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; 1. CANADA'S Pum M T- WORLD ECONOMY per cent of the world's population, Canada ranke 
_ -- . .4 , Canada holds a particularly important place in sixth among the leading world traders,' first among 

the world economy, or at least in that section of the fifth among ~reditorS9~ third Or  fourth 

.-world economy which has been, or remaine, organ- among security and first in tourist tradea 
bask of interdependent trade and -in fact she ranks high in all the major aativities 

and which operates as a func- which make UP the balance of payments.6 On a 
Although containing leas than one per capita basis the Canadian figures in 9 these 

'.C 'In 1997 four& in exports, eighth in imports, a i d  in total 
transactions substantially exceed those of the lead- 

, ;?. trade. ing world economic powers--United States, United 

Tmtpl 74.-WORLD M~CHANDIBPJ TRADPJ . 
Net Imports Domestlo Exports Total Trade 

S S 
miuion million million per capita 

S 
. l ,  

S 
Pp-- 

U.K ........................ 6 081 1. U.S.A.. ............... 3 298 1. UK.. .................. 7 669 166.72 
2.u.s.a ....................... a'oos a u . ~  .................... 2'67s 2.u:s.a .................. 6'306 49.10 
8. Gatmany.. ................. 2:476 3: Germany.. ............. 2:611 3. Germany. .............. 6:087 63.02 
4. Franoa... .................. 1,801 4. C a d . .  .............. 1,110 4. Franco.. ............... 2,668 80.m 
6 Ja an.. .................... 1,073 6. Japan .................. 1 Q72 20.18 
6' Be? ium ..................... 923 6. C a d .  ............... 1:919 174.01 
7: ~ e d e ~ k a n d s  ................. 363 
h Canada ..................... 809 

*Notbinally, Canada ir digbtly rxweded bp Qsrman): 'Complete statiatior not available. Tbe vom Uanadian turn- 
bued on B e  followin# estlmten of fordga over in approximately (1,000 million a year; thin 9gure would be 

greatly exceeded bp U.K. and U.S.A. taaneaotioru, and roughly 
:billion 

,., . UX ..................................... 19 sgualled by Netherlands tranurotioru. 
m- P ,.l USA. .................................. 11 . SForeign tourist expenditurea in Canada were formerly len ............................. Netberlanb 4 than in Franoe, but in recent yearn Canada han apparently become 
, . S  France ................................. 4 much the largest tourirt centre. I t  ir interating to nota bowever, 

Oanada .................................. It  tbrt touriat expenditura in the State of California are dduble total 
, Wimstw for Belgium and Switserlmd u e  not available. emenditursr in Canada. 

, - - I  

i 1937 -' 11 ..m? c w e n t ~ a m u n t  l l938 1939 

t , b i t  c , ".Lit 1 c , "bit 

Cbld............. ..... .......................... + 146.1 
Tourist Trade.. .................................... + 294.7 
Interest and Mvidenda.. ............................ + 78.8 
Freight.. ......................................... + 111.7 
M i s c d ~ n e ~ u ~  &?vices.. ............................ 1 + ' 26.2 I 
Total Credits and Debits.. .......................... +1,666.2 

Capital Aaaount I I I I I I 
New lmes and retirements of murities.. ............. + 89.6 -177.9 -1EO.6 +144.6 -234.7 
8.*. and o o u  ..........I +606.6 I -61.4 1 ! !  1 -340 3 +311.0 -238.9 . Other capital movemente .......................... + 24.0 -129.8 -1020 1 - 1 -1M.O 

Net O u t w ~  Capital movements.. ................... 
F&aidd Item. ................................ , ... 1-1 -8tR.9 I 4 1 -692.4 4-466.4 + 46.9 

-617.0. 



- . Kingdom, Russia, Germany, France, Japan.7 The 
, Canadian national income per capita was exceeded 

I only by that of the United States in 1929, although 
S - in 1937, in part as a result of the drought, Canada 

was in sixth or seventh position.8 Industrially 
S a Canada is ranked eighth in the world (although 

only thirtieth in population); Canadian railways 
are the fourth largest in the wor1d;O and the 
volume of shipping from Canadian ports is about 
the fourth largest.10 

These details are highly significant illustrations 
of the Canadian economy and of the role which 
Canada plays in international business. I t  is only 
by playing this role that Canada can maintain any- 
thing near her present standard of living and can 
support the great capital investment which has 
been made to equip her for this role. Because Can- 
ada is one of the least self-sufficient countries in the 
world her prosperity and her very existence depend 
on making the most of her own specialized resources, 
and on trading them as advantageously as possible 
for her other requirements. Her success will depend 
not only on her own skill and efforts, but also on the 
continuation of an interdependent and integrated 
international system of trade and finance. Every- 
thing which tends to restrict the operation of that 
system, such as barriers to the international move- 
ment of population, goods or capital, or the detach- 
ment and artificial isolation of large bloas from the 
world economy on a self-contained basis, reduces 
the scope for an advantageous international division 
of labour-the principle on which the existing Cana- 
dian economy and standards of living are built. 
p u t  the per capit. 5gure1 ere higher in lome maller 
oountriw: 

Per capita Qror Tnde, in order of also of oountrier with 
larger per aapita aggregab than Canada-1037 

S 
1. New Zealand ........................ 823.94 
2. Belgium ............................ 214.08 
8. Denmark ........................... 102.08 t: g;;:~~;~.. .. .. .. .................. 170.61 ........................ 1711.a2 
6. Emberland ......................... 174.37 
7. Uana& ............................ 174.01 

#ourodondenrsd Pr8lit~ina Report m Trade of Uanada, 
198840, pp. 46-48, and League of %tiom Reports. 

'NATION& INCOMES PER CAPITA, 1087 
(In U.S. I) . - - - . - . 

At-~renent At  1020 Paritie. 
. Exchan e Rates with U.B. $ 

U.B.A. ............... 636 
..K .................. d: 401 
Auetralia ............ 434 620 
Germany ............. 421 240 
Sweden .............. 880 308 
New Zealand ........ 412 603 
Uanada .............. 871. 377 

Income Produced Method as entimated by the lank  of Nova 
Bcotla aa more' comparable with incomea ieported for other 
countries than Commission's calculations 

'Canada haa the fourth longest raifway mileage ranking after 
U.ll.A R u ~ l a  m d  India, and the fourth largest b n  mileage of 
tra6ic:(raaklnn'after U.B.A.. Rumla and Qerrnanr. 

M.The relatered tonna7e of veaael8 clearing~wlth car o in l036 
( I r h t  availa%le rear) -81 t r  srt for the U.K., next far f i e  U.B.A., 
next for Franoe and ~ m a &  w w  alm& euot ly  the wme am 
Germany, Bpain, h d  Belgium. 

A very brief review of Canada's resources in 
relation to the international economy will make 
clear why Canada plays such a relatively large part 
in that system, and is so profoundly dependent on 
it. Canada can produce large surpluses of many 
agricultural products (cereals, potatoes, apples, 
cattle, pork, and dairy products), of many forest 
products (pine and fir lumber, spruce and poplar 
and balsam pulpwood), of many mineral products 
(gold, silver, copper, nickel, lead and zinc), and 
hydro-electric power more cheaply-i.e., with the 
application of relatively less capital and labour- 
than can be done in most other countries. On the 
other hand, either Canada cannot produce, or 
cannot produce as cheaply as some parts of the 
world, her own requirements of such essential 
industrial raw materials as iron, coal, oil, rubber, 
and tin; of tropical fruits, fibres, and other natural 
products; and of many iron and steel, chemical, 
and textile manufactures based on special local 
resources and techniques. Every country could 
display a list of surplus and deficit resources, 
but in few would both sides of the balance sheet 
contain such basically important products in such 
volume, and in few would the extremes be so great. 
Thus Canada is a t  once the world's largest exporter 
of wheat, newsprint and non-ferrous metals, and 
one of the world's largest imp'orters of coal, oil 
and steel products. I t  is in this distribution and 
peculiar character of Canada's resources, and in 
her lack of resources, that we find the explanation 
for many of Canada's distinctive economic, and 
related public finance, problems. 

Some of the salient characteristics of Canada's 
trade may be noted. Both the staple imports and 
exports are mainly bulky, relatively low-value 
articles, and the sources of supply are distant from 
the markets, and therefore cheap transportation ie 
of vital importance. Of the chief staple exporta, 
wheat required a very large capital investment in 
handling and shipping facilities and to-day requiree 
an increasing capital investment in facilities for 
mechanized production. The forest and metal 
products, partly because of the technical character 
of Canadian resources, also required a very large 
capital investment in plant and in associated hydro- 
electric power developments. If these resources 
were to be developed at  all, they had to be developed 
on the largest possible scale in order to secure the 
economies of mass production and to contribute to 
the support of the heavy initial overhead. But in 
order to achieve this end very large foreign marketa 
were necessary; Canada produces five times her own 
consumption of wheat (excluding eeed requiremente 



for export) ; ten times her own consumption of her 
chief forest productnewsprint; and twenty times 
her own consumption of her non-ferrous metal pro- 
duction. I t  is this surplus production which is 
necessary in ordw to bear the total overhead cost 
of developing these industries, and to keep unit 
prices down to competitive levels. As a result of 
this kind of development Canada now supplies 
about 40 per cent of the world export wheat 
market, two-thirds of the newsprint in the world 
export market, and 40 per cent of the non-ferrous 
metals in the world export market. Canadian 
production of these products is a very much smaller 
fraction of the total world production, and many 
countries, which are of some importance in the 
world market and consequently to Canada, are 
almost self-sdcient. 

In other words, Canada, in spite of her com- 
parative productive advantages, is pushed into the 
position of being a marginal source of supply for 
many of these commodities. If a country which 
is producing 90 per cent of its requirements and 
importing 10 per cent is forced, or deliberately 
chooses, to reduce consumption, the impo&d 10 
per cent is likely to be the iirst sacrifice. Any 
substantial reduction in the proportion of the world 
market supplied by Canada is evidently bound to 
have profound effects on her ability to maintain 
competitive prices and support the huge invest- 
ment made in expectation of largevolume produc- 
tion. In a period of world depreseion, of reduced 
purchasing power and of increasing trade restric- 
tions, such as we have outlined in Chapter'VI, the 
relative status of industries in this position suffers. 
There are weaknesses, not only because suoh a 
small proportion of their production is consumed 
domestically, but also because such s large propor- 
tion of, the, total international market ia supplied 
by Canadian exporta. Control of the marginel 
supply normally gives a bargainiig advantage to 
the seller on a rising market, but reacts to hie die- 
advantage on a falling market. The situation bee 
been intensified by the continual narrowing of the 
international trading world in recent years, whioh 
has led'to more abrupt and extreme price fluotua- 
tiona than would occur in a broader market. When 
protected domeatio industrier, develop in former 
markets, or when d e p d o n  or war restrict demand 
for Canadian export etaplea, there will be excess 
productive oapscity, and far more than the 
.proportionate sham of the ex- oapacity will 
inevitably appear in Canada. 

The import staples, however, m in a 'somewhat 
different position, Large M are Canada's imports 

of basic industrial raw materials (suoh as coal, oil 
and iron) in relation to Canadian consumption and 
even in relation to total world trade in these prod- 
ucts, they are but a very small fraction of the total 
production, and of their consumption in the domestic 
markets of the chief producers. A fall in the Cana- 
dian demand is hportant, but is not likely to have 
the same shattering effects on prices as a fall in the 
foreign demand for the chief Canadian staples. 

The great bulk of Canada's trade is with the 
United States and the United Kingdom. This is 
a natural corollary of the distribution of resources 
and organization of the economy in each of those 
countries and in Canada, and is intensified by the 
virtual withdrawal of most of the rest of the 
world from the former international trade system. 
Canada's geographical position and speoial relations 
with each of them countries are responsible for 
certain advantages and elements of strength, but 
there are also some liabilities. Canada's trade with 
both the United Kingdom and the United States is 
of vastly greater importance to Canada than their 
trade with Canada ia to them; Candian exports 
to the United Kingdom and the United States are 
between $30 and $40 per capita in each case, as 
compared with their exports to Canada of between 
$2.60 and $4 per capita. Canadian trade with the 
United Kingdom is 30 per cent of total Canadian 
trade, while United Kingdom trade with Canada 
ie only 6 per cent of her total trade. Canadian 
trade with the United States is 60 per cent of 
Canada's total trade, while American trade with 
Canada is only 16' per cent of total American 
trade. This great degree of concentration of Cana- 
dian trade has elements of weakness and danger, 
and changes in the trading policies of either of the 
two large countries, or automatic changes in the 
terms of trade in response to diierential price 
movement&, inevitably affect Canada relatively far 
more than they affect the United Kingdom or the 
United States. Because of the greater vulnerabil- 
ity and lack of diversUoation, Canada's bargainiig 
position is on occasion weakened and she ia put a t  
a dieadvantage in opposing unfavourable polioiea or 
in negotiating for more favourable policies. 

But quiQ apart from the danger of direotly 
unfavourable polioiee, whioh may be due to factors 
quite unrelated to Canada but whioh may inoi- 
dentally deal Canadii  trade shattering blows, is 
the inevitable swing in the terms of M e .  b 
d h  tqade with both the United Kingdom md th6 
United Sta ta  is of a aomplementary nature, and 
is s olaesio example of the working of s bmo 
sound interprtiond division of labow. 6% 



Canadian cereals feed Britain, British textiles 
clothe Canadians; while Canadian products of the 
forest and mine, processed by hydro-electric power, 
feed the industries of the United States, the coal 
and iron products of the United States equip Cana- 
dian factories. But in any exchange of this nature 
there may be, and are likely to be, wide variations 
in the price trends of the various classes of produc~s, 
and Canada may a t  any time find the prices of most 
of her exports declining more rapidly, or rising more 
slowly, than the prices of what she buys; or the 
reverse situation may result. Because her trade 
with the United Kingdom and the United States is 
relatively of much greater importance to Canada 
than Canadian trade is to those two countries, 

1 because of the much more specialized nature of 
Canadian exports, and because of the lack of 
diversified markets, variations in the terms of 
trade are much more important to  Canada than 
to her two chief customers and suppliers. In  
times of depression both the United Kingdom and 
the United States can look to some important 
increases in the real value of their exports (and 
of their other income from abroad) to help temper 
the wind to the shorn economy, but Canada finds 
the impact of the depression intensified by the fall 
in the real purchasing power of the bulk of her 
exports. (In the last decade gold has been an 
important exception.) 

In  all other external transactions Canada is also 
.vitally affected by the policy of the United King- 
dom and, even more, by that of the United States. 
As we have noted, these transactions bulk ex- 
tremely large in relation to total Canadian income. 
The large investments of British and American 
capital made to equip and exploit the economy; 
the contra investments of Canadian capital in 
foreign securities and enterprises; the integration 
of' a large portion of Canadian manufacturing, 
finance, service and amusement industries with 
those of the United States; the huge seasonal 
tourist exchange, the periodic migrations of labour, 
farmers, and professional men and the continuous 
exchange of individuals; the existence of inter- 
national labour, business and professional organi- 

, zations; all these generate a continual ebb and 
flow of funds on a very large scale, and a continual 
process of adjustment of prices, costs, and profits. 
The transactions on account of the " invisible" 
items in the balance of payments on current and 
capital account with the United States are far 
larger than the total transactions on merchandise 

+ account, and in some ways may have an even more 
T i y t  pff ecfect 03 compartjtive, pricelevels, and thus 

I 

eventually on purchking power parit&. -1n some 
respects it  is as difEcult, and as artscial, to isolate 
the Canadian balance of payments as to isolate 
that of,.say, the State of Pennsylvania, but in other 
respects there are Canadian policies in operation 
which do segregate the Canadian economy. These 
policies, however, cannot completely control the 
Canadian economy; they can only modify the 
impact of external influences on it. As has been 
indicated, these external influences are of great 
magnitude, and in experience Canada h? followed 
virtually the full swing of violent fluctuations in 
the United States, modified only slightly by the 
greater stability of the United Kingdom. A vital 
difference in the impact of the notoriously abrupt 
and extremely fluctuating North American busi- 
ness cycle on Canada and on the United States is 
the substantially higher net income of the latter.12 
The relative fluctuations in business activity and 
in per capita income are approximately the same13 
in the two countries, but the Can'adian fluctuations 
occur around a much lower average income, and 
Canada lacks the impressive reserves of diversified 
climate and resources, and of a huge internal 
market which distinguish the United States. In 
short, Canada is compelled to accept the full 
measure of fluctuation which accompanies the 
highest standard of living in the world-without 
as high a standard of living to a b s ~ r b  it. There 
are certain physical and climatic disabilities and 
limitations which would appear to make higher 
costs and lower net incomes permanent conditions 
in Canada as compared with the United States. 

Canada's balance-of-payment transactions, other 
than trade, tend to transmit the full extent of 
economic fluctuations in the United States to Can- 
ada, and there are also some special features arising 
from the nature of these transactions which intensify 
the pressure on the economy in times of depression. 
The most important item on the income side is that 
of tourist expenditures, which are luxury expendi- 
tures and likely to be drastically reduced in time 
of depression. On the payment side, the most 
important item is that of interest and dividend 
paymente-a major portion of which is a fixed 
amount, and a large portion of which is due from 
Canadian governments. The dollar amount of this 

1' PER CAPITA INCOME 
(Income Paid Out) 

Canada U.8. .......................... l020 $470 $870 .......................... 1033 248 360 .......................... 1037 346 636 
18 48 per cent decline in U.8, national income and 44 per cent 

decline in Canada's national income from 1028 to 1033. 
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payment can only be subatantially reduced by -'iinporh on a large scale. We have thus a picture ; 
widespread default, with all the long-run penalties of a normally high, income and of high fixed 

..',"-F whichcthat entails, and in a period of falling prices costs, but even under normal conditione the 
the real burden increases. If in addition to falling income is likely to fluctuate much more sharply 

,,, , prices- there is also a fall in' the exchange value of than the costa. Because of the character of Cana- 
the Canadian dollar, the real burden of the large dian resources, and of the nature of Canadian trade 
portion payable in foreign currencies increases and other financial relations with the United 

I even more. It is true that in the latter case Kigdom and the United States, fluctuations in 
there will tend to be a larger favourable balance gross income, and consequently even more in net 
on merchandise trade account, but the gains and income, a t  either extreme of the business cycle 
losses will be unevenly distributed, arid the in- reach relatively huge proportions. 
creased burden of debt charges will put additional I t  is scarcely necessary to add that if the inter- 
stresses and pressures on certain secEiqns of the national trading system in which the Canadian 

--=., : economy. severabsyears during the t~ent ies  economy was designed and built as an integral part 
- Canada was on balance a qapital exporter, and should be further restricted, a new appraisal ;, 

even in years when Canada was borrowing heavily (which would be distressing) must be made of 
abroad there was a cross current of Canadian Canadian resources and of the Canadian position. 

- investment abroad. But Canadian investments Our "boundless resources " are worth only what 
abroad went largely into equitieq and often into we can sell them for. If the system under which 

' merely margins of equities in the New York we exchange our surpluses for our requirements 
market, and into industries in Latin American breaks up, our surplus. and chief staple resources 
oountries which had economies every bit as vulner- will cease to be resources; the whole structure of 
able to world depression as that of Canada's. AS a government and private investment based on them . 
result Canada suffered heavy losses both on capital will collapse; and our conception of a " normal " 
and income on her own foreign investments while or attainable Canadian standard of living will have 
she continued to meet the major portion d the debt to be drastically revised. 
payments due .abroad. In the thirties favourable 
balances were used largely to retire Canadian debt 2. CANADA AS AN ECONOMIC UNIT 
rather than to'make new investments abroad, and 
there has been an important reduction in the In spite of the fact that the major Canadian 
amount of outstanding debt payable in foreign industries are a part of an international economy, 
currencies. certain national policies have been adopted and 

To summarize, Canada's position in both her national responsibilities have been assumed which 
trade and other financial relations with the outside create a distinctively Canadian framework within 
world is largely that of her position in relation to which Canadian industries operate. The framework 
the United States and the United Kingdom. This is not a simple structure, largely because national 
position is similar to that of a small man policies have been aimed at two major objective* 
sitting in a big poker game. He must play for the the expansion of export staple industries, and the 
full stakes, but with only a fraction of the capital development of a protected domestic economy- 
resources of his two substantial opponents; if he which, although they have sought to achieve a 
wins, his profits in relation to his capital -are very common national purpose, were directly opposed to 
W e ,  and if he loses, he may be cleaned out. each other economically. The compromises which 

Canada's podtion in the world economy has both had to be adopted to reconcile divergent interests 
strengths and weaknesses. As long as it is correct frequentlydestroyed the logical symmetry of either 
to speak of a world economy, or even a partial policy. Nevertheless certain common conditions 
world eoonomy, in which. any substantial measures affect all Canadian industriea and, in spite of basio 
of international division of labour and trade are divergencies in interest, there is sufficient homo- 
permitted, Canada should enjoy a particularly high 

I export income and national income, thanks to her 
-', - .  possession of a few special resources. The pro- ex 

vision of productive capacity to exploit these 
resources has involved heavy fixed charges; defi- 
cienoies in other resources and efforts to maintain 
past standards of living involve certain essential 

.: L . . - 
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( established. The events and circumstancab which 
brought Confederation into being were not by them- 
selves sufficient to ensure the maintenance of the 
union. In  fact if the mutual interests and economic 
cohesion required for the growth of national unity, 
and the preservation of the political independence 
of the new transcontinental nation in North 1 America were to be developed, the new Federal 
Government had the responsibility of devising and 
carrying out an appropriate economic program. It 
was necessary to link together the isolated regions 
with railways, to create a basis for internal trade, 
and to promote the development of the unsettled 
West as an integral par6 and a dynamic influence 
in the Canadian economy. I t  was for the accom- 
plishment of these objects that the basic national 
economic policies of all-Canadian transportation, 
Western settlement and Gdustrialization by pro- 
tective tariffs were adopted during the first twenty 
years of the Dominion's history. These particular 
policies were not of course undertaken in response 
to  any deliberate plan carefully thought out in 
advance to achieve the best possible results. They 
were rather the outcome of an evolution of 
political decisions which were strongly influenced 
by the requirements of politically workable com- 
promises and by immediate circumstances. With a 
different course of events, perhaps a different set 
of policies would have been adopted to achieve the 
same general objectives. Perhaps a different set or 
a different emphasis would in any case have been 
desirable. That is not for us to say. We shall 
merely attempt to point out the significance of 
what was actually done (without going into all 
the day-to-day manceuvres and detailed corn- 
promises which were necessarily involved) in 
relation to certain broad national aime, and the 
effect on the nature of the Canadian economy. 

We have seen how the national economic policies 
were put into effect and ultimately achieved their 
purposes under the influence of the wheat boom 
and the demands of the Great War. Three trans- 
continental railways connecting the various regions 
across long and diBcult stretches of unproductive 
territory were built a t  tremendous public cost in 
the form of direct assistance or guarantees. The 
West was filled with settlers whose products and 
purchases created a rising volume of traffic moving 

I over the railways and waterways through Cana- 
dian channels. The protective tariff directed the 
demands of the great exporting industry on the 
Prairies to  Canadian producers and promoted a 
rapid growth of manufacturing in Central Canada. 
Thus the hitherto isolated regions were drawn 

together with an expanding flow of internal trade 
and economic integration. The transcontinental 
Canadian nation achieved a new level of prosperity, 
political security, and unity. 

I n  the pursuit of these ends the three economio 
policies operated to effect a series of compromises 
which had a consistent objective; no one policy 
was complete in itself. Without the construction 
of all-Canadian transportation facilities and an 
appropriate structure of freight rates (and the huge 
public assistance which that entailed) each of the 
regions would have linked up with the railway 
systems of the United States. The connections 
between the various parts of the country would 
then have been made through the economically and 
politically aggressive neighbour to the south. This 
development would have been much less costly; i t  
would have avoided the vast overhead of bridging 
great physical barriers; and it would have enabled 
the most intensive use of facilities already avail- 
able. With the lower costs which this would have 
permitted, the export industries would have 
expanded further, the rise in the value of their 
natural resources would have been greater and the 
income obtained would have been larger. There 
would, however, have been no secure economic 
basis for a Canadian nation. Hence purely 
econorqic criteria were put aside for the creation 
and maintenance of a political entity. The same 
waa true for the tariff, which in large part was 
complementary (although on purely economio 
grounds contradictory) to the ~ettlement and trans- 
portation policies in the furtherance of this pur- 
pose. The railways and government assistance 
would have brought about the development of 
unsettled areas, but that by itself was not enough. 
Under free trade or with a much lower tariff the 
greater portion of the requirements of manu- 
factured goods would have come from the United 
States. Each of the separate regions would have 
established its principal commercial relations with 
the external world rather than with the other 
regions. Traffic, excepting bulky exports for over- 
seas, would have moved north and south. The 
tariff was designed to direct the demands into 
Canadian ~hannels so as to provide east-west tr&o 
to help support the vast overhead of the trans- 
continental railways and to furnish a stimulus to 
expansion in the older provinces who initially 
undertook the risks and heavy debts of the railway 
and developmental programs. Thus each of the 
three policiee has exerted a consistent and an 
essential influence in the attainment of the national 
purposes. It is true that the tariff tended to 



restrict the growth of exporting industries which 
the railway and developmental policies sought to 
promote. Some examples are worth noting of the 
ingenious compmmises which have been developed 
in the tariff system in a n  effort to reconcile con- 
flicting interests; a three-deck structure, and in 
some instances a four- or five-deck structure, has 
been developed to facilibate bargaining and negotia- 
tion with individual countries, and t o  aid the 
national transportation policies by directing t ra5c 
east and west through Canadian ports and over 
Canadian railways. Special exemptions are given 
for some of the machinery and supplies for 
the primary export industries (although not for 
construction machinery and other construction 
materials, and for some industries with, differential 
advantages, such as hydro-electric power). The 
rates on manufactures are graduated according to 
the degree of processing and by giving greater 
protection on the final processing, assembling or 
finishing than the simple rate (which applies to 
the total value of the product) would indicate, 
attract and nourish branch plants from a great 
many American industries. Drawbacks provided 
for material used in manufacturing for export, 
coupled with individually designed provisions con- 
cerning the required manufacturing industries, give 
these industries an opportunity .to compete in 
export markets (and reduce their overhead unit 
costs). Seasonal tariffs and artificial valuations 
for duty purposes are provided to protect domestic 
fruit and vegetable producers when their crops are 
ready to market. These and other special provi- 
sions vividly illustrate both the di5culties and 
compromises which were involved in applying a 
protectionist policy to the Canadian economy. 

Without the higher costs imposed by the tar.$ 
the developmental policies would have been even 
more effective in stimulating the exploitation of 
Canada's resources for the sale of their products 
abroad, but that result, without the enhancement 
of internal trade, would by itself have weakened 
rather than strengthened the economic and political 
cohesion of the country. On the other hand, the 
tariff alone could have done little to create a basis 
for inter-regional trade without the markets pro- 
vided by expanding export industries. Each of 
the national economic policies was by itself incom- 
plete, and on purely economic considerations, 
contradictory to the others. Together, they have 
blended in a general policy which has built a n  
economically integrated nation and they have on 
the whole sought to promote the realization of 

consistent national 
prosperity and politicaiunity couid be achieved. - 

While the three national economic policies were 
in the main complementary, one or the other has 
a t  times been carried too far. The careful balance 
necessary for the *attainment of optimum political 
and economic results from the major economic 
policies to which the country was committed has 
not always been maintained or appreciated. 
Mistaken optimism and regional pressures caused 
the over-extension of railways which has burdened 
the country with a needless overhead and encum- 
bered the Dominion's finances with heavy fixed 
charges. The provision of essential sll-Canadian 
transportation facilities would necessarily have 
involved large overheads and it was, therefore, all 
the more imperative that wastages should have 
been avoided. 

For over forty years the Canadian t a r 3  remained 
a t  a moderate level. During this period its 
provisions were gradually modified and adapted to 
the changing circumstances of the economy. The 
British preference was introduced, the rates on the 
implements of production of expanding export 
industries were reduced and special contrivances 
were adopted to enable the Canadian manufac- 
turing industries to benefit from the technical and 
industrial progress of the United States. Thus on 
the whole no excessive restrictions were imposed 
on the growing export activities which constituted 
the basis of the economy, while a t  the same time 
a considerable manufacturing industry was built 

u p  However, this careful balance ancl the cost 
prlce relationships which were established during 
four decades were suddenly broken by the sharp 
increase in protection during 1930-33. This 
unfavourable alteration in the circumstances of the 
export industries is particularly noteworthy since 
i t  occurred a t  a period when export prices were 
falling rapidly. The country was put into the 
position of carrying excessive debts incurred to 
promote the development of export production, 
while a t  the same time restraining the growth of 
such production by drastic tariff restrictions. Such 
extreme contradictions of policy were bound to 
reduce the real national income below what it 
would otherwise have been. Perhaps there may 
have been non-economic considerations which 
justified this high economic price. Ae debts pile 
up and the rate of expansion slows down the cost 
will become increasingly diflicult to bear; it will 
place an increasing strain on public finance and 
consequently on Dominion-pro~incial relations.' 



While prices are rising and the national income is 
growing rapidly, overhead costs are easily borne 
and there is little conflict over the precise share of 
each region or industry in the total income. When 
prices are falling or the growth of the national 
income is halted, fixed charges and the weight of 
taxes arising out of extreme contradictions of 
policy may quickly become oppressive and there is 
likely to be increasing inter-regional friction with 
regard to those policies and the division of the 
total income, 

During the first fifty years of Confederation the 
national economic policies operated as strongly 

I 
cohesive influences in the Canadian economy. This 
success was mainly dependent upon the rapid 
growth of the wheat exporting industry of Western 
Canada. We have already recounted in Chapter V 
how during the $wenties the unifying effects of 
these policies were weakened by the decline in the 
rate of expansion on the Prairies. With the 
onslaught of the depression this condition was 
greatly intensified. Drought and shrinking export 
markets for wheat brought almost a complete 
breakdown in the strongest dynamic factor making 
for east-west integration. Each area turned more 
than ever to the establishment of a more self- 
sufficient and independent regional economy. The 
possession of northern hinterlands with rich mineral 
deposits, the invention of new mining and metal- 
lurgical techniques, and water power have made 
possible the development of new northern frontiers 
for all but the Maritime Provinces. The separate 
regions established new contacts with external 
markets which rapidly decreased the relative 
importance of their economic relations with one 
another. In  these circumstances the national 
economic policies were a limiting rather than an 
expansive influence. The railway policy no longer 
had any positive objectives. The new transport 
technique of the motor car has called for highway 
rather than railway expansion. Under these con- 
ditions leadership in the fields of transportation 
and development passed from the Dominion to the 
provinces. The Dominion was left to cope with the 
rising railway deficits. 

The railway deficits were not the only conse- 
quences of the national economic policies with 
which the Dominion had to deal during the 
depression. When the industries which the national 
policies had helped to establish fell upon evil days, 
they naturally looked to the Dominion for assist- 
ance. The manufacturers called for higher protec- 
tion against cheap imports. Western agriculture 
asked for relief and subsidized prices. The 

Dominion could not completely avoid responsiblilty 
for alleviating distress of interests which i t  did so 
much to create. The implications of this are clear 
in the. steeply rising expenditures of the Federal 
Government during the depression. 

Thus during the twenties and thirties the national 
economic policies ceased to produce their former 
expansionary and cohesive effects and gave rise 
to a set of difficult national problems and respon- 
sibilities. Yet they could not be sharply reversed 
since the economic, and to a considerable extent, 
the political unity of the country was still 
basically dependent upon them. Furthermore, 
great vested interests have become established - 
under their influences. The adaptation of these 
policies to  the changing circumstances of the ' 
present and the future will require the highest 
qualities of statesmanship. Above all, the pursuit 
of objectives involving extreme and unnecessary 
economic contradictions must be avoided. Wastages 
must be minimized, particularly in the field of 
transportation where solutions to  the problem of : 
railway deficits and to the problem of highway 
and railway co-ordination have yet to be found. 
In  the making of tariffs there must always be the 
clear realization that the economic welfare of the - 
country is, and will oontinue to  be, basically 
dependent upon the prosperity of the export indus- 
tries: The problems of public finance and of 
Dominion-provincial relations in the future will be - 
closely related to  the extent to which these con- 
siderations prevail. 

Monetary policy, in the broadest sense of the 
term, has only recently become a part of the 
framework of national economic policies which we 
are discussing. I n  the past, the policy of the gold 
standard had always been implied, and accepted 
unquestionably, as the only conceivable basis for 
development. This was virtually a required con- 
dition for a Canada which was part of an inter- 
national gold-standard-and-tradipg economy, and it 
facilitated the rapid adjustment of prices and costs 
which was essential for a country in its position. 
The chief concern was the evolution of a banking 
system which would meet the very special and 
seasonal requirements of the Canadian economy 
within the framework of the gold standard. The 
highly centralized but elaatic system of bank8 l ~ 

operating on a national scale which developed, " 

was remarkably successful in this respect. It 
was only when the gold standard broke down 

' 

and national currencies beganfto drift about in 
apparently aimless and alarming fashion that c 
any question arose (and even then it arose some- - 
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what belatedly) aa to whether Canada needed 
a monetary policy of its own and adequate 
maohinery to carry it out. The creation of a 
central bank provided the machinery, but conflict 
over the ultimate objectives of policy remained. 
The opposing forces were not, however, exactly the 
same as thow engaged in the conflict over trade 
and tariff policies. Export industries generally 
stood to gain from a measure of exchange deprecia- 
tion, while protected industries competing with 
imports were generally bound to do so. The lines 
of conflict were not clearly drawn on either a 
regional or an industrial basis; it waa rather a 
struggle between owners on the one hand--owners 
of farm, mine, and forest resources, and of equities 
in industry, who depended on entrepreneurial net 
incomeand recipients of relatively k e d  incomes 
on the other hand-bond and mortgage holders 
and wage earners. Owners and debtors naturally 
favoured a higher price level; salary- and wage- 
earners and creditors, a lower price level. The very 
novelty of this division of interests, which cut acroes 
traditional class and regional groupings, delayed its 
recognition. Variations in individual circumstances 
also confused the actual h u e s  at stake. We have 
noted how the wheat exporters, for example, in 
desperate straits in the thirties pressed for some 
measure of exchange depreciation although it was 
very doubtful whether under prevailing conditions 
it would have yielded any net advantage to them. 
Protected industries, on the other hand, which were 
much more likely to benefit were in general inclined 
to lean on the tried and proven method of increased 
tariffs (which waa not available to the exporters) 
and, perhaps partly because of their close relations 
with large creditor interesta, to view any experi- 
ments in inflation or exchange depreciation with 
suspicion and alarm. 

But to-day much of the initial surprise and 
confusion has passed, and it is reoognf ed that the 
purchasing power of the dollar not only can be 
deliberately altered but thatit is a t  times expedient, 
and now considered almost respectable, to do m. 
But while the dmt results of such adtion on 
individual interests are now more clearly under- 
stood, the effwta on the economy aa a whole, or 
sectors of it, remain largely matters of surmise. 
For one thing, these effects will depend on action 
(and reaction) in other countries; for another they 
will depend on the relative bargaining position a t  
the time of the dserent interests affected, either 
favourably or unfavourably, and their abiity to 
pass on the 10- or retain the gaine; and they 
will aleo depend on the nature of the other economio 

policea adopted by the Government. But monetary 1 

policy has become one of the agencies by which 
the Dominion affects economic life and income in .  
all parts of the country, and which makes Canada 
for certain purposes an economic unit. 

Federal policies of taxation and expenditure form, 
one of the most important groups of conditions 
which mould the development of the economy. 
These powers and functions have steadily grown 1 

in importance with the expansion in the scope of 
governmental activities, and it is important to note 
the manner and degree in which the public finanoe 
system in itself affects the economy and either 
stimulates or depresses the national income. The 
public finance system also provides a means of 
compensatory adjustments and transfers to counter- 
act the adverse effecb of other national policies. 
When, aa a result of national policies undertaken 
in the general interest, one region or class or 
individual is fortuitously enriched and others 
impoverished, i t  would appear that there is some 
obligation, if not to redress the balance, a t  least 
to provide for the victim, and policies of taxation 
and public expenditure offer a convenient means. 
But aa the field of public finance is shared by the 
Dominion with the provinces and their municipali- 
ties, the division of the field of taxation and 
the distribution of jurisdiction and hence of respon- 
sibility, have a major bearing on the equity and 
efficiency of the Dominion's public finance system, 
and of the public finanoe systems of all govern- 
ments considered aa a whole. For these remns, 
and because of the basic importance of this 
particular subject to the Commission's inquiry, a 
separate chapter is devoted to a review of the 
present public finance system. 

3. THE REQIONAL ECONOMIES 
The international role of Canada and the 

national policies which have moulded the economy 
have been reviewed in the preceding sections and 
chapters. But as Canada is half a continent, she 
has very diverse regional characteristics and in- 
teresta; and as a federation, she haa different 
governmental systems for representing t h w  
interesta and for carrying out regional policies of 
economic signitioanoe. 

Economically Canada cah be oompared to a 
string of beads, and they are not all pearb. It is 
s long string in which the concentrations of pro- 
duative resources are few and far apart. I t  has 
become traditional to speak of Canada in 8n 
economic aense as consisting d five regions,-the 
ari t imea,  Quebec, Ontario, the Prairies, and 



British Columbia, and in the main economic in- 
terests do tend to follow these regional lines. In  
many instances, of course, economio intereats cut 
across regional boundaries-many sections of 
Quebec, for example, are more closely related 

' economically to Saskatchewan than to neighbour- 
ing areas. Moreover, regional economies arc? con- 
stantly being modified,-Manitoba, for example, 
appears to be evolving toward the Ontario-type 
of economy, and away from the prairie-type. 
But each of the major regions h a  sufficiently 
distinctive characteristics to  warrant separate 
discussion. 

There is the more reason in view of the fact that 
the oonstitutional division of powers gives to the 
provinces important powers which may have a 
profound effect on the economy--control Of the 
public domain, responsibility (implied if not 
express) for major social services and for local 
public works and highways, the power of direct 
taxation which has been broadly interpreted by 
the courts and which has been partly delegated to 
municipalities, and the power to borrow on the sole 
credit of the province. There is thus an important 
field in which each provincial government can 
influence its regional economy, and there are 
important functions in that economy which it 
m u ~ t  perfomi. The nature of the regional 
economy in each case is also of importance in 
determining the economic and public finance 
policies of a provincial government, and the degree 
of integration with, or conflict with, national 
polioies that is likely to develop. It will be an 
advantage, therefore, to examine briefly the charac- 
teristics of the various regional economies and pro- 
vincial economio policiee. 

The Maritime8 
The Maritimes form the most mature, and the 

most chronically depressed, regional economy in 
Canada. Previous chapters have traced the long 
history of painful adjustment from the Golden Age, 
when wood and sail reigned supreme, to the present 
-a history in which the principal actors have been 
intangible but dynamic economic forcesl playing on 
a stage set, and bounded, by national polioies. 
Changing techniques and conditions of produotion, 
transportation and marketing affected the small 
but complex economy in diverse ways. A cross- 
sectional view today may indicate the faotors 
which have determined the present economic poei- 
tion of the Maritimes, and suggest those which are 
likely to determine the future. 

Perhaps the most significant feature, and one that 
has been an outstanding characteristic for a century, 

is the delicate balance of the economy, resulting 
from the interdependence and oomplementary 
character of the chief industries. This inter- . 
dependence arises from the nature of the Maritime 
resources and is such that no one major industry 
can suffer, as did the shipbuilding and o w i n g  
trade after the introduction of steam and steel, 
without profoundly affecting the whole structure. 
Cessation of one of the major Maritime industries 
has much the same effect as taking a wheel off a 
tricycle. 

Agriculture in the Maritime Provinces is a 
mature industry, and the relatively mal l  propor- 
tion of Iand suitable for cultivation has long been 
farmed.1 In the proportion of arable to non- , 
arable land Prince Edward Island is an exception 
but even here the avdrage acreage in improved 
land per farm is less than in Ontario and Quebec. 
Owing to the topography of Nova Scotirt and New 
Brunswiok even in the be& areas only small pockets 
or strips along river valleys are witable for 
cultivation, and as a result cultivated areas are 
isolated from one another and farms are small2 
and often contain a considerable proportion of 
waste land. Thus, it  is diflicult in the general 
agricultural industry to secure the adoption of 
improved agricultural practices, the production of 
high quality products, the maintenance of uniform 
standards, or the provision of economical marketing 
arrangements-in short, to attain a high degree 
of &ciency in farm management. As a result of , 
the small scale of operation and the economic 
disabilities this entails, the individual eurplus 
available to the individual after subsistence is 
mall. Notable exceptions to these generalirationa 
are dairying and the production of certain speoiaIty, 
export staples-apples, potatoes and fox pelts. 
These export staples are the chief cash products 
and are dependent on foreign markets, foreign 
tariffs, and foreign purchasing power. AB a result 
the returns from these products fluctuate widely 
and on occasion disastrously. While total farm . 
income, including income in kind, fell by half from 
1928 to 1932, net cash income fell by four-fifths. 
Only the greater degree of self-sufficiency in agri- 
culture, and the more numerous alternatives for 
employment-although a t  very low incomes- 
prevented duplication of the complete destitution 
of prairie agriculture. 

1 Of the total area 3; per cent ia in occupied farms and B per 
cant in "improved la1;d (Census 1931)-Sea ~ppendix- S A. 
Baundem, Boonmlo Hirtoyr of 1d Yerltimsr, pp. 6949 ( ~ i m e  
~ a p h e d ) .  

*The avera acreaga of improved land per firm h the Mari- 
t ime~  (34 .orea$h exaotlt half that per farm in Central a n a b  



The p r i m e  industriea most closely integrated 
with farming are forest industriea and fishing, and 
these three F's form the basis for much of the 
processing and secondary manufaoturing in the 
region. The farmer may work his wood-lot or, 
in areaa where the pulp and paper industry or 
lumbering is of importance, work for the company 
on the annual cut during the winter months. Or 
he may combine farming and forest activities with 
fishing on his own account. I n  fact one-quarter 
of the farmers report their principal occupation aa 
something other than farming (1931 Census) and 
one-sixth11 of the gross agricultural income itself 
is derived from farm production of forest products. 

I n  some respects forest industries and fishing 
fill the role of the frontier in the Maritime economy 
in times of depression. Individuals turd to these 
pursuits to augment or replace other income, since 
large portions of these industries are still organized 
0n.a bads of small, independent, and individual 
operation. In  the fishing industry, for example, 10 
per cent more were employed in 1933 than in 1929, 
and 20 per cent more in 1936, although total net 
income from the fisheries was two-thirds and one- 
third, respectively, less. The results of the inter- 
locking relationship and great mobility of labour 
between the three key primary industries are, on 
the one hand, to communicate pressure on one 
industry very quickly to the others, but on the 
other hand to provide a degree of strength 
apd insurance against complete destitution through 
the diversification .and alternative employments 
provided. 

The diversification is not as great as i t  might 
superficially appear, however, since farming, fishing 
and forestry have certain basic economic charac- 
teristics and disabilities in common and are all 
likely to be adversely affected by the same forces 
at  the same time. The price structure and cash 

. income of each industry is largely determined by 
uncontrollable developments in external markets 
and by foreign tariff and trade polioies; the amount 
of assistance which can be given by national policies 
to the staple export industries when they are in 
distress has appeared in the past to be very limited; 
and the small scale and individualistic methods of 
operation has militated against securing the most 
economical and efficient methods of production and 
marketing and against the maintenance of high 
quality and uniform standards. With certain excep- 
tions, such as the specialized apple, potato and fox 
industries where pre-eminent standards of quality 
have been developed, and' the pulp and paper 

lseven a cent in Central Canads (1087) and nelligibls in 
L e  rent of 8anada. 
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industry where mass production methods can 
applied, the Maritime economy in general labo 
under these disabilities, and they are reflected 
very low surplus income.1 . 

Manufacturing industries, which are based to~a, 
considerable extent on processing locsl' raw maw 
terials, have suffered from the same. disabilitieg,: 
combined with pressure from the attraction of the 
larger markets of Central Canada for the newer, 
industries, and from the depletion of some resources 
and from economic changes which have reduced 'the 
relative value of others. The relatively new pulp 
and paper industry is, however, a notable exception. 
National tariff policies have probably operated U- 
favourably in general, since Maritime manufactw, 
ing industries producing for home~consumption have! 
been exposed to the competition of the more advan- 
tageously located manufacturing industries ' of, 
Central Canada; Maritime primt~ry industries have 
been burdened with increased costs;, and the great 
ehipping, commercial, and financirll service iqdus- 
tries, which bulked so large at  the time of Cop- 
federation, have either found it impossible to adapt 
themselves to changed techniques and the frame- 
work of national policies and. survive, or have 
migrated to Central Canada. On the other hand, 
specific industries, of which coal mining avd steel. 
manufacturing are the. outstanding example?, have, 
benefited directly from nationd tariff policies and 
subveiitions for transportation, and special con- 
sideration in Dominion transportation and tmde 
policiqs has been made for the benefit of the ports 
of Halifax and Saint John. Just where the balanqe, 
lies cannot be prqcisely determined. ,To the extent 
to which the shift in manufacturing and service- 
industries produced lower costs for Maritime coq- 
sumers it  was beneficial, but to the extent to which 
national policies made it  impossible for the' MatiJ 
times to preserve and exploit whatever advantages 
they had, they were harmful. Nowetrer, to a large 
extent the relative decrease in fnanufactul'ing in!-the- 
Maritimes (from 133 per cent of the gross Canadian 
production in 1870 to G per dent in 1935) W&.* 
simply a reflection of the passing of village-handi- 
craft. industry, and the concentration of industry in. 
largeascale, highly mechanized units at the site most. 
economical for production. 

One important elementqof Maritime industry has* 
received very large and important benefits from: 
national policiewthe closely related coal mining 
and steel manufacturing, i n d u s t r i d  The Mark 
times possess the only coal~deposits on the North, 

1 See Appendix 4-Nsilond Inoms. 
*Onefifth of 'the po ulation of Nova Scotia ii- 'd!reat~y 

dependent upon ita coal mntfa€der and bhbidiarieb. 
1 
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Atlantic seaboard; of these the Nova Scotian 
fields are by far the most extensive and valu- 
able. But their coal resources possess few other 
natural advantages. Because of the physical 
character of the deposits (half the tonnage 
is now raised from submarine mines, the seams 
are frequently faulted, and problems of raising, 
pumping, and ventilation are particularly im- 
portant) operating costs are relatively high. In 
addition, the coal industry has had to face the mme 
daculties that have oppressed the industry the 
world over-the growth in alternative fuel and 
power sources (oil, natural gas, and hydro-electric 
power), and economies in the use of coal through 
improved processes and better equipment. The 
steel industry has also been adversely affected by the 
shift in demand from heavy railway steel to light 
consumers' goods, in which proximity to the market 
is a great advantage. The Dominion t a r 3  on coal, 
the Dominion subsidies for coal used in gas and 
coking plants, the Dominion subventions for the 
transport of coal to Central Canada (which con- 
sumes nearly half the total Maritime output), the 
Dominion tariff on steel and special assistance to 
steel industries (which consume one-quarter of the 
Maritime coal) have alone made possible the main- 
tenance of the industry on anything approaching 
the present scale. The transportation subventions 
and other direct forms of assistance of some $2.3 
million in 1937 were more than three times the 
amount of royalties and taxes collected by the pro- 
vincial governments; the tariff of 75 cents per ton 
ia approximately 20 per cent protection. 

The alternative and diversified openings for em- 
ployment and the small-scale individualistic char- 
acter of business organization, which are so charac- 
teristic of the Maritime economy, have made maea 
unemployment and destitution less likely than in 
the mcre highly i~diistrialized areas of Canada. 
Under the impact of unfavourable external factors 
whole industries may be reduced to very low levels, 
but still manage to provide a measure of subsistence. 
Certain specialized areas, such aa the coal and steel 
district, are more vulnerable and their unemployed 
cannot readily find alternative employment at any 
level. But if unemployment haa not emerged aa a 
social problem on the same scale as in other parts of 
Canada, certain other social problems are more 
advanced. One is the greater proportion of elderly 
people who require assistance through old age pen- 
sions; another is the number of " special areas," 
mah M the fishing villages, where ahronio impover- 
W e n t  resulting from yeam of oontinual economio 
pmaure and dllcultics in the industry in reflected 

in inadequate education, public health, and other 
public welfare services; other problems are those 
of depleted and submarginal resources, and of in- 
efficient methods of production and distribution, 
problems which call for research, economic plan- 
ning and improved co-operative organization, 
whether through independent voluntary agencies or 
by governments. 

Yet the very factors which create these wants 
reduce the taxable capacity of the area and make 
it difficult for governments to provide for them. 
Where such a large proportion of the income of the 
primary industries is income in kind, where the caah 
proportion fluctuates so sharply, and where there 
are no large urban, industrial, and financial concen- 
trations of wealth and surplus income, the tax 
gatherer's problem is a difficult one. Too much of 
the Maritime industry is now in a marginal position 
to make an increase in taxation on consumption 
and costs desirable, and too few Maritime indue- 
tries produce sufficient surplus earnings to make 
direct taxation on net profite and incomes remu- 
nerative. 

Nevertheless, in recent years Maritime govern- 
ments have undertaken a relatively huge and 
ambitious capital program designed to sbrengthen 
the economy and alleviate existing distress. In 
1937 expenditures by provincial governments alone 
on capital public works equalled 7 per cent of the 
total " national " income in the Maritimes. These 
expenditures were financed by borrowing, largely 
from outside the Maritimes, and they have had 
profound effectcl on both the present position and 
future outlook of the Maritime economy and public 
finance system. The very large capital expendi- 
tures, chiefly on highways, have benefited the con- 
struction industry, and through it largo sectors of 
the economy. Construction activities have ab- 
sorbed virtually all unemployed employablea in the 
area and have afforded part-time employment snd 
cash income in some of the distressed agricultural 
areas. The provision of a modem highway system 
will also have important influences on the economy 
in the future. I t  ia hoped that it will attraat more 
tourist trade. I t  will certainly have an important 
impact on existing centres of distribution and on 
tributary supply and market are-. me the r  it 
will produce a sdc ien t  reduction in costs .and 
saoient  increased income from new enterpriaea 
and extension of marginal activities to prove d- 
supporting in the long run is still impoeeible to atby, 
but it is the most distinctive and important feature 
of the Maritime economy a t  the moment. Although 
a large number of industries and individual, and 
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the community as a whole have benefited from the 
program, and although aggregate figures of national 
income in the Maritimes have been prevented 
from falling proportionately as much as in other 
areas, it  must not be overlooked that some groups 
and some areas, such as some fishing communities, 
have been reduced during depression years to dis- 

I tress scarcely exceeded in western drought areae. 
To summarize, we h d  the Maritimes form a 

distinctive regional economy, with a large degree 
of self-subsistence and & very close and highly 
developed inter-relationship&Ween the primary 
and many of the secondw industries, but largely 
dependent for cash income on a few specialized 
export staples which are extremely vulnerable to 
external conditions. The necessary small scale of 
operations in many industries, and the depletion 
of the best resources, are serious and continuing 
economic disabilities which are responsible for the 
low average income. The general effect of national 

2, policies haa been to aocelerate the natural shift of 
industry and finance, and of concentrations of 
wealth and income, to Central Canada, although 
specific industries (coal, steel, sugar, oil) have 
been bolstered up by t a r 8  protection and other 
Dominion policies, and special assistance has been 
given the area by subsidizing railway freight 
movements and by subsidizing ste+mship lines, 
by diverting tr&c to Maritime ports, and by 
extra subsidies to the provincial governments. At 
the moment the large capital programs of the 
Maritime governments themselves are the most 
important and stimulating governmental influences 
on the economy, but expenditures on the current 
scale cannot be continued indefinitely. 

Quebec contains such strikingly diverse regional 
economies that the area cannot be satisfactorily 
discussed in economic terms as a unit. Even 
provincial polioies have had to adapt themselves 
to the differing regional circumstances, and conse- 
quently lack the simplicity and homogeneity found 
in mme otber provinces. 

There are notably three distinct economies 
- withk the bordem of Quebec. One is that which 

' has grown around the Montreal metropolitan area, 
- and which is one of the major integral. parts of 

tbe 'transcontinental .economy built by national 
- policies. Montreal, it  might be said, is the eastern 

bridgehead of the great east-west structure which - connects the Prairies with the trade routes to the 
markets of the world. The major portion of 
Montreal's activities is based on handling and 
proceeaing the staple exports (e.g., wheat to flour) 

and the staple imports (e.g. raw cotton to textdes) 
of the country. Dependent on and tributary td 
these activities are many ancillary industriehthe 
provision of land and sea transportation services 
and equipment, brokerage and banking services, 
local agricultural construction and supply indus. 
tries, and amusement facilities. The Montreal 
nietropolitan drea, and the industrial towns and 
agricultural and resort areas immediately surround- 
ihg it, thus form an integral part of the intern& 
tional trading system by which Canada lives. The 
fortunes of the area are as closely dependent on 
the euccessful operation of that system as are those 
of southern Saskatchewan. The national policies 
of transportation and development were designed 
to bring direct advantages from the exploitation of 
western resources to this area, and, through the 
development of domestic markets, to bring further 
adtrahages to the manufacturing strategically 
located there and fostered by national tariff 
policies. 

An economy of another type is that found in 
the vast area north of the St. Lawrence where 
a scattered number of huge, modern, highly- 
mechanized, pulp and paper and metallurgicd 
plants process local resources with local hydro- 
electric power. These plants are almost entirely 
dependent oa external markets, and on the main- 
tenance of the existing international division of 
labour, but they do not form an integral part ,of 
the traditional national trading system and econoqy 
as does the Montreal area. Their connections with 
their markets are much more direct qnd simple, 
and although each unit has all the vulnerability of 
any highly specialized producer, they are not inter- 
locked with and dependent on other factors in the 
national economy to the same degree. Perhaps 
their chief economic characteristic in common is 
their dependence on cheap hydro power, with 
consequent high, papitsl but low operating costs. 

The third, type of economy characteristic of 
Quebec is the pioneer subsistence agricultural area. 
some of the frontier agricultural areas (e.g., Abitibi, 
Lake St. John) are complementary and tributary 
to the neighbouring maas-production, export units 
of the. mining and forest industries knd should 
properly be considered aa part of: the highly 
specialized, electro-product economy previously 
noted. But there are many region+the North 
Shore and the South .Shore of the Lower St. 
Lawrence, Temiscouata and Matapedia, Gasp6 and 
la Baie des Chaleurs, the Gatineau, Labelle, afid 
Mattawinie, where mixed farming, usually cord- 
b i e d  witoh seasonal forestry or M i n g  operations, 
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yields a relati;ely low but self-sufficient livelihood. 
The cash income of these areaa depends largely 
on the sale of a few staple products in either local 
urban or export markets, and on tourist trade, but 
the failure to develop, or impossibility of develop- 
ing, any notable specialties restricts income in these 
areas in general to the yield of their rather limited 
and submarginal resources, which are worked on a 
smd.scale and often inefficiently. 

The foregoing analysis cuts rtcross the more 
conventional industrial clmiflcaUon, but may help 
to bring out the particularly complex problems of 
Quebec's diverse regional economiw and their 
relations to the national economy and national 
policies. )The problems of the a&icultural industry 
in the St. Lawrence Valley, for example, are of 
quite different nature from those of agriculture in 
the Lake St. John area, or, from those in GaspB, 
and provincial policies which might be appropriate 
and desirable in one caae are not necessarily so in 
another. 

The Montreal &reall with ita dependelice on the 
transcontinental economy built by national polioieb, 
enjoys a high degree of prosperity @hen the 
economy is functioning as it was designed to do, 
and it waa the natural point to which the exceaa 
population of the subsistence agricultural areas 
gravitated. The continual increase in the urban 
proportion of the population, and the actual 
depopulation of abme rural a r m ,  caused concern 
in tH6 twenties, but i t  was not until the depression 
of the thirtiea that the full consequences of this 
development becanie* apparent. The deprkion in 
the export. industrieq which was rapidly communi- 
cated to the heavy capital goods and construction 
indu$tries, to railivay and ehipping businesa, and 
to a 1-r degree to consumers' goode industries, 
hit Montreal directly. The drastic tariff increases 
of 1930 helped to maintain employment in some 
of the secondary industries a t  the expense in the 
long run of the primary industries on which Mont- 
real depended. But with the shutting off of 
emigration to the United States and the West, the 
pressure of the enforced rural exodus on Montreal 
was intensified, and a huge pool of unemployed, 
ahd 'largely unskilled, labour collected there. It - 

'The Montreal area ir nwd here to deaignate not only the 
Island of Montreal itself, which accounts for 60 per cent of 

uebeo'm manufacturing but also the industrlrllsed a m  from 
galleylleld to L-aris add Bherbrooks on the mouth &ore of the 
Rt. Lawrence. whiah in ueneral has muah the mams'economla char- 
L t e i i t i w l s ' ~ & t F e a f  i'nduh a id  producw some l7 per cent of 
Quebec's indu@trial outout. @extile manufacturina Is the oblef 
i?idustr followed by t6e processing of food and metal roducb. 
There &I hqen, in rece t years, a notable decgntralisa8on and 
y d i n g  cif thew industha throqhout h e  d o l e  r u t h e n  *Non 
o the Pmvinoe rUrnulated bp lower l?bour taxation, m d  property 
a-ta in the mmaller celrtres. and facllltated b the ~ m v b i o n  of - - 
iieotrio power-md highway aetworka. 

early became evident that unless progress along . 
the traditional lines of Canadian expandon was 
rapidly resumed Montreal unemployment would 
become chronic and the hard core of the Canadian 
problem. When a measure of recovery in Canada 
did occur it came largely from expansion in new 
industries and frontiers which cut across the estab- 
lished national pattern and, although secondary 
Montreal industries benefited to some extent, the 
basic aituation waa scarcely alleviated. Unemploy- 
ment in Montreal and the satellite industrial towns 
of the area became one of the outstanding economic 
and human problems of the time, a ~ d  seriously 
threatened the solvency of local finances. Efforte 
to alleviate conditions by national policies were 
chiefly through tariff action, and efforts by pro- 
vincial and local governments were through public 
works and back-to-the-land policies, but none of 
these proved effective on an imporbnt scale. 
Montreal steadily lost ground to the rival metro- 
politan centre of Toronto with its close relatimship 
to the new and expanding industries. Since the 
Montreal area's great asset is its strategic position 
in a highly developed trading economy, and since 
its own local resources and commercial advantages 
in domestic markets are limited and inferior to 
those of some other centres, this decline in relative 
position, perpetuation of serious unemployment, 
depressed property values, and pressure on load 
services and finance8 would appear to be likely 
accompaniments of any general reorientation of 
policy from dependence on international trade to 
greater domestic self-su5ciency. 

The mass-productioh, mechanized, &ort units 
of the Saguenay, St. Maurice, Gatineau, and Rouyn 
areas also have had their particular depression 
problem. In  general volume of production waa 
maintained, but whenever a large plant was closed 
down the whole structure of the local economy 
collapsed, locaI labour lost its only employment, 
local agricultural, retail, and service industries lost 
their market, the local government lost its financial 
basis. .Even when operations were continued they 
were made possible by reducing prices to sacrifice 
levels at the expense of the wageearnere, the 
owners and areditors of the business, and the 
governments which depended on it for revenues, 
and in some cases important resouroea were 
depleted and sold a t  bare salvage pricea. The 
natural advantages and technical efficiency of these 
large units were great, but their bargaining poei- 
tion in time of depression proved weak. Not only 
is the whole population of Quebeo notth of the St. 
Lawrence Valley (some 400,000) directly dependent 



on this highly specialized and vulnerable type of 
economy (which produces roughly onequarter of 
Quebec's industrial output), but important groups 
of the supply, machinery, and construction indus- 
tries, and of investors and financial institutions in 
Montreal and Ontario, are equally so. The process 
of applying mature techniques to Canadian virgin 
resources in this area requires a huge investment 
(i.e., huge in relation to the annual output) and 
in the short run, regardless of the e5ciency of the 
techniques or the richness of the resources, the 
profitability of the investment depends on favour- 
able conditions in uncontrollable external markets 
and on skilful marketing policies. When either of 
these oonditions is absent i t  is not only the industry 
itself which suffers directly, but also the ancillary 
industries and dependent investments groups which 
make up an important fraction of the Canadian 
economy. 

The third type of wnomy which we have noted 
is that of subsistence agriculture, chiefly on the 
frontier north of the St. Lawrence Valley and in 
the Lower St. Lawrence regions. The St. Law- 
rence Valley itself, which although only 6 per cent 
of the area of Quebec containa one-third of the 
occupied farm acreage and produces nearly one- 
half of the total agrioultural production, ia an 
integral part of the M o n t r a  metropolitan 
economy. I t  is in this region that the most 
intenpifled and diversified agricultural output, the 
most propeasive methods, the best markets, and 
the highest standards are found. The Abitibi and 
Lake St. John areaa me largely oomplementary to 
the nearby d i g ,  metallurgioal, and pulp and 
paper export industries. The Eastern Townships 
tire in a different category, and have declined as a 
general ~ i o u l t u r a l  area under the preeaure of 
oompetition from newer and richer region6 but 
have made efforts to adjust themselves to the 
production of some speaialized produats-live stook, 
dairy produots, and maple produota-in which 
they have some advantage or are a t  leee dia- 
advantage. The remaining agricultural areas are 
of the subsistence type, in which the produetion 
of hay, oats, potatoes and live stock for farm or 
local oonsumption is usually oombined with wood- 
outting or fishing to yield a small cash income. The 
limited and frequently inferior quality of the 
mourcea, and the produotion and marketing dis- 
abiities of small-~oale and irregular operations 
mul t  in very low h o m e  levels, and make it dm- 
cult for these m a a  to maintain their existing 
population, and muoh more so to absorb the 
natlvsl increase when any alternative employment 
M scaemible elnewhm. 

Both because of the distress in these areaa tne 
selves and because of the preasure of emigrat .- 
from them on, the oities, much attention haa 
recently been given their economic problems. The 
physical limitations of resources are admitted, but 
a more efecient integration of farming, forestry, 
fishing and certain rural handicraft industries 
might be worked out to advantage. By the exten- 
sion of research and experimental work, field 
demonstration and education, provision in certain 
cases of improved oredit and marketing faeilitias, 
and by sssistance in improving and standardizing 
qualities of marketable products, some increase in 
the net income and standard of living in them 
areaa should be possible. Improvement of oon- 
ditions in the chief complementary industry would 
be particularly beneficial, for the greatest hope of 
any permanent progress lies in working out a 
satisfactory equilibrium between forestry and wi- 
cultural aotivities-"il faut chercher . 8 marier 
l'6conomie forestihre B lJ6conomie rurale." But 
the results of very large and costly progams of 
colonization, rural resettlement and agriculturd 
assistance in recent years would not auggest %at 
this sector of the Quebec economy will ever e t tab  
a high level of prosperity or realize the hopes of 
those who look to it to replace the present depend. 
ence on nation-wide and international trade. 

This observation is not intended as a oriticiam 
of the efforts which have bees made to develop vd 
@t agriculture since any alleviatipn of conditions 
in these subsistence meas resulting from improved 
methods and organization is of great bane64 to, the 
whole economy. I t  should also, be recognized %at 
there are other than strictly economic criteria. A 
self-sacient rural economy may be preferred fw 
various social reauons to 8 grater inwpre-pro- 
ducing, more industrialized and> urbaniagd gcon,omy 
integrated with the mt of the couqtry and t4e 
world, w4 thus subject to external and unoon- 
trollable blows and pressures. But from the 
economio point of view it is neaeslslvy to note the 
pbyeid . limitatiope to l q p w a l e  development, of 
a aelf-sflcient rurgl economy which, do in fwt  
exiat, and the impossibility, under any oondvsblg 
oonditions, of it(l providing a natisfmtory rub& 
tute for the nationally and internationally in& 
grated eoonomy which now supports four-fifth8 of 
the population. 

Enough haa been said tb indicate the -or 
disabilities and vulnerabilltiw of the Quebb 
economies, and the aomplex nature of the problem 
whioh governments must fsce in atteplptiaing.to 
formulate caoaomic and publia Gnance poliags. 
To s greater extent than in other provinw 
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d o n  subordinated to 

I other sooial objectives, auah a8 the maintenance of 
cultural values. An long M national policies 
worked to the advantage of the metropolitan area, 
rrs long aa rapidly expanding marketa were avail- 
able for the new eleptro-product industries of the 
north, and aa long aa these two expanding aectors 
of the economy could help support the agricultural 
areaa and absorb their ex- population, there waa 
a natural tendency for the provincial government 
to follow the let-well-enough-alone school of social 
and economic policies. Substantial portions of the 
oost of eduaation and public welfare were left to 
the Church and the local authorities; the pro- 
vincial government engaged in none of the public 
utility and other economic activities common in 
the other provinoee; and a relatively larger share 
than in other provinces of the responsibility for 
highways was left to municipal governments. As 
one result ~roviaaial ha t ion ,  expenditure and 

l 
debt were Gery much lees (per -capita1 or in 
relation to provinoial income) than in the other 
Canadian provinces although municipal and quasi- 
publio institutional responsibilities were ebove the 
svemge. Another result waa a tendency to ignore 
the potential social and economic problems which 
were an inevitable consequence of this type of 
development. 

But when the combination of world depreesion 
and western drought of the thirties shattered 
the cloeely-integrated, national-trading structure, 
reduced markets and pricw for electro-products, 
and undermined the elaborate financial structure of 
the eoonomy north of the St. Lawrence, the Prov- 
ince was faced with a critical economic and m i d  
situation on all fronts. Governmental intervention 
on an unprecedented male became imperative. In 
the metropolitan area it took the form of direct 
relief, public works projects, and &tance to back- 
to-the-land movement0 (in addition, of course, to 
the increased Dominion tariffs, which helped to 
maintain employment in some of the secondary 
industries). In the electro-product economy north 
of the St. Lawrence it included tentative efforts a t  
enforcing cartel marketing organizations, exemption 
from certain 'public domain taxation, local highway 
and rural eettlement program, and direct relief. In 
the subsistence agricultural areas it consisted of 
increased research and technical instruction, cheap 
farm loans, inareaad premiums and bonuses to 
encourage improved production and marketing 
practioes, and extensive direot assistance ia the 

! colonization areas. The aggregate coet of these 
I effort8 proved staggering, yet they did little more 

wed-l8 

than tide the situation over, and made only a 
limited impression on, the basic problem. Recovery 
in the United Statee and other external markets 
relieved the pressure on the export induetries inte- 
grated with them, but the metropolitan area 
remained depressed. Unleaa the former trends of 
expansion of the transcontinental economy are 
resumed, or an internal stimulus comparable to the 
Northern Ontario gold mines is found, the most 
important sector of the Quebec economy will cow 
tinue in the doldrums. This not only aflecta the 
other portions of the Quebec economy, but has far- 
reaching implications on the provinoial public 
finance structure, on the responsibilities which the 
Province must be prepared Q assume, and on the 
taxation system, which must support them, 

Ontario 
Ontario makes up such a large part of the whole 

Canadian economy that discussion of Ontario's 
ealient economic characteristics frequently becomes 
a repetition of a description of the national economy. 
Ontario is not only the biggest but so outstand- 
ingly the wealthiest unit of the economy that 
its special advantages require some examination 
Ontario ha9 33 per cent of the population 01 
Canada, but (1937) 42 per cent of the national 
income, and from 45 to 60 per cent of the tele 
phones, automobiles, residential electric powek 
consumption, federal income tax payments, invest- 
ment income received, government bonds purchased, 
and other evidences of higher than average surplus 
income and standarde of living. 

Ontario's advantages arise in part from her rich 
and diversified resources, in part from her strategic 
position in the national economy, and in part from 
her situation in relation to the industrial empire 
of the Great Lakes and Middle West to the south. 

A lengthy catalogue could be compiled of 
Ontario's resources: the timber and pulpwood of 
the Ottawa Valley and Northern Ontario; the rich 
agricultural lands of Southern Ontario and the 
Ottawa Valley; the gold deposits of K i a n d  Lake, 
Porcupine and northwestern Ontario ad the 
nickel-copper deposits of the Sudbury area; the 
hydro power and the great avenues of transport* 
tion provided by her waterwaxs; but note should 
also be taken of her lack of coal, iron, and oil. 
Within Ontario itself a very high degree of inte- 
gration in the exploitation of her resources has 
been developed. The forestry, mining, and agri- 
cultural industries are all to eome extent inter- 
dependent, and very closely related to the secondary 
manufacturing, aervice, and financial industries. 



Although the latter industri@ depend on nation- 
wide opbrationq the importance of their local 
market (and, in turn, their importance as marketa 
to  local agriculture) is great, and forms the basis 

S of the grkater development. 
The character of the soil and the climate give 

Ontario agriculture the greatest diversification and 
the best balance in Canada. The ideal combina- 

p tion is possible of mixed farming which affords a 
l -  - basic subsistence and production of specialized 
' m  
r .. ataples for sale in either local urban or export , - ; . L  m a r ~ e t s  to yield a cash income. The Ontario farmer 

has not, on the average, as high a oash income1 
as the Western farmer, but he has a very much 
greater degree of self-sufficiency, and his cash 
income is derived from a much more varied range 

: ,  of p r o d u c h a t t l e  and hogs, poultry and eggs, I;) dairy products, tobsmo, fruits and vegetables. On 
8 .  

i77q: 8 - l T ~ L E  ~~.-INCOYB PER FARM 
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I _ PRINCE EDWARD IBL- . p ............ Gross cash. income.. 769 
p .............. Net cash income.. 463 

Income in kind-produce ........ 264 

. , S ,  
NOVA SCOTIA- 

- , Gross cash income.. ............ 419 .. 4 r;, Net cash income.. .............. 141 
Income in kind-produce.. ...... 296 

Nmw BRW~WICK- 
Groas cash income... ........... 411 220 360 .............. Net cash income.. 132 108 

J . . c o m e  h kind-produce.. I 309 / l 1 248 

7, QWBEC- ............ I Gross cash income.. ................ Net cash inaome ...... l' Income in kind-produce.. 

Gross cash income.. ............ 1,400 673 1,116 ................ / _  , c Net cashincome 838 266 643 
Income 1 !dud-produce. . , . / 320 1 I70 1 234 

M ~ O B A -  ............ Gross cash income.. 1,616 
Net cash income.. .............. S 

Income in kind-produce . 1 B11 1 
p - -  

............. Gross dash income. 2 341 .............. Net c e h  income.. 1:614 ..... Ilcome in kind-produce.. .l 188 I 
,'' ALBDBTA- . Gross amh income.. ............ 2 164 882 - . .  !! Net cash income.. .............. 1:606 201 ...... Income in kind-produce.. I78 / 109 

B~ITIBH COLUMBIA-. 
Gross cash incoine.. 1,093 908 
N e t o i n c o  e ............... 
Income in kind-produce.. 

the other hand, his own subsistence production is 
more varied, and his cash income much higher than 
that of the average farmer in Quebec and the 
Maritimes. The primary agricultural industry thus 
contributes both an important stabilizing factor to 
the economy, and sufficient surplus production of 
marketable staples to serve aa a basis for ai profit- 
able urban-rural exbhange and division of labour. 

Although these statements are generally true, it 
should not be overlooked that there are some 
agricultural areas, such as Huron and Bi-uce 
counties, which have been unable to meet Western 
competition in the production of their formef 
staple or to find satisfactory alternatives. Some 
agricultural areas which depended on local mining 
markets or local lumbering activities as, for 
example, some in Eastern Ontario and the Ottawa 
Valley, or those about Cobalt and Gowganda, have 
been left stranded as the local resources were 
drained off. In other regions, such as the Rideau 
Lakes area, the Muekoka Lakes area,' and the 
northern frontier, only small-scale, subsistence 
farming, combined with a little woodcutting, fishing 
and trapping, is possible, and in these, living 
standards ark consequently very IOW and oash 
income, except where the tourist industry floflrishes, 
virtually non-existent. On the other hand, in some 
areas such as the Niagara peninsula, speciali'zation 
of produotion has been carried to a very high point, 
and in such cases fixed costs are high and net 
incomes consequently vulnerable and highly vari- 
able. But in spite of these exceptions Ontario 
agriculture as a whole, and particularly in the 
Western Ontario peninsula, is a wbll-rounded and 
basioally stable industry which .contribute# 
importantly to  the wealth of the Province m d  to 
maintaining Ontario in a leading position. 

Ontario's lumbering industry was lorig the chief 
stimulus of the Ontario econorhy, and although the 
cream of the resources h~ been skimmed off and 
mining now takes precedence, pulp and paper 
production still plays an important role. Although 
the pulp and paper industry with efficient forest 
management and conservation methods could be 4 
permanent and stable one, it  still appears to be 
more profitable to the individual entrepreneur to  
gut the resources of one locality and move on. 
Whether this would be true if the industry were 
charged with the social costs of rehabilitating or 
salvaging the dependent labour and industries in 
the derelict areas, which are a necessary accom- 
paniment of this pracbice, cannot be determined. 
But the development of conservatTon policies and 



the achievement of greater stability within the 
ingustry would appear to be necessary if these 
resources are to pe exploited to the best advantage 
and are to contribute to the support of the whole 
economy as they have in the past. 

The last deoade has seen a very large increase in 
Ontario metal production, due chiefly to the in- 
crease in the price of gold. Nickel and copper 
production have also expanded notably following 
the Frood discoveries in the late twenties, and as a 
result of improvement of processing techniques, 
increased productiop. facilities, and the armament 
demand of recent years. But of outstanding 
importance has been the expansion of the gold- 
mining induetry, both through extension of opera- 
tions at the established camps of Porcupine and 
Kirkland Lake which still account for four-fifths 
of the total provincial output, and through the 
development of new producers in northwestern 
Ontario, The tripling in value of gold production 
during the decade affected not only the mining 
industry itself, the labour employed by it and the 
capital invested in it, but also a wide range of 
ancillary indpstrietransportation, power, lumber, 
machinery, chemicals and explosives, and the 
financial promotion and security-trading activities 
which have done so much to add colour and romance 
to Canadian mining development. Because this 
development occurred during a period of general 
depression it was of particular value and impor- 
tance, and because it was closely integrated with 
Oqtario industrial and financial centres and agricul- 
tural and forestry industries rather than with 
industries outside the Province, it  cut across the 
traditional east-west l i e s  of the economy and 
gerhaps tended to weaken Ontario's interest in the 
economia welfare of the rest of the counl,ry. 

SO far W& have only discussed those industries 
which make Ontario on the strength of ite own 
resources a large and wealthy section of the 
economy. Provincial policies have played an 
important pest in development, the most notable 
illustrations being the construction of the 
Temiskaming and Northern Ontario Railway which 
opened the mining areae; the Hydro-Electric Power 
Commission which furnished cheap power to indus- 
tries, rural areas, and consumers in general; the 
Farm Loans Board which provided agriculture with 
relatively aheap credit; and the extensive network 
of modern highways thich Ontario early provided 
and has maintained in good aondition. These 
policies not only hastened and assisted the develop- 
ment of the Ontario economy, but also did muoh 
to shape the oharaoter of the development and to 
-m 

integrate provincial industries and areas. The 
close relationship between frontier and metropoli- 
tan areas, and between primary industries and 
manufacturing and finance industries, creates a 
degree of interdependence which has its liabilities, 
but also makes for a diversified and well-balanced 
economy with inherent reserves. 

But of at least equal importance with Ontario's 
natural resources are the strategic position Ontario 
occupies in the whole Canadian economy and the 
advantages which Ontario derives from national 
policies. Ontario's geographical position in relation 
to the rest of Canada, its resourcm, rtnd its geo- 
graphical position in relation to the coal and steel 
centres and the great industrial triangle of the 
central United States, made it the logical centre of 
Canadian manufacturing, and of the distributing, 
service, and finance industries which are dependent 
on industrial activity and urbanization. To the 
extent to which national policies stimulated this 
development, Ontario was the chief beneficiary. 
National policies stimulated the development in 
two major ways: aggressive policies of western 
development built up a market, and tariff policies 
directed the demands of this market to Ontario 
(and the Montreal area). Naturally the chief drive 
for this relatively advantageous combination of 
policiee came from Ontario and Montreal. A 
special survey of 1,973 firms in 23 manufacturing 
industries in Ontario and Quebec, undertaken by the 
Dominion Bureau of Statistics for the Commission, 
revealed that between 25 and 30 per cent of their 
total domestic sales were msdg in the other prov- 
inces. Of course some of t he~e  salm would have 
!been made without tariff protection, but on the 
other hand some of the sales in Ontario and Quebec 
would not have been made without tariff protec- 
tion. Perhaps more direct evidence of the influence 
of the t a r 8  in directing demand to domestic 
manufacturing industries (overwhelmingly concen- 
trated in Ontario and the Montreal metropolitan 
area) is given by the 1930-32 tar8 increases, which 
reduced thd ratio of imports to the total value of 
production from 26 per cent in 1928 to 13 per cent 
in 1933.1 This diversion of purchasing to the pro- 
tected industries not only increases aggregate 
employment and income directly in the areas 
where they are located, but stimulates the develop- 
ment of satellite financial and service industries 
about industrial and metropolitan.centrea. A 
natural result of this concentration of industry and 

'8ee Appendix 8-W. A. Xabackintolh, lhonomlo Bookground 
of Domlnfon-Prodndd Rdailonr, pp. 88-00 for d A i b  and for 
qudilatiolu n s c w ~ r r  in IUE of &we ratio& 



finance is a trend toward highly developed cor- 
porate, and frequently monopolistic, organization 
which in turn further stimulates the concentration 
of entrepreneurial and managerial incomes. 

I t  has been noted that, in addition to the 
national policies which assisted in developing a 
market for manufactured goods in Western Canada 
and t h n  directed the demands of that market to 
Canadian sources, proximity to the industrial 
heart of the United Statea has been m important 
Ontario asset. It has made available cheaply1 the 
basic industrial raw materials of coal and iron in 
which Ontario is deficient; it has facilitated the 

' introductioli of new techniques and mass-produc- 
tion economies, and the rapid development of 
modern industries by making specially skilled 

' labour and machinery readily available; it  has 
enoomaged the development of United States 
branch plants manufacturing for export to Empire 
or other countries where Canada may have prefer- 
ential trading advantages; it provides an important 
tourist trade; it is on occasion an outlet for skilled 
and professional labour which cannot be absorbed 
in the Canadian market; and the industrial region 
south of the Border is an important source of 
capital for Canadian industries. In spite of t a r 8  
barriers there is some degree of integration and 
complementary specialization both in production 
and in the provision of public works between 
Ontario and the adjoining states which reduces 
overhead costa and increases net income. 

One consequence of Ontarib's dependence on the 
adjoining states for many of its industrial raw 
materials is that increased manufacturing activity 
in Ontario is bound to be reflected in increased 
imports, and tariff increases on finished goods tend 
to increase imports of industrial raw materiak. 
In this process, of course, there is a diversion of 
purchasing from United Kingdom and United 
States manufacturers to United States industrial 
MLW material producers, but Canadian exports are 
etill necessary in order to provide the necessary 
exchange. The original dependence on Western 
wheat exports to provide this exchange haa been 
diminished, as we have noted, by drought and 
adverse marketing factors in the wheat industry 
and by the rim of new export industries within 
Ontario. The importance of developments on the 
new northern frontier in power, pulp and paper, 
and gold is thus far greater than that of providing 
merely a new source of production, and a stimulus 
to Southern.Ontario; i t  haa become the baeis for s 

1 In 6 prolperoua ear the hta bordoily on the Qreat I*tw 
produrn 40 per cant o?tha world'# h e l .  

new pattern of economic organization cutting acroea 
the lines of the traditional transcontinental struo- 
ture; it has tended to lessen the dependence of 
Ontario on the eucceeaful operation of the national 
aystem. 

Nevertheless, there are weaknesses in the new 
structure which may have been concealed by its 
~ap id  expansion in a time of general depreseioh. 
One is the exhaustive character of the gold-mining 
industry which is the mainspring of the whole 
development. Owing to the complex geology and 
structure of the chief deposite, estimates even 
approximately satisfactory of total ore kesarves 
cannot be m d e  as can be done, for example, in 
South Africa. There are, however, indiaations that 
both the Porcupine and Kirkland Lake camps have 
passed their zeniths. This is particularly impof- 
tant because, in spite of a 70 per cent increase in the 
gross selling price accompanied by some decrease 
in operating costs over a period of six years, no 
major new camp has been discovered. Some 80 
per cent of the output still oomes from Porcupine 
and Kirkland Lake, which have turned to the 
exploitation of former sub-marginal, low-grade 
ores to expand their production and prolong their 
lives. From the point of view both of owners and 
of society a large proportioli of the returns from 
an industry of this nature ehould be treated as 
capital amortization, and the oonstrdction and 
capital equipment activities which it engenders 
must be recognised as 'mn-yecurring. Not only 
will the inevitable depletion of these resource8 
rduce incomes diredly and indirectly deri$ed 
from them, but it will also create problems of 
~ooial adjustment which will require extensive 
governmental intervention and assistance. 

The wealth of the Ontario economy thus rests 
in part on a well-balanced and closely integrated 
development of ite own natural reeourcea, including 
its geographical position in relation to the rest of 
Canada and the United States. It has also de- 
pended in the past on the successful operation of 
the traditional national policies, which have coni- 
bined with Ontario's~natural advantages to divert 
a relatively large proportion of Canadian surplus 
incomes to advantageously located centres in 
Ontario. And in recent years it has been main- 
tained by an intensive but ephemeral development 
of Ontario's own northern frontier. Whether or 
not it can be maintained in the future will obvi~usly 
depend in part on'the general prosperity of the 
Canadian economy, of which Ontario is suph an 
important and integral part, and in part on 
Ontario's opporbunitigs and ability to inbgmtr 
herself with the Canadian economy in such a 



fashion aa to make the most of her natural advan- 
tages, and t o  proteot herself against the potential 
disabilities inherent in her position. 

The Prairie8 
The Prairie Provinces form the region most 

directly affected by major national policies. The 
major objectives of these policies in the p a s t t o  
develop the virgin resources of the Prairies, and to 
provide for internal markets for other region* 
were directly concerned with Western expansion, 
while they affected the rest of the country chiefly 
in accordance with the degree to which the other 
regions were integrated with and dependent on the 
Prairie development. We have also noted how 
other than purely economic motives determined 
national policies, and added to their cost-an addi- 
tion which could be easily borne as long as the 
virgin soil of the Prairies and favourable world 
marketing conditions combined to produce an ex- 
ceptionally high net income. 

The rise of the wheat industry, on which the 
whole Western economy and an important part of 
the rest of Canada were dependent, was a classic 
example of the income and prosperity which an 
wea with very limited resources could yield 
through international specialization of labour. 
Much of the population of Great Britain and the 
Continent could be better and more cheaply fed 
on Canadian wheat, and the population of Western 
Canada could be better and more cheaply clothed 
+ith European textiles than either region could 
provide from its own resources. But with the 
decline, and in some cases complete breakdown, of 
the international trading system which made such 
specialization possible, the Prairies threatened to 
become an equally classic example of an area 
doomed to chronic depression. The coincidence of 
widespread and recurring drought was the final 
blow, for i t  prevented resort to the traditional 
defence of the individual producer--expansion of 
production which, as long as actual operating costs 
were covered, would enable him even, a t  very low 
price levels to spread overhead costs *and compete 
aggressively in world markets. I n  addition the 
drol~ght made necessary widespread subsistence 
relief for families and stock and provision of seed 
and other supplies which would normally have been 
locally produced. I t  has been attempted in other 
parts of this Report to give some description of the 
situation resulting from the combined effect of 
drought and the collapse of wheat prices. It is 
sufficient to note here that total income in the area 
fell almost by half, and income from agriculture 
by almost four-fifths, from the 1926-1929 average 
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to  the 1930-37 average. Thwe bare statistics, how- 
ever, cannot convey the full measure of the Western 
dbbhle with its shattering blows to living stand- 
ards, to adequate nutrition, to health sewiees, to 
educational standards, to community equipment 
such as highways, and to individual hopes and 
dreams and ambitions. 

Although abnormal drought conditions are p a s -  
ing, the reduced world wheat market makes neces- 
sary a reappraisal of the whole Western situation 
and of the role of the West in the Canadian 
economy. The reduction in demand from Germany, 
Italy, and France alone, as a result of their policies 
of self-sufficiency, is roughly equal to the total sur- 
plus production of Saskatchewan; the effort to 
stimulate potato and root crop production in the 
United Kingdom, which is the one important re- 
maining market, is directly aimed at  reducing wheat 
imports; and the former dreams of expanding 
Oriental markets have been disturbed by the 
Japanese occupation of North China and its after- 
math and by Canadian reluctance to accept 
Oriental goods in payment for exports. 

In  what is left of the international wheat market 
--say 600 million bushels a year as compared with 
the 750 million of the twenties--Canada's position 
is as strong as, or stronger than, i t  has ever been. 
Wheat producers in Australia, Argentina, and the 
United-States have alternatives of production 
lacking in Canada, and Canadian producers have 
made notable advances in reducing their costs and 
improving their techniques. In  the normal eco- 
nomic process Canada should gain a larger share of 
the reduced market. But this aasumes a rela- 
tively lower level of wheat prices (excepting 
fluctuations due to crop variations) which will 
force marginal producers with alternative sources 
of employment out of wheat production. The 
implications of this for the Canadian West are 
that the better lands will produce a smaller net 
income than formerly, that much of the land 
occupied a t  present will prove submarginal, and 
that the possibilities of expansion are greatly 
reduced. In  addition, we must take account of one 
of the factors which has been primarily responsible 
for reducing Canadian costs, and for enabling the 
West to compete with other wheat-producing areas 
-the mechanization of Canadian wheat farming, 
which greatly reduces the ratio of labour to acreage 
and production. But this development has left 
certain areas of the West with populations which, 
in relation to their resources, are excessive. 

On the whole the wheat economy has reached 
maturity. I t  is a premature maturity owing to the 
general trend of international affairs, but from any 



realistic point of view it must be recognized ea a 
given condition for the present. The implications 
of this denouement to the national economy are 
many. The overhead created on the assumption 
that the West would bupport a very large popula- 
tion, and the national policiea which were based 
on the assumption that the West would provide a 
continually expanding market, are both threatened 
by the destruction of their original justification- 
the expectation of almost unlimited expansion of 
the world wheat market. 

But the disab'ities of the area must not be over- 
emphaized. Given a return of normal climatic 
conditions. the natural advantages of the industrv 
are great, 'and there is some for hope thi t  
the United States will eventually provide a new 
and expanding market. But an economy accus- 
tomed to a rapid rate of expansion has duddenly to 
adjust itself to a long-term flattening out, or possibly 
even a meaaure of decline, in the basic trends. 

Alternative outlets for employment and produc- 
tion are not hopeful.1 Subsistence agriculture is 
possible in areas in northefn Alberta and Saskatche- 
wan, and' eastern Manitoba, but the position of 
people dependent on submstence agriculture in 
Western Canada is not encouraging. The volume 
and variety of local production in the West are 
limited by climatic and physical factors, and pro- 
duce a relatively low standard of living. The lack 
of any marketable staple virtually eliminates cash 
income, and makes it impossible for these areas to 
secure any of the advantages of division of labour 
and specialization of production. From a social 
point of view they become rural slums, and centres 
of illiteracy and undesirable health conditions. 
From a public finance point of view they are poten- 
tially serious public liabilities in emergencies, and 
virtual ciphers at any time as contributors to public 
revenues. From the point of view of the economy 
as a whole, they contribute virtually nothing to the 
general overhead, while they exert a constant pres- 
sure on living standards in adjoining areas because 
of the enforced emigration of unskilled labour from 
them. So much has been said of the merits of 
self-subsistence agriculture and of developing a 
" peaaant economy " on the northwestern frontier 
that it is neaewry to refer to it. The most that 

, can be said of it is that it  can keep p certain 
number of people alive in deplorable living condi- 
tions. There are important exceptions to this 
sweeping generalization. Where there is oppor- 

, tunity for the development of some export staple, 
1 41- 
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suoh aa hogs or alfalfa seed, which will produoa 
some cash income, Hving standards may undoubt- 
edly be improved and the community may make 
some contribution to the economio welfare of the 
region as a whole. But the possibilities of develop- 
ing suoh specialties appear to be distinctly limited. 

Mining development is also looked on as a 
possible alternative but it hae so far been limited. 
I t  includes the exploitation of one large and a 
couple of minor complex base-metal ore-bodiee in 
northern Manitoba. the deveb~ment of the Turner 
Valley oil field, and the discovery of a few m@ 
pockets of precious metals in the Prairie sector of 
the Pre-Cambrian Shield. In addition persistent 
efforts have been made to develop the large but 
low-grade coal resources of southwestern Alberta 
tnd southeastern Saakatchewan, but the diBicul@ 
is the lack of a local market of any great impor- 
tance. These developments should not be db- 
paraged, and they have all'oontributed to main- 
tenance of regional incomes and employment to an 
important extent during the depression, but it 
must be recognized that the greatest contribution 
of this type of activity is during the developmental 
stage, and that it offers no permanent solution for 
the economic difficulties of the Prairie region, as 
far as can be judged from our present knowledge 
of weatern and northwestern mineral resources. 

Governmental expenditures are proportiomtely 
larger in an economy of the Prairie type than in a 
more self-sacient one, but aa cash incomes are 
also proportionately larger, governments with ap- 
propriately designed taxation systems have an 
opportunity to recoup. In time of depression 
governmental expenditures are larger because of 
the extensive need for aid when the staple export, 
and the ~rimarv source of income for the whole 
economy,-collap-ses. In times of prosperity gov- 
ernmental expenditures are larger because of the 
economy and acceleration of development which 
result from financing public works and community 
equipment ,through governmental agencies. As a 
result Prair~e governments have undertaken many 
economic activities-the provision of railways, 
electric power, telephones, farm loans, grain ele- 
vators, irrigation work-in addition to the n o r w  
provincial functions of roadbuilding and education. 
Even in these normal spheres governmental activity 
bulked larger than in the East. I n  a trading 
eoonomy a highway and railway network is of first 
importance and, owing to the speed of Western 
settlement, transportation facilities had to be pro- 
vided in a very short space of time. Eduaational 
costs have been increased by the similar need for 



providing equipment speedily and the virtual 
absence of privately-endowed educational institu- 
tions. 

I t  is obviously essential to all interests concerned 
to preserve the governmental structure and credit 
of western ~ a n a d a  in view of the vital importance 
of communitv organization in such a vulnerable 
andf  specializkd &ciety. Whether the economic 
base of the governmental structure is wide and 
stable enough to finance the cyclical fluctuations 
of the chief industry of the region may be doubted 
in view of the extreme character of both the natural 
and commercial swings of fortune. In addition to 
the erratic course of regional income is another 
factor of great importance to Prairie public finance: 
the ability of the small, independently organized 
units of the individualistic, Prairie economy to 
bargain on equal terms with the monopolistic 
corporate organizations of Eastern Canada-to 
which the commercial relations of the area .are 
largely restrioted by national policies. The failure 
to secure advantageous terms of trade in the past 
has resulted in draining off the surplus income of 
the Prairies to the East and in efforts of the Prairie 
residents to use the economic powers of their 
provincial governments to redress the balance. 

British Columbia 
I t  is characteristic of the Canadian economy 

as a whole that rich concentrations of netural 
resources are separated by large barren areas, and 
in British Columbia this particular contrast is 
even more pronounced. Some of the mineral and 
forest resources are advantageously located on the 
coast, or in the relatively accessible Fraser River 
Valley, but many lie in the interior and can only 
be exploited after the provision of tremendously 
costly transportation facilities. Much of the 
Province is waste land, and even when some 
resources exist in pockets in these areas they are 
too distant or too difficult of access for brofitable 
development. On the other hand, some of the 
Province's resources-the huge base-metal ore body 
3f the Sullivan and many smaller deposits of gold, 
3opper and coal, the stands of Douglas I% on the 
coast ranges, the rich agricultural lands of the 
Okanagan and lower Fraser Valley, the water 
powers of its rivers, the fine harbours of its coast, 
and the magnificent scenery of its mountains-are 
outstanding. The exploitation of these resources 
has on occasion yielded very large profits and has 
made possible the establishment of a high standard 
of living, including a high level of governmental 
services. But while the cost structure inherent in 
the geographical character of British Columbia 

and the standards which have been adopted is high 
and rigid, the income to support it is extremely 
fluctuating. Added to the customary uncertainties 
and haaards of an economy partly dependent on 
mining, are the risks of dependence on foreign 
markets for a few primary staples which are sub- 
ject to wide fluctuations in both demand and price, 
and access to which is dependent on favourable 
shipping rates. 

External transportation is M vital to British 
Columbia as internal transportation. The opening 
of the Panama Canal and the chronic depression 
in shipping rates which followed the post-War 
boom brought British Columbia very much closer 
to the markets of the world. This not only pro- 
duced higher net incomes for British Columbia 
producers, but greatly expanded the commercial 
possibilities of the resources of the .Province, and 
extended the area which found it profitable to 
trade through Vancouver. For example, every 
cent reduction in ocean rates on wheat from Van- 
couver to Liverpool in comparison with the rate 
from Atlantic ports to Liverpool moved the border 
of Vancouver's tributary area further east, and 
finally all of Alberta and nearly half of Saskatche- 
wan was captured. The movement of bulk exports 
from this area through the port, and even the 
return flow and distribution of import require- 
ments, contribute relatively little to the economy 
once the flow is established, but the activity during 
any period of expansion is of great importance. 

In  the last two decades British Columbia has 
enjoyed a fortuitous coincidence of several factors 
of major importance. The great reduction in 
shipping costs which in particular stimulated the 
export of wheat by the Pacific and the development 
and export of lumber and later of newsprint, the 
improvement in electro-metallurgical technique 
which made possible the exploitation of the complex 
Sullivan ores on a huge and profitable scale, the 
expansion and rising demand in Prairie markets 
(until the drought) and particularly in the areas 
tributary to Vancouver, the rise of the tourist and 
resort trade, and the development of new Oriental 
outlets, each in turn engendered a huge capital 
program and all together stimulated an almost 
uniquely high rate of expansion which to some 
extent fed on itself. Vancouver rapidly emerged 
as an important metropolitan mark&, encoura@;ing 
the development of secondary and service industries. 

The depression revealed the vulnerability of the 
whole structure as United Ststes lumber markets 
were closed, as base-metal demand and prices 
collapsd, and as new rnnstruction activity 
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dwindled. However, every primary exporting 
economy experienced. much the m e  diculties. 
and in the c& of British Columbia there was some 
alleviation from the abnormally low ocean freight 
ratea which improved its competitive marketing 
poeition and extended ite tributary area, and from 
Imperial Preferential Agreements of 1932 and the 
Trade Agreement of 1936 with the United States. 
In addition, although the fixed costs of Britirah 
Columbia industry were of necessity high, the 
operating costa of such important industries as 
basemetal mining, smelting and refining, and 
newsprint production, proved very low. As long 
ag British Columbia enjoys below-cost ocean freight 
rates and retains important virgin resources to 
which the most modern and efficient techniques of 
production can be applied, it posse- a cuehion in 
the most severe depression. 

Nevertheless the acute depremion of the thirties 
S .-S seriously threatened the financial solvency of the 
1 , - Government and, indeed, of the whole economy. It 

- was a significant illustration of how precarious are m: - '  
an income and standard of living based on a few 
specialized resources and external markets, however 
profitable the combination may be in favourable 
periods. In addition, since some of British 
Columbia's most important resources are exhaust- 
ible and diminishing, since to some degree at  least 
the high returns of the paat have been achieved 
by treating capital depletion as current income, and 
since part of its expansion has been due to non- 
recurring capital development stimulated by the 
Panama Canal, i t  ie evident that there are 
important problems and uncertainties in the future. 

The special character of British Columbieje 
economy has influenced its public finances in many 
ways. The difficulties of transportation led the 
Government into the costly Pacific Great Eastern 
project which, if accrued interest due to @e 
Province is included, accounts for half the present 
provincial debt. Geographical factors have also 
been responsible in part for the relatively small 
amount of municipally organized territory, and 
have probably inflated the cost of some govern- 
mental mrvices. Even British Columbia's phyaicd 
asseta have their public finance implications; for 
example, the favourable climate attracts elderly 
retired people of means and thus augments the 
Province's succession duty revenuea, but it also 
attracts unemployed transients and augmente the 
Province's relief expenditures. Although the 
Government haa incurred large developmental 
expenditures in order to make the Province's 
natural reaouroee available, it has reaped a lwge 

revenue from its publio domain and corporate 
taxation. The resources ere of a nature best, 
exploited by corporations rather than individualg, 
and this haa led to a concentration ,of taxable 
income and the adoption of appropriate taxation 
policies conaiderablv and simificantlv different 
Bom those in other provin&e.  he high net 
incomes enjoyed during the skimming of the crem 
of the resources established high etandards of living 
and services in. general. In the depression there 
waa approximately as great retrenchment as else 
where in Canada, but this still left the majority of 
British Columbia services substantially above the 
rest of Canada in coats, and they could only be 
reduced to the Canadian average under the most 
extreme pressure. I t  is not suggested in any way 
that this would be desirable, but it is important 
to note it aa one of the high, and in practice, 
uncontrollable costa of the economy. There are 
alsp other types of expenditure, of which. the chief 
examplea are conservation and research, which are 
temporarily avoidable and consequently usually 
suffer the major reduction in times of depression, 
but which are of basic importance to the future in 
an economy built to such a large degree on wasting 
assets. 

We have noted some of the salient features of 
the Canadian economy and of the regional 
economies which have developed within the main 
structure. The Canadian economy is one 'which 
under any circumetances would have certain 
disabilities and weakneaseethe necessary depend- 
ence on a few specialized exports and the oonee- 
quent vulnerability and shafp fluctuation in 
income, the large proportion of unproductive area 
and the seasonal handicaps which increaae overhead 
cogts, and the consequent rigiditiee of the cost 
structure, as a whole. But in addition b those 
disabilities, which are inherent in the nature and 
distribution of Canadian resources, are the increased 
costs Which have been incurred for politic&l and 
national 'rewds and which further increase the 
rigidity and vulnekability of the econbmy. 

From our survey of the economies of the varioud 
geographical regions i t  is also apparent, that there 
are wide disparities in per cllpita regional incorn?. 
This condition, as the hietorid survey in previous 
chapters indicates, hars been wore or lees constant, 
but in' timea of clepreseioh it is likely to be greatly 
intensified at  leaat as between certain rdnione. Thia 
condition raises grave problems of pr&inoia.l and 
municipal financep; it militates againet equakity of 



capacity aa between provincial governments to 
withstand economic crises, and against equality of 
stsndards in provincial services, especially under 
the present division of revenues and responsibilities 
between the Federal and provincial governments. 
But the implication8 of this condition on public 
finance will be discussed at length in the following 
chapter. 

There are clearly some elements making for 
national integration and interdependence, and aome 
for division of interest and friction. With the p a w  
ing of the period of expansion which was so greatly 
influenced by the traditional national policies, it 
may be necessrrry both for the preservation of 
national unity and the preservation of the national 
welfare that new policies should be inaugurated and 
developed to stimulate and give dynamic direction 
to new national expansion, although probably on 
very diierent lines and diierent frontiers. Several 
alternative policies are pomible. In the vital field 
of external economic relations Canada might strive 
for closer integration with the United States, or 
with British countries, or for greater self-s&ciency. 
In  internal management Canada might move 
toward a freer economy, with greater reliance on 
the unrestricted operation of the capitalist system 
and less reeponsibility for its casualties, or it might 
move toward a more controlled economy. A con- 

trolled economy might increase or reduce the ' 
national income, depending on the wisdom of its 
policies and the skill with which they were caqried 
out, and it might increase or deorease the existing 
unevennese in the distribution of the national 
income, depending on the prevailing philosophy ss 
to the functions of government in this reepect. 
The most appropriate policy a t  any time will 
depend on a variety of circumstances. One of the 
most important fields of national activity, and the 
one most immediately relevant to this Report, is 
that of public finance. It is impossible to forecast 
developments, but with the knowledge f e  now 
have of the vulnerability and weaknesses of the 
economy we know that our economic and fiscal 
policies must be adapted to meet current conditions 
and to prepare for possible emergencies. The 
Commission's task is not to say what policy should 
be followed, but, within the scope of its terms of 
reference, to recolnmend adjuatments in the federal 
financial system which will make it possible to 
follow some policy. Canada's present and prospec- 
tive economic condition makes it clear that we can 
neither continue to afford the friction and waste 
of conflicting policies, nor the greater lose due to 
paralysis of policy arising from a possibly obsolete 
division of governmental responsibilities and powers. 


