upon the accepted and well-tried devices of indirect 
taxation, such aa customs .and excise, for raising 
the necessary revenues, the possibility that unfore- 
seen circumstances mighticompel it to extend its 
levies to direct taxation p well persuaded the 
framers to give the Dominion unlimited powers 
of taxation. 

National security, national development and the 
fostering of trade and commerce by appropriate 
regulation were regarded by the Fathers as the 
great functions of government. They were also 
the functions which they thought likely to expand 
in the future. When these had been transferred 
to the Federal Government, the provinces were 
left with functions, the burden of which was 
not expected to grow. They would be required to 
support a civil government establishment; to 
maintain a number of local public works and to 
undertake the administration of justice. But the 
heaviest duties of civil government and the onerous 
burden of the great public works would be lifted 
from their shoulders. The support of education 
was to come within their sphere and their control 
over "Generally all Matters of merely local or 
private Nature in the Province" and over "the 
Eetablishment, Maintenance and Management of 
Hospitals, Asyluma, Charities and Eleemosynary 
Institutions in and for the Province" implied 
responsibility for social welfare problems whiqh got 
'beyond the resources of charitable and municipal 
organization. 

Of the functions remaining to the provinces, the 
support of education bulked the largest financially. 
It took the form of financial assistance and did not 
require extensive administrative maohinery. More- 
over, the assistance was of a modest character. The 
nature of the economy explains the small per capita 
expenditure on education. In the self-sufficient 
rural or village society of the time, education in a 
broad sense was obtained without much benefit of 
formal schooling. There was a farm and fishing 
apprenticeship in fact as well as a craft apprentice- 
ship, none of which involved the expenditure of 
public funds. Schooling was not compulsory. The 
professions afforded few openings and parents 
wishing to prepare their children for such oppor- 
tunities were expected to pay for their education 
at private schools.~7 The technical complexity of 
our society in more recent times, which has 
revolutionized educational methods and costs lay 
far ahead and unforeseen. - 

lome grsnta were made to collegea but they were inaigni5cant 
in amount. 

Provincial paymente for public welfare were 
even smaller than those for education ranging in 
1866 from 6 per cent of total current expenditures 
in Nova Scotia to 3 per cent in Canada, the latter 
p&centage indicating that a considerable share of 
this burden had been unloaded on the munici- 
palities. In fact, most of the provincial expendi- 
tures on public welfare took the form of assistance 
to municipal institutions and private charities. 

New Brunswick alone of the provinces had 
established a permanent board of public health in 
1866. When the cholera epidemic startled Canada 
into establishing a temporary central board of 
health in 1849, there was considerable objection to 
assisting private misfortune out of the general 
public funds.68 This spirit waa still dominant in 
matters relating to public welfare. All provinces 
were contributing to the care of the insane but5the 
amounts were small. The poor and the disabled, 
the aged and the orphans, were left to the care of 
municipal and private organizations, assisted, if at 
all, by small governIpent grants. 

The self-sufficiency and solidarity-of the family 
carried a great deal of this burden of providing 
soda1 security for the unfortunate. Periodic 
unemployment generally meant no more than a 
temporary retreat to the family homestead. There 
was nothing in the experience of the Fathere to 
suggest serious defects in this pattern of social 
security. Indeed, there was a disposition to speak 
hopefully of a time when private charity would 
relieve the governments of their existing commit- 
ments for public welfare.69 Personal responsi- 
bility was the ideal of the time and many looked 
forward to a society where it would be perfectly 
realized. 

The functions which were left to the provinces 
were important but their cost was not large. The 
minor financial role which was conceived for the 
provinces in the federation is emphasized by the 
frequent equation of them to great municipalities. 
Galt, in his speech a t  Sherbrooke declared that 
the local legislatures would be "municipalities of a 
larger growth"60 and members of the Canadian 
legislature from Upper Canada frequently spoke 
of them in the Confederation debates as 'local 
municipal parliaments" and as "large municipal 
deliberative bodies'j.61 Tupper, a t  the Quebec 
Conference, said it was proposed ''to preserve the 
Local Governments in the Lower Provinces because 

M Uanadian Publia Health Journal, 1829, p. 140. 
m Bussoh cn the Prouorsd Union. D. 16. . - 

~ i i d . ,  p. 16. 
aAppendix ?-D. G. Creighton, M t h h  Nwth drndaa at 

Qonfederatlon. p. 83. Bee also p. 79. 



we have not municipal institutions9'.e2 In the 
Prince Edward Island Assembly, George Coles 
complained that "in this House, scarcely anything 
should be left for us to do, but to legislate dog 
taxes, and the running a t  large of ewine".e8 There 
was repeated reference to "how insignificant are 
the matter6 weed  . . .  to be left to the Local 
GovernmenW.64 

The calculations of the amounte required for 
the operation of the provincial governments after 
Confederation on which the financial settlement 
was based show the extent to which functions were 
to be transferred. Tupper estimated that Nova 
Scotia, which had had an outlay in 1863 of over 
a million dollars, would be able to meet her 
responsibilities after Confederation with $370,000. 
Similarly, the New Brunswick delegates to the 
Quebec Conference undertook to perform the local 
services for $353,000 after Confederation, in com- 
parison with an expenditure of $885,000 in 1863. 
Canada had spent almost $11 million in 1863 and 
the new Provinces of Ontario and Quebec were 
expected to reduce their annual expenditures to a 
combined total of something over $2 million.e6 

The Federal Government was to rtssume virtually 
all the provincial debts and the large expanding 
functions of government. With greatly reduced 
responsibilities, the provinoes could have no need 
for access to the great sources of revenue of the 
day. Accordingly, section 92 limited the provinces 
to direct taxation within the province, The 
provinces were given theeBublic domain with its 
incidental revenues and a power to impose a 
variety of licences and fees. These were the 
sources from which the provinoes were expeeted 
to finanae their activities. The customs duties and 

Pope, Uonfsdsration Docummts, p. 85. 

"P.E.1. Asrmbly Dlater. 1865, pp. 65-7. 

The figurea for the three provinw are thorn given by Galt 
n hia Sherhrooke addreaa. 
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.- J ,,!!-l, ,l'.; - Province New 
'.' 8 :.; :.c 

Taaee: 
Cuatams 40 ............. 
Realty.. 
Other.. 4 

Ucencea, Permits, Fees, eta... 4 ............. Public Domain.. 
AU Other W.. ................ 

- 

Revenue from t otace and from aalea of other oommodities and 
services are e x o l u d c  ~ b e m  are offset by oorresponding expenditures. 

Revenues Left to Provinces Fall Xhort of Require- 
ments-gulf bridged by federal subsidies 

The transfer of customs and excise to the 
Dominion left the provincial governments with less 
than one-fifth of their former revenues. Modest 
as were the responsibiitia they retained, these 
revenues fell considerably short of meeting them. 
They were given the power to levy direct taxes 
but the discussions of the Confederation period 
indicate that the provincial governments were not 
expected to use it.66 Direct taxes were extremely 
unpopular; they had never been levied by the 
provinces, and, as already pointed out, the nature 
of the economy made the administration of direct 
taxation except by municipalities very dBcult. 

In  these circumstances, the Fathers felt obliged 
to seek other means of meeting the prospective 
deficits of .the provinces. The task waa compli- 
cated by the fact that the deficiencies were much 
more serious in some provinces than in others. The 
relatively mature municipal system in the Prov- 
ince of Canada carried a large hare of what would 
otherwise have been provincial responsibilities. 
Practically all the municipal revenues were raised 
by a direct property tax. In 1866, the munici- 
palities of Canada collected nearly a third of 
the total provincial and municipal revenues. The 
surrender of customs and excise to the Dominion 
and the provincial power of direct taxation left 
this municipal revenue system intact. In the 

W"It was expected and intended and for a full eneration 
i t  w e  a fact that the federal ~ u b n i d i ~  and revenues of (the puhlio 
domaln wo!fd provide d au5oient revenue for the ~rovmcesP 
Ex. 297, Brlef of Out., p. 16. 



Maritimes, on the other hand, municipal develop- 
ment had scarcely begun and public expenditures 
in the localities were being financed largely out of 
general taxation-from ,customs revenues which 
yielded considerably more, per capita than in the 
Province of Canada and which would be handed 
over to the Dominion at  Confederation.es Thus 
prospective deficiency of provincial revenues under 
the settlement varied inversely with the degree of 
municipal development. While Ontario and Quebec 
were to retain, between them, almost half of the 
total provincial-municipal revenues collected in the 
old Province of Canada,eQ Nova Scotia and New 
Brunswick were to retain only about one-fourth. 

- Local Ihcal Deficit 
Revenues Outlay 

Canada.. . . . . . . . . . . $1,207,000 $2,280,000 $083,000 or 38 
cents per capita 

Novs Scotia.. . . . . . 107,000 887,000 S660,OM) or $1.70 
per cap~ta 

New Brunswick. . . . 80,000 424,000 $335,OM) or $1.33 
per capits 

I n  his speech a t  Sherbrooke, Galt presented 
estimates of what the expenditures of the provincial 
governments on their reduced responsibilities would 
be and of the income to be anticipated from the 
revenue sources left in their hands. These esti- 
mates were based on the financial position of the 
provinces in 1864 and as they provided the bads 
of discugsion for the subsidy calculations, they are 
set out in Table 7. They show prospective deficits 
ranging from $1.70 per capita in the case of Nova 
Scotia down to 38 cents per capita for the new 
Provinces of Ontario and Quebec. The Table shows 
the extent of the gap which somehow had to be 
bridged if the main lines of the proposed financial 
settlement were to be retained intact. - 

WThus New Brundck and Nova Scotia would lose 72 per 
cent and 75 per cent res ectively of their combined provinc~al- 
municipal revenues while &nada would lose only K6 per cent. The 
realty and other miscellaneous taxes collected almost entire1 by 
the municipalities in Canada amounted to nearly a third o f  the 
total ublic revenues (municipal and rovincial) in 1868. In the 
~aritymea, these direct taxes yielded ress than 10 per cent of the 
tokl revenues. 8ee Table 8.. Developed munioipal lnatitutioqs 
accompanied greater urbanisat~on whiah waa presruaablp an mndi- 
c&ion of higher taxable capaolty. 

The position of Ontario waa considerabl better than that 
of Quebec where municipal development was stilfin ite early sta es 
It is impossible to dinentangle the municipal revenues 8ttribut.h; 
to the two separate areas of Canada before Confederation and no 
accurate statement of the relative position of the two new prov- 
inces can be made. 

There was a strong desire to avoid the device,of 
annual subsidies from the Dominion to the prov- 
inces. However, the framers of the settlement 
refused to give the provinces a concurrent power 
of indirect taxation lest it be used to establish 
interprovincial trade barriers and they did not 
believe it  was politically possible to impose direcf 
taxation.70 Thus there was no real alternative 
and subsidies were introduced to bring provincial 
revenues to a level with minimum estimates of 
future expenditures. 

The Quebec Conference found considerabIe 
difficulty in reaching a subsidy formula which 
would satisfy the demand6 of equity, and meet the 
wide variation in the anticipated deficits of the 
different provinces. The prevailing individualism 
which enforced representation by population in the 
political sphere assumed without question that the 
first principle of equity in the financial settlement 
was per capita equality. However, a per capita 
annual payment which would bridge the gap for 
Nova Scotia or "-New Brunswick would give 
Ontario far more additional revenue than appeared 
necessary. Moreover, it would require total annual 
subsidies in excess of $5 million a year. This was 
too large a deduction from the prospective annual 
revenues'of $12 million to be collected by the 
Dominion which waa undertaking such great 
responsibilities. Accordingly there was pressure to 
reduce the estimates of provincial needs. Nova 
Scotia, where the greatest deficit was expected, 
revised its estimate of expenditures to a figure 
which would require an 80 cents per capita subsidy 
to bridge the gap. This standard, which brought 
the total annual subsidies below $3 million, was 
adopted as the basis of settlement. 

This arrangement was still open to the objection 
that it gave Ontario more than was necwary while 
i t  was a very tight fit for Nova Scotia. New 
Brunswick, pleading special need, was granted an 
extra $63,000 for a period of ten years. The 80 
cents per capita subsidy was modestly supple- 
mented in the final settlement by lump mm grants 
for the support of general government, and the 

-provinces were launched with these subsidies a s  
n Ithe solvent for their financial weakness. 

Although the financial settlement quickly proved 
Ito be intolerable for Nova Scotia-a revision being 
necessary in 1869-its principal features stood for 
many years and, with minor modifications, it  was 
applied to new provinces as they joined the 
Dominion. I t s  terms were written into the British 

TUppmdix 2-D. G. Oreighton, Brltkh North Amerloo at 
Oonfsdwotion, p. 86. 



North America Act and the subsidies agreed upon 
were declared to be "in full Settlement of all 
future Demands on Canada". If the provincw 
chose to increase their expenditures materially, i t  
was intended that they should obtain their addi- 
tional revenues entirely from the revenue'sources 
allotted to them. 

Summary-the great responsibilities and the 
dominant fiizancial position of the Federal 
Government 

The financial settlement underlines the various 
statements of the Fathers as to tbe great functions 
of the new Dominion and relatively minor financial 
role to be played by the provinces. The important 
responsibility for national defence was transferred 
to the Dominion and the provincial treasuries were 
relieved of the incalculable burdens which it might 
entail. The largest single item of public expendi- 
ture in the colonies had been the promotion of 
economic development. One of the major purposes 
of Confederation was to apply still greater energies 
to this task and to provide still larger financial 
resources for the purpose. I n  effect, the Dominion 
was a great holding company designed to unify 
the efforts of the colonies in realizing the oppor- 
tunities of a transcontinental domain. All the 
provincial assets which could be adapted to that 
purpose were transferred to the Dominion as were 
the debts which the provinces had incurred in 
acquiring them. The burden of the functions left 
with the provinces wae expected, in per capita 
terms, to grow lighter rather than heavier. In  the 
economic and social con8f'eions of the time, the 
cost of education and public welfare was not 

expected to increase disproportionately to the 
growth of population. I t  was anticipated that 
r a p ~ d  extension of municipal institutione would 
carry any additional burdens which these services 
might involve in the future and would reduce the 
outlay of provincial governments upon them. 

The transfer of the dynamic, expanding func- 
tions of government to the Dominion while the 
provinces retained those which were thought to 
be static or likely to decline explains the lop- 
sided division of the revenue sources of the time. 
The Dominion was given an unlimited power of 
taxation to enable it  to meet the growing aa well 
as the unpredictable responsibilities of the State. 
The provinces were left with but fractions of their 
former revenues. The power of direct taxation 
had to be given to the provinces in order that 
they might confer that power on the municipalities 
which they were expected to  create. But all the 
circumstances of the day seemed to indicate that 
direct taxation could not be fruitfully employed by 

1lThe per ca ita subsidy was based on the cenaus of 1861. 
As agreed at ~ue%ec thla basis was not subject tp change with 
riainp po ulation. dowever, at .London, a concession was made 
to Nova icotia and New Brunsw~ck, allowing r decennial revision 
in their cases until B population of 400,000 wcu, reached. 
other than municipal governments. It was expected 
that any additional revenues which a province 
might need would be found in the growing receipts 
from the public domain rather than in direct taxa- 
tion. Subsidies were introduced to make it barely 
possible for the provinces to balance their budgets. 
These subsidies were conceived to be h a 1  and, 
subject to a minor exception,71 were not intended 
to grow with the growth of population. 
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