
NATIONAL ADJUS TMENT GRANTS 

The Commission's recommendations for payment 
of National Adjustment Grants, and for provision 
of a body to advise on future adjustment grants 
and emergency grants, are of major importance for 
several reasons. They are a complete break from 
the traditional subsidy system and the principles 
ostensibly underlying it. They make provision for 
the Commission's recommendations (other than 
those for the relief of unemployed employables) 
on the major subjects of public welfare, education, 
and provincial developmental and conservation 
expenditures. They illustrate the Commission's 
conviction that provincial autonomy in these fields 
must be respected and strengthened, and that the 
only true independence is financial security. They 
meet a number of provincial grievances and claims, 
raised under other heads. They are designed to 
make it possible for every province to provide for 
its people services of average Canadian standards 
and they will thus alleviate distress and shameful 
conditions which now weaken national unity and 
handicap many Canadians. They are the concrete 
expression of the Commission's conception uf a 
federal system which will both preserve a healthy 
local autonomy and build a stronger and more 
united nation. 

The proposed method of operation has been 
outlined in the description of Plan 1.1 Joint 
provincial-municipal expenditures on public wel- 
fare and education have been taken on a per capita 
base for every province, and, after adjustment in 
some cases for costs of living and other local 
circumstances, have been compared with the 
national average? In  addition, the annual average 
of total current highway, agriculture, and public 
domain expenditures by each province for the 
years 1928 to 1931 was taken as the most satis- 
factory estimate available of "normal" develop- 
mental expenditures in that province. (An 
.exception had to be made for the Prairie Provinces, 
since control of their resources was not transferred 
to them until 1930, and in their cases, only 
highway expenditures were taken.) The base 

1 See p. 83. 
'The national average excludes. for realono to be noted, the 

Province of Quebeo. 

period chosen is the most favourable one, from 
the point of view of the provinces, that could be 
selected, but the Commission does not consider it 
excessively generous in view of the expanding 
nature of highway expenditure%, and the evident 
need for developmental and conservation expendi- 
tures in many instances. The proportion of total 
provincial and municipal taxation to the total 
income of each province (considering only those 
taxes which would remain with the provinces under 
the t e r m  of the Commission's tax recommenda- 
tions in Plan I )  has been compared with the 
national average. I n  the subsequent calculations 
less weight has been given the taxation comparison, 
which could not be as satisfactorily determined as 
the education, welfare, and developmental expen- 
diture comparisons, but the taxation comparison 
was introduced so that no province would be 
penalized for having provided superior services if 
i t  had done so by having taxed its residents with 
more than average severity, and so that no prov- 
ince would receive a payment to enable it to 
improve inferior services if it had chosen to have 
inferior services in order to tax its residents less 
severely than the average. The only exception 
to this general method was in the case of Quebec 
where the notable work of the Church in the fields 
of education and public welfare could neither be 
ignored nor measured in monetary terms. Conse- 
quently, in the case of Quebec i t  was necessary to 
make the arbitrary assumption that the contribu- 
tion of the Church brought education and welfare 
service standards up to the national average. 

The Commission has for this purpose developed 
a series of public finance and provincial income 
statistics in which every effort has been made to 
secure real comparability, but i t  is keenly aware of 
the crudeness of the techniques and the approxi- 
mate nature of the statistics on which it  has had 
to rely. However, in spite of the margin of error 
necessarily present, the Commission believes that 
its estimates furnish a satisfactory working base 
until more refined statistics are developed. It is 
the Commission's hope that the Finance Commis- 
sion (or in the event of the Commission's recom- 
mendations not being implemented, some other 
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sidies were thus determined by the became clearly apparent when, under the pressure calculated fiscal need of the provincial govern- of expanding social service demands and depres- 'ents, great efforts were made to freeze them in sion conditions in the thirties, the transfers involved perpetuity at the 1867 and to this end grew to huge proportions~lj A system which might elaborate formulae were devised to fit the amounts work even in a federation, on a limited scale and to give the appearance of equality of treat- for certain specific and clearly defined o~jec-  ment. Even at  that time statistical equality of tives, broke down completely as a means of treatment did not produce real equ&ty, but the financing a large proportion of provincial funcm more self-sufficient nature of the economy, and the tions. By 1937 the statutory subsidies, special much "'le Of public finance as 'Ompared subsidies, and conditional subsidies were nearly half with today made the differences of little import- the total of provincial revenues from their own 
ance. Neither the growth in governments1 respon- The Dominion in respect to sibilities nor the great regional shifts in taxable 
incomes which occurred in the next seventy yeara 7 
could have then been foreseen. PROVINCIAL 8wsmm, 1937 

As we have recounted a t  length in Book I it 
proved impossible, almost from the very beginning, 

8 Book I. Chap. I. 
+Appendix 2-D. Q. Creighton: British North Amerloa at 

Oonfederation, and Eg leston and Kraft, Provincial 8ttbridiec 
and Grants (mimeograpfed), p. If. 



subsidies' had to impose either such rigid a n d  
detailed conditions (often unsuitable to local con- 
ditions), involving such minute inspection and 
regulation as to be a major infringement on 
provincial autonomy and practical only in a unitary 
state, or general conditions which were only nomin. 
ally observed and no real check on any irresponsible 
expenditure. The latter proved to be the general, 
and almost inevitable practice.6 Even limited 
efforts a t  effective regulation of a e  expenditure of 
conditional subsidies led to bitter Dominion- 
provincial fights. But acceptance by the Dominion 
of the role of a rubber stamp opened the way to 
waste of public funds, incapacity to deal with 
national problems on a national scale, and lack of 
enforcemenb of national standards where these were 
appropriate. These weaknesses and abuses were 
all the more vicious because the pretence was 
preserved that the subsidies were "conditional", 
and that violation of the conditions would lead to 
their suspension of grants. That this was an empty 
threat, everyohe knew. Since such major expendi- 

; tures as old age pensions and unemployment relief, 
affecting such a large proportibn of the populat.ion, 
have come to be financed by conditional grants, it. 
is neither humane nor politically possible to 
suspend them, Constant bickering can, and does, 
go on, and the more flagrant abusea <may be 
corrected as the result of persistent criticism, but 
the provincial authorities know that in the 6nal 
analysis the subsidies will be paid. 

There are many fields in which the conditional 
subsidy may be highly useful. Where the amounts 
involved are not large; where technical criteria 
for objective and scientific measurement exist; 
where administration is in the hands of a profes- 
sional personnel; and where it iF1 in the national 
interest to stimulate some otherwise lagging Iocal 
activity, the conditional subsidy may be an appro- 
priate and efficient instrument. In  a unitary state, 
of course, its scope of usefulness would be much 
greater, since the question of infringing local 
autonomy (if the conditions are to be enforced) 
does not arise, or at least does not arise to .the 
wme extent. But as a method of financing major 
functions of government and of providing for 
necessary inter-governmental trangfers in a federal 
state, it fails to meet the test of efficiency, and 
dissipates seriously responsibility for public expen- 
ditures. 

OA pendix 7--J A Corw Dif lw l t iw  of Divided Juritdiotion, 
PP. 282 of. Book I, ' ~ i a p ,  IX: 

I t  i i ' for these reasons that the Commission 
recommends National Adjustment Grants, as out- 
lined above, to balance provincial budgets and to 
provide for maintenance of average standards. The 
principle is basically the same aa that underlying 
the Confederation settlement, but the major changes 
which have occurred since Confederation in the 
relative taxable capacity and governmental respon- 
sibilities of the different provinces make it  necessary 
to discard the assumption that equal per capita , 
payments would provide for real equality of fiscal 
positions. This mumption has, in fact, long been 
discarded, and it has been the Commission's effort 
to replace the obsolete formula, and the & hoc 
makeshift? which have grown up about it, with a 
system based as far as possible on ascertaig,!bPPC. , 
facts and feal equality of treatment. )J.' ' - 

As explained in the outline of Plan I, noLc%" ' 
ditions are attached to the National Adjustment 
Grants, They are given when a province cannot 
supply average standards of certain specified 
services without greater than average taxation, but 
the province is free to determine on what services 
the grants will be spent, or whether they will be 
used not to  improve services but to reduce pro- 
vincial (and municipal) taxation. It may be 

I 
wumed that there will be strong public pressure ' 
to improve those services which are below the Cana- 
dian average once the necessary funds are availablg, 
but it is the Commission's view that the extent to 
which this is done and the methods by which it  is 
done (i.e., either by direct provincial expenditures 
or by subsidies to municipalities) can best be deter- 
mined by the provincial electors and their repre- 
sentatives. The Commission's recommendation for 
Dominion assumption of relief for unemployed 
employables will abolish the conditional subsidy in 
connection with which there have been the most 
serious abuses and inefficiency. I t  is recommended, 
however, that the old age pension system be left 
undisturbed; the commission recognizes that the 
contribution to which the Dominion Government 
hrts already committed itself for a primarily 
provincial responsibility is justified by various 
national, fiscal, and practical considerations. And 
the Commission would not consider the future 
introduction of conditional subsidies for certain 
limited and clearly specified purposes in other 
fields objectionable, although it is believed that 
the provision of National Adjustment Grants will ' 

remove much of the pressure for these arising from 
fiscal need. But in its recommendation for 
National Adjustment Grants the Commission has 
deliberately abstained from suggesting that the 
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granta eholrld be made on conditions which would 
either violate provincial autonomy in these 
important services, or simply be a sham. 

" YABDBTICKB " 
I t  is necessary to say something of the services 

whioh have been selected as a yardstick for deter- 
mining the adjustment grants. These services 
represent (1937 basis) three-quarters of the total 
provincial expenditures which will remain if Plan 
I is implemented, and slightly more than half the 
combined provincial-municipal expenditures. 

Education and Welfare Services .on the Canadian 
average.-The quality of education and welfare 
services is no longer a matter of purely provincial 
and local concern. In Canada today, freedom of 
movement and equality of opportunity are more 
important than ever before, and these depend in psst 
on the maintenance of at least minimum national 
standards for education, public health and dtite of 
the indigent. The most economically-dietrewed 
areas are the ones least capable of supporting these 
services, and yet are also the ones in which the needs 
are likely to be greatest. Whether the remedy lies in 
emigration from these areas or in the development 
of alternative means of livelihood, they must not be 
allowed to become backwaters of illiteracy and 
disease. Not only national duty and decency, if 
Canada is to be a nation at all, but equity and 
national self-interest demand that the residents of 
these areas be given average services and equal 
opportunities,-equity because these areas may 
have been impoverished by the national economic 
policies which enriched other areas, and which were 
adopted in the general interest. Those whose 
interests were sacrificed have some claim that the 
partnership should work both ways. National self- 
interest demands it because the existence of areas 
of inferior educational and public health standards 
affects the whole population, and creates many 
grave and dangerous problems. In the modern age 
these areas be given average services and equal 
wished, and constant contact and intermingling of 
the population between favoured and unfavoured 
regions is bound to occur. The more fortunate 
areas cannot escape the pressure on their standards 
and the effect on their people; in this case preven- 
tion, in both fiscal and human terms, is much 
cheaper than the cure. 

It will be clear froq the discussion in the Soda1 
Service Chapter7 why the Commission haa dealt 
with the problem of relief for unemployed einploy- 

, ables in quite a different way. The allocation of 
jurisdiction to the Dominion in that case, and the 

7 8ee Sect. A, Chap. ,- .z - - 
I- - 6 ::' , ' -3 
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financial strengthening of provincial autonomy 
through the National Adjustment Grant mechanim 
in all the remaining fields of social servioes is a 
logical division of responsibility based on reasoned 
principles. At the risk of some repetition of the 
argument in the foregoing eection on Social Services 
it is desirable to recapitulate the reasons for the 
Commission's recommendation on the responsibity 
for unemployment relief. By contrasting the pro- 
posed methods the fundamental diierence in the 
nature of the problems concerned can best be 
illustrated. It will then be clear why the Commis- 
sion doee not believe that the first method-transfer 
of jurisdiction to the Dominion-would be desirable 
in the case of most social services, nor that the 
wcond method-provision of adequate funds for 
provincial administration by National Adjustment 
Grank-would be a desirable way of handling 
relief for unemployed employablee. 

The principles guiding the Commission's recom- 
mendations p e  that the recognized needs of those 
who are incapable of supporting themselves should 
be a local (i.e., municipal and provincial) respon- 
sibility, and that the nee& of those who are able 
to support themselves but lack the opportunity 
should be a federal responsibility. 

The indigent has traditionally been pictured as, 
an unfortunate, of local origin, who is physically 
or mentally incapable of earning his livelihood. 
Hi care haa traditionally been a local responsi- 
bility, and there are strong arguments to support 
this allocation of responsibility wherever it is 
practicable. The community (and the regional 
area) presumably develop a greater sense of 
kindred responsibility and neighbourhood spirit 
than is possible in the national unit; local knowl- 
edge and local administration can determine real 
needs more a0curately, establish appropriate 
standards more fairly, and supervise more economi- 
cally than can a centralized and distant bureau- 
cracy, and a t  the same time, be more humane and 
helpful to the recipient. 

But the growth of agricultural and industrial 
specialization, and of a highly geared and powerful, 
but highly sensitive and vulnerable economic 
mechanism introduced new factors. Large numbers 
of able-bodied workers and farmers were, under the 
new order of things, periodically threatened with 
complete destitution. In Canada, the preliminary 
ripples of 1913 and 1921 gave no warning of the 
tidal wave of 1930-36. When this struck it hit an 
economy which, because of a series of fortuitous 
coincidences, had never suffered a major depression 
or bee?. faced with the need for major eoonomic # .  I P 

- + - m  L .  

P I L 

8 m ' . . l  
1 -.m 

m * ,  @=lrP--. 



H adjustment since it became of age. And it is not 
~urpriaing that the public finance structure waa 
equally unprepared for the deluge. 

The areas in which destitution and the need for 
relief grew most alarmingly were also the areas in 
which local revenues and credit fell most abruptly; 
the traditional local responsibility. for relief of 
destitution broke down almost overnight.8 Never- 
theless, an attempt was made to preserve the fagede 
of the old structure, and huge inter-governmental 
loans and grants were made for this purpose in a 
manner which quickly undermined the financial 
independence of the provinces (which is funda- 
mental to the federal system) and which made a 
mockery of responsibility in public finance. In one 
form or another this method of financing relief has 
been continued on a shifting, ad hoc, and .always 
temporary basis. 

The traditional technique of poor relief is quite 
inadequate for coping with the modern problems 
of mass unemployment and mass agricultural 
destitution in Canada. 

The causes of these problems are in no sense 
local; they lie in national and international trade 

- fpycles, and, to some extent, in climatic cycles. The E-.. ';burdens resulting from thwe problems never fall 
with equal incidence on the diierent provinces; 
and they are subject to extreme and erratic fluctua- 
tions. Both problems call for constructive remedial 
policies rather than for .provision of a mete sub- 
sistence for their victims, and remedial policies 
involve the use and co-ordination of all the weapons 
in the national armoury-monetary and exchange 
policy, national taxation and deficit financing, trade 
and tariff policy. I t  is for these reasons, in addition 
to the proven incapacity of municipal and pro- 
vincial units to bear the financial burden, that the 
Commission recommends the assumption by the 
Federal Government of relief for unemployed 
employables, and relief to a primary industry in 
general when this burden exceeds the financial 
capacity of the province concerned. 

Developmental and Conservation Services.-The 
provision for including development and conserva- 
tion expenditures (provincial highway maintenance, 
agriculture and public domain) as part of the needs 
of the provinces has already been described. In a 
general way the revenue sources remaining to the 
provinces (together with the National Adjustment 
Grants in those provinces which receive them) 
should enable every province to finance a normal 

developmental program (on the 1928-31 average) 
including maintenance of the productivity of its 
natural resources. Separate provision haa been 
made to cover the case of depletion of resources the 
productivity of which cannot possibly be main- 
tained. As has already been explained it is recom- 
mended that the Dominion should pay over to the 
provincial government concerned mining and. oil 
company taxes equal to 10 per cent of the profits 
made from exploitation of provincial resources. 
This would give the provinces a substantially larger 
revenue than they now receive from corporation 
taxes of these companies and should enable them 
(if they so choose) to create new assets, perhaps in 
the nature of development works, which would offset 
the depletion and so maintain the general produc- 
tivity of the provincial economy. 

Every province is naturally interested in seauring 
the highest etandtlrct of living and the greatest 
possible meaaure of economic security for i@ 
residents. While the main economic policies of 
the nation are determined by the Dominion 
Government, much remains to be done to see that 
the most advantageous use is made of the prov- 
ince's resources within thie framework. There are 
many cases where community action is more 
effective than individual action to this end, and it 
has become a recognized function of provincial 
goverfiments on occasion to provide facilities such 
as highways and railways, public utility services, 
dam6 and reservoirs to regulate rivers, soil, mineral 
and forest surveys, which will open up frontier 
territories and facilitate the development of 
resources; to protect and conserve resources by 
forest fire services, cutting restrictions, reforestation 
protecting game; to develop improved methods 
applicable to local industries and furnish them 
with scientific and technical assistance; to battle 
insect pests and animal and plant dispases; to 
nurse infant industries and depressed areas; to 
assist deskable transfers of population and indus- 
try-all with a view to strengthening the provincial 
economy. Some of these services can best be 
carried out in co-operation with other provinces 
and by,unifofm methods, but most of them must 
be adapted to  the special local circumstances and 
be locally administered. Frequently the objectives 
are more than economic, and the developmental 
policies followed will reflect the prevailing political 
and social philosophy of the particular province. 
One may favour public ownership, and another 
development by private capital; one may put 

8For further diseuseion gee p. lSd. 
sd0-0 



wurity. and stsbiity ht, and another the god olwly in both the evidenw submitted- in the 
of maxhbing the income; one may adopt a lahez- Commioaion's hearings,lo m d  by the work of the I 
--- 

Commioaion's reaewh staff, that coneervatinrA work 
in neneral jhas been seriouelv nedected. and that 

d t a n c e  and regulation. These are ddit iona far-too little attention has been f ~ d  to developing 
reasons why the Commission has adopted a yard- the most economic methods of exploiting Canadian 

resourcee. Inveetment in this work is one of the 
moet vrofitable whiah Canadian ~6vernmenta can 

h theoretiod formula, M an appkpriate measure d make,- Then, are resources, .bf mime, which can- 

f a h  attitude in relation to ite industries and 
another a large measure of government vlanninn, 

stick baaed on immediate past policy, under 
generally favourable conditions. rather than any 

"normal" developmental e~~endhures.  Reeourcea, 
needs, and philosophies change, and this measure 
can only be a temporary one. I t  is nroooeed M 

The possible bene6ts from well-administered 
(and adequately-Ganced) provincial develop 
mental eervicee are many and large, and affect 
every resident in the province. I t  is encouraging 
to note the recent trend0 to eetablish com~etent 

rather than to proceed with a number of com- 
pletely independent projects of widely *varying 
value which may be in direct conilict. An 
important portion of provincial (and Dominion) 
deadweight debt is the result of unco-ordiiated and 
ill-considered projects of the latter type. 

The Commimion has adopted a geneioua bash 
for calculation of the adjustment grants, and a 
generous formula, in its mining tax apportionment 
proposal partly to make possible more adequate 
aonservation meaaurea. It. wan hrn~rrrht hnma 

@The following provincee have recent! established temporary 
or permanent economto addso councli: Npva lcotia; New 
B r u ~ ~ f c k ;  Quebec, Uanitoba; Yrititish Columbia. 
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not be restored .or maintained; and there , are 
others which aould only be maintained a t  excemive 
coat, r But the , m a t  aro~ortion of ,our foreat 

E such, but as one that do rds  a P m t & d ~ ~ ~ k i n g  resources, our BOG reeo;rce's, our 6ah and game, 
basis for the preeent. oan be maintained and improved to the- great 

4.vantage of the country for generatone to iome 
with the use of foreeight and a very modest invest- 
ment.. 

The problem of exhauatible resources is no lesa 
imnortant. Their ,ex~loitstion' should be as 

pr~feaeional~boards to study provincial weoiomies &biently carried out modern eoi6nce ~ermita; 
and considem developmental policies as a whole, the rate ,of exhaustion Bhould be determined by 

the broadest economio and social conaiderationa, 
and nob eolely by the immdiate profits of the 
private producer ooncerned; in preparation for the 
day yhen the last ore-truck trundles out and the 
laat pump stops working, every alternative mane 
of 5velihood for the dependent population should 
be surveyed and developed; and provision must be 
made in the days of high profits for the amortiza- 
tion of publio expenditures on roads, schoole, 
utwtiee, and other works which will no longer be 
needed, and for the welfare costa which inevitablv - - - - -- - - -- -- - - . - - . . -- - - - - - - -W --.--W - 
accompany such serious adjustments, C . 
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