342 THE CANADIAN CLUB [ Mar. 20

{March 20, 1933)

Debt
By Mg, Grorce C. McDownarn.

meNT CoavLMers:—Gentlemen, the very distin-
guis]ii};}itsguest of this club to-day has founq tha.t .thel:lt‘:ha;:
only four real causes for the present economic crisis. e
four causes he classifies as follows :—D,E,.B,T.

Recéntly, Mr. George C. McDonald delivered an:‘ad(%]l;e?.’sj
to the McGill Graduates Society on the subject of bDe ?.r
He dealt with various phases of debt, private debts, w ri'l]—
debts, international and government debts. I was Stc;l 1t -
pressed by the remarks he made on that occasion a_l !
asked him if he would come to Toronto and dehv-e} alsulm it
address to the Canadian Club. I asked hm} pat ‘uctzl ar 3{\4 r0
discuss the dilemma of governmental (1ebt_s in Cana a;. -
McDonald is a scholar in busm‘ess. He is a man El‘a hai,s
had a great deal of experience in the busmess' wor 111«t ni
capacity as senior partner of one of the chartered accounta !
firms in Montreal but, unlike most of the accounta1l1ifs an1 ;
auditors who are very able men, he has not confined 111réset0
to the regime of private business and has endeavore 0
make a study of public problems. He has filled mall;lry PO:I ;
of public importance such as Chairman of the .aEt)u') ?,—
Executive of the Canadian Chamber of (301111.11&1‘(:&,f 11‘61:5_1_
dent of the Canadian Club of Moptreal; Premdent of t eld
Board of Trade and of the McGill Gradt}ates Soc:fe_ty an
is, at the present time, a governor of McGill University.

T cite these facts to indicate that Mr. McDonald _hi,s
stepped out from the office of chartered accountant 1121] Lo
public life and has given service to his country in da__ %uth{c
as well as a private way and he has particularly studied this
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question of the significance of governmental debts. T havye
the greatest pleasure in calling upon him to address you.

Mr. McDowArp —T appreciate very muich the very nice
remarks of the Chairman. I waint fo say in discussing my
career le left ont one thing. TIn the course of my
tion with the Chamber of Comumerce I had the privilege of
making the acquaintance of your chairman,

I have been associated with Canadian Clubs for about
twenty-five years, T have never previously been allowed
more than two minutes. That reminds me of an occasion
in the Association of Canadian Clubs when [ was at a
banquet. I was sitting beside an old iriend, a Major-
General and a Senator, representing some Eskimo Cluh of
the far Northwest, He said to me, “You know, George, it
would be terrible if we had to sit through this barrage if
We never got a chance to get a little of our own back.” I am
still waiting, so far as he i concerned.

When discussing the subject of my address [ suggested
to yoitr chairman that perhaps it would be wise to say, “as
viewed by an accountant.” T remember a previous oceasion
when I had made some remarks and T happened to be pass-
ing through Toronto and I was talking to one of your
prominent business men who immediately challenged me
with the question, “Where did you get your railway ex-
perience?” T said, T did not pretent to have any but that T
had got my facts and figures out of Mr. Bennett’s recent
budget speech. If I had been smart T would have said T
had large railway experience, as we are all having, in the
way of paying taxes. [ think that entitles anyhody to say
things and almost entitles anything to be said.

My interest in inereasing governmental debts was aroused

the increasing amounts of the various debts : Federal Prov-
incial and Municipal; and in connection with. which statis-
tics were circulated showing amongst other things the per
capita figures for the Domition of Canada debt and guar-
antees. These figures in 1913 were $98 per capita; in 1918
$272; in 1923 $387 and in 1930 they had risen to $430,
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In dealing with my subject, I propose to divide it into
three aspects —({1) What is the situation? (2) Tow did
it come about? and (3) What are we going to do about it?

What is the situation? We have got ourselves terribly
in debt governmentally. - Like our private habits of ex-
penditure our governmental expenditure became very
extravagant, but, while our private spending has been
drastically curtailed, it seems to take us longer to curb our
governmental spending.

As an accountant, in order to see where we stand, I
naturally look for a balance sheet. As far as the Dominion
of Canada is concerned, this can be found in the Canada
Year Book, and by reference to it you see that the Domin-
ion at 31st December 1931 had direct liabilities of $2,600,-
000,000 without considering for the moment indirect liabili-
ties in the way of guarantees. Among the assets we find
active assets of $348,000,000 and then an amount to bal-
ance called “balance of Habilities over active assets,” the
net debt being $2,261,000,000. This balance is detailed with
the heading, “Nom-active Assets” and is composed of sun-
dry-items of public works which no doubt have some con-
siderable permanent value—$900,000,000—the debt against
which can justifiably be spread over a period of years, but
the rest of the $1,360,000,000 is represented by almost
nothing at all, the piling up of our mistakes and our éx-
travagances, those things which we have not paid for and
which are being left for posterity to pay.

If you will analyze the Provincial and Municipal Bal-
ance Sheets you will find similar situations. For example,
during the last twenty years the Provinces have been spend-
ing very large sums on roads. The money is being horrowed
‘to be repaid in some instances over considerable periods of
time. Are we any more satisfied with the roads we have
mow and the use we want to make of them than were the
people in our places twenty years ago with their situation?
1s it reasonable for us to think that twenty years hence the
people in our places wouldn't be wanting to spend imoney
just as freely as we have and will they be pleased if there
are any of our debts still outstanding?
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~ You have, no doubt, all seen the figun i
circulated by the Canadian Chamber gf Cefirglriilize b?II‘IIIE
most up—to—‘date figures as to our debt situation have 1"ecent1
been submitted by the Dominion Statistician, Mr, R Hy
Coats, to the Banking Committee of the House of Com-
mons.  The total public debt of Canada with guarantees
including Dominion, Provincial and Municipal obligations:
is $6,500,QO0,000. This is divided as follows —Roughl
one-half is applicable to the Federal Government one:\—r
quarter to Provincial Governments and one-quar;er to
M}Jmmpahtles. In addition, there is another $300,000.000
being the unguaranteed debt of the Canadian i\Tati,onal
Railways. You will realize that this gives us a per capita
debt of $650, without the Canadian National Railways un-
guaranteed debt. Do you know that they are sending a
commission to Newfoundland to help them out of their
financial troubles, where their debt is, I believe $320 per
il}?at(:i? gq the ot111e9r hand, it may comfort yoi: to knlgw

at in Britain in 1930 the fi ' i
o A Erin gure was £500, as against a

Our figures of six and a half billion com wi
1913 as follows :—Dominion, $483,000,000: I—I’)fcl)‘:in‘:ilaﬁl
$178,000,000; Municipal, $416,000,000 —-Ja total of,
$1,077,000,000.

That gives an idea of the way the debts have piled up
during the last twenty years. The rate of increased spend-
glg'd.by thesig Varié)us governments has been as follows ;—-

rdinary Expenditure—(all governments inm Ca —
1904, $120,000,000; 1913, $27g5.,000,000; 19?1, $9%%d8())0—
000. lNgng Scoglggaégago égese with taxes, the total ,taxés
were, -5, ,000, ; 19013-14, : -
T 260900000 4, $238,000,000; 1930

_ I'notice that the Ontario Economy Committee finds that
since 1904 Ontario’s taxation has increased 2,800 per cent
May I remind you that when the War Profits Tax, to be
!ater succeeded by the Income Tax, was imposed ’it was
intended to meet the increased debt due to the War and it
was expected that in time it would extinguish that debt.

Another feature of the present situation that naturally
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goes with the increasing debt is the proportion of the so-
called uncontrollable expenditure of Government, In 1912
and 1913 out of the expenditure of the Dominion Govern-
ment, 11%4% was charges for interest. By 1930 and 1931,
the proportion of interest to total expenditure was 31%.

The direct liabilities of Provincial Governments in 1896
were $51,000,000. 1In 1930 they were $1,140,000,000. From
a compilation of the Monireal Junior Board of Trade, it
appears that in 1931 the per capita net debt of the Province
of Ontario, after deducting the investment in the Ontario
Hydro-Electric project, was $71 as compared to $20 for
the Province of Quebec.

When, however, you take into account the receipts and
expenditures by Provinces, you will find that Quebec is not
far behind Ontario. TIn 1900 Provincial receipts and ex-
penditures in hoth Ontario and Quebec were somewhat
over $4,000,000. From then on, Ontario started to outstrip
Quebec, but despite that fact Quebec had risen to the
$40,000,000 scale in 1930, while Ontario had achieved
$57,000,000.

Like the Provinces and Dominion, the increase in
Municipal debt has been very considerably greater than the
increase in population, but it has not accelerated at all on
the same scale as the Provinces and Dominion, probably
due to the fact that the Municipal credit is more limited.

Another feature of the present situation is the extent to
which the Dominion Government is being called upon to
support some of the Provincial Governments, and these in
turn some of the Municipalities. For its support the Dom-
imion Government will have to turn to our banks, oft
maligned, but in these days, sometimes praised.

1 would just like to indicate to what extent the assets
of the banks are being increasingly involved in Government
financing. Among the assets of the banks are found the
following :—Dominion Government and Provincial Govern-
ment securities; Canadian Municipal securities and British,
Foreign and Colonial public securities other than Cana-
dian.—(The non-governmental items included in this list
are not large and can have very little bearing on the rate of
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,11.1(:‘1'ease.)—L0ans to Provincial Governments; Loans to

cities, towns, etc., and school districts. These are all gov-
ernng)enti a%siets i]I; the bank balance sheet. :

i the 31st December, 1931, these items ha '
the total of $803,000,000, or 27.30% of the totalda;se;(;hg(j?‘
tl_rle Banks. On the 31st December, 1932, these items had
risen to $869,000,000 or 30.93% of the total assets of all
the banks,

I may say that of this total of $869,000,000, $562,000,-
000 were Dominion Government and Provincial Govern-
ment securities. These items are considered as being of a
very high category in the liquid assets of the bank, ranking
hIghe.r'than current loans. The increase in the government
securities between 1931 and 1932 is largely compensated by
a decrease in current loans. That means that the money
of the depositors is being used to that extent so much more
for government purposes and so much less for the ordinary
commercial purposes of the country. Under normal cir-
cumstances, that charge is cousidered an improvement in
the position of the banks. On the other hand, to the extent
that these government loans represent deficits in revenue
and expenditure on non-productive assets, and -this increase
continues, there will presently come a time when that posi-
tion will not be considered to be sound.

The Federal Budget situation. When the estimates
were brought down a year ago, a balanced budget was
aimed at as far as so-called Ordinary Revenue and Expendi-
ture was concerned, It was not considered possible to
provide for special items such as Unemployment Relief and
the Railway Deficit. I hope that some day these items will
justify the classification of “Non-recurring” which is some-
times hopefully applied to them:

'I‘he year has gone by, business activity diminished and
so did the governmental revenue. Tt appears that we will
ha\_re a deficit on ordinary account of about $50,000,000.
Ra1lyvlel}ftdeﬁcifs, Unemployment Relief and possibly other
special items (non-recurring, I hope ill pr i
this up to over $200,000,00§. pe) will probably bring

During the coming year Dominion Government obliga-
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tions, direct and guaranteed, mature to the following
extent —Canadian Funds, $171,000,000. U.S. Funds,
$60,000,000—a total of $231,000,000. ‘That with the
deficit makes a total of $431,000,000 that will have to be
taken care of in a twelve month period. It might be con-
ceivable that to-morrow the Finance Minister will show us
something that would apply in the way of reduction, but
T doubt if he will be able to do that even with all the help

he has been getting in the way of free advice. And he has

not got mine yet. That is a little later on. .

How did this situation come about? As to the growing
debt you will realize that it has arisen from three sources.
(1) Borrowings for new capital expenditures. (2) Borrow-
ings to make up revenue deficits. (3) Borrowings for spe-
cial purposes, not usually included in either of the two ahove,

Looking at the expenditure side of the picture for a
moment the explanation is:—(1) The extent to which: gov-
ernments have gone into business. (2) The extent to
which governments have increased their expenditures on
social and educational work,

The twentieth century was to be Canada’s century.
Looking back over thirty-three years, we realize that there
has been considerable justification for that saying. First of
all, there was the period of railway expansion, then the
war, following that an era of further railway expansiorn,
tremendous increase in business and a great pride on the
part of Canadians in the increasing importance of Canada
in world trade. I want to say here that for the remaining
two-thirds of the century I believe that Canada will con-
tinue to play an outstanding part. .

As far as the Dominion Government is concerned,
obviously the increased debt was principally due to the
Canadian National Railways. The Canadian National Rail-
ways and subsidiaries are to-day responsible for about
one-half of our Federal debt and more than that when you
take into account the guarantees, ,

Confederation and geography brought it about that a
transcontinental railway should be a Federal affair. In the
first instance, there was the obligation to build the Inter-
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colonial Railway and, secondly, the Canadian Pacific Railway.
I think that so far as any obligation to build transcon-
tinental lines was comcerned, the duty of the country as
a whole to those sections which were promised the accom-
modation, has been completely fulfilled, in fact, T think

everybody will agree that it has been overdone. We have -

now three transcontinental lines and I think that we can
make up our minds that from the Federal point of view
there is no further obligation on that score. During the
process, however, we seem to have become railway-minded,
and from here and there in different parts of the country
there is public clamor for more railways.

I am going to refer to one or two instances. Starting
in the Fast I will refer to the Guysboro Line. I am in-
formed that for years a local member pressed the claims
of his constituency and, finally, four or five years ago the
Government weakened, and I understand that already there
has been spent on this enterprise more money than would
have been sufficient to endow a bus and truck line that
would have heen able to take care of the traffic for all time.
There is no track laid yet.

To my mind, the Hudson Bay Railway should have
been a local enterprise for Manitoba and Saskatchewan.
Not satisfied with the magnificent outlay on the three trans-
continental railroads and with both parties at Ottawa
accustomed to granting railroad facilities, public clamor
resulted in bringing about that expenditure of $50,000,000
to $60,000,000. I notice that the estimates for the year
1934, item No. 14, include a further expenditure of $967,-
000. I will say that at least that amount is a decrease from
the amount spent last year. In my view, the Hudson Bay
Railway was an enterprise solely for the benefit of one
section of the country, and one, that if successful, would
have resulted in-taking away benefits from other parts of
the country and in making less profitable, enterprises
which had been paid for out of Federal money. I can talk
about the local point of view on this particular subject
because in 1931 I travelled over the Hudson Bay Railway
to Churchill and back to Regina, and during that trip T

.
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found that Winnipeg people were not satisfied with what
had been done. They thought that the ITudson Bay Rail-
way benefitted only Saskaichewan and Manitoba wanted its
own railroad to the Bay. . .

When T returned to Montreal, I seriously thought of
starting an agitation in Quebec to ask the Federal Govern-
ment to give us also our railroad to the Bay. Un-forttm—_
ately, however, I felt my style was cramped by the fact
that our neighbor, Ontario, had managed to get 1tj3 OW&I
Bay railroad built and paid for by itself, and, I understand,
operating on a profitable basis. . . o

Moving further west, there is the continual outcry for
an outlet from the Peace River Country to the Pacific
Coast. I hope that we have learned our lesson, and that
the enterprise will only be undertaken when either the
Provincial Governmeént or one of the railroads is willing
to do it as a justifiable business venture, )

The railroads explain the greatest part of our increased
debt, but not all of it. Other undertakings have played a
part in adding seriously to the debt situation at th_e present
moment. As an illustration of the kind of expenditure that
has helped to increase the burden, may I allude to one or
two enterprises that have heen backed by Federal money
which, in my view, should have been left.to Provincial,
Municipal or, perhaps, even private enterprise. I propose
to take my first example right at home in Montreal.

I refer to what is now known as the Montreal Harbour
Bridge. When this enterprise was proposed, the cost was
to be $9,000,000, and it was suggegsted that it shquld be
borne: one-third by the City, one-third by the Provice and
one-third by the Federal Government. In agrecing to .th;s
bargain, the City and the Province each restricted th.eu‘

share to be not more than the interest at 5% on OII_]:eﬂthll‘d
of the $9,000,000. Each year there 11:_13 been a considerable
excess of cost of operation over receipts and we now find
in the Federal estimates for the year '1933-34 the sum of
$511,000 as the Dominion’s share, which compares with a
sum of $528,500 in the previous year. , -

That represents the Dominion Government's contribi-
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tion to what was supposed to have heen one-third of the
support of an enterprise which, in my view, should have
heen a purely local enterprise.  Even if it might have
heen considered to be entitled to provincial support, T can
sce 10 justification whatever for ederal support. I would
like to explain that this venture was carried out despite the
protests {rom the Montreal Board of Trade, from whose
commmunication, dated March 12th, 1925, to the Prime
Minister at Ottawa, T quote the following:—

“The members of the Council of this Board have, in
common with many setious-minded citizens of the country,
been concerned as to the state of the national finances, and
have lent their aid and support to every movement tending
to assist your government in such curtailment of national
expenditure as would eventually make possible the reduction
of the heavy burden of taxation now resting upon the
Canadian taxpayer, In this connection the Council of the
Board. has strongly deprecated any expenditure of public
monies on works not likely to justify their execution by
becoming remunerative in the immediate future. The
Council, while fully aware of the absolute and immediate
necessity for some improvement of the transportation
facilities has, nevertheless, come to the conclusion that such
improvement can be provided to a degree sufficient to meet
our requirements for many years to come, at very imuch
less cost than that involved in the construction of the pro-
posed bridge and it, therefore, suggests that, instead of pro-
ceeding with its construction at this time, the possibility of
improving the Victoria-Jubilee Bridge, and, if necessary,
the C.P.R. Bridge at Lachine, be considered by your
Government,” '

Had the recommendation of the Board of Trade been
followed we would now have had adequate facilities for
vehicular traffic and in a more suitable location. We would
have had them several years earlier than we got the Harbor
Bridge and the traffic would, I believe, have heen sufficient

to pay- the cost of upkeep plus interest. Annually now in,

the budget figures at Ottawa this item appears as one of
the expenses which T assume is now in the category of the
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“Uncontrollable.” The Harbor Bridge also appears among
the securities guaranteed by the Dominion-Ilarbor Come
missioners of Montreal South Shore Bridge 5% Bouds due
1969, held by the public $19,000,000. You will, of course,
realize that the City of Montreal and the Province of
Quebec are paying interest on the $6,000,000. .

I have used that as an instance of expenditure of
Federal money, done as far as T can see to curry favor with
the voter, perhaps to keep the citizens of Montreal quiet
while the Government was throwing some similar sop in
another direction. It may even have been to allay growing
agitation in Montreal on account of the fact that the utili-
ties in the Province of Quebec which are privately-owned
are subject to a Federal Income Tax which some other citi-
zens are escaping. -

As a matter of fact, the people of Montreal, having got
the Harbor Bridge so easily, are now going ahead with
another bridge, called the Lachine-Caughnawaga Bridge.
They are not taking the Board of Trade’s advice and
extending the present C.P.R, Bridge, but are building a
separate highway bridge. The first estimate of cost was
$1,700,000; now $3,000,000, and you can guess the rest.
You will be relieved to know that, so far as I can see,
there is, as yet, no Federal guarantee in this matter.

Referring further to this type of expenditure, may I
quote from the report of Sir Alexander Gibb

“It is unfortunately the fact that some of the port
developments on which very large sums have been spent in
recent years have heen undertaken without sufficient con-
sideration either as to the probable return on the capital or
the effect on already existing, and quite adequate facilities,
I do not propose to re-open these contentious matters, nor
to discuss the heavy construction program at Chicoutimi,
Three Rivers, Sorel, New Westminster, Pririce Rupert and
Port Churchill. . T will only say that, in my opinion, these
have not been strictly and definitely related to any national
port policy. In the future, such developments should be
. undertaken only as a part of a coherent policy, and should
not be decided by any other consideration.”
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The rapid rise in the debt of the Proyi i 7
o vinees is due g
to the_developt_nent of public ownership of utili;egrgt%z

In 1913-14 expenditure on education
. was $44.00
or $5.80 per head of population; in 1930.31 ‘ch(;$ ﬁgureo ,\?vgg
$166,000,000 or $16 per head of Population, :

on h1ghe.r education in provincially-owned universities, but
I doubt if they include any figures for the amortizatio’n of
the debt_s ineurred in connection with building some of
those universities. In that connection, I would like to draw

the private or government universities c
deal more than the fees that are paid fox(') SIES aI ‘ile:gpgief;
knpw from my nvestigation, that in one university the fees
paid only represent about one-third of the actual cost of
that education to the university, without taking into account
any charge for rental of buildings. I may also add that.
the fees_at this private university are higher than th
charged in the government uttiversities, o
_ The Increase in Municipal debt, so out of pProportion to
lncrease in population, is, no doubt, due, in SOtne measyre
to Increased operation of utilities but I am afraid that a
large portion is due to the capitalization or fundig of
revenue deficits. Coming to the third section of mg re-
marks—What are we going to do about jt? Y
_Fl'rst of all, what can we learn from other countrieg?
This increase of governmental expenditure ang debt is no%
cotifined to Canada alone, The same holds true in the
Umtf.:d. States, in Great Britain and in other of the British
Dominions, The same process seems to have been, going on
sngce IiQOO. These various countries may very. well stgudy
what als:3 happened in Britajn, In some respects, govern-
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mental expenditure for social purposes has exceededd that
of any of the other countries, but the same ten ercy
existed in all. It is probable that the reason for Brlta:n}
being in this position as regards expgndlture_ on 1?10(:“1-
undertakings, such as unemployment_ insurance, 0=b1—age
pensions, housing schemes and so on, is that the pro -ETS
were more acute and the need was greater. Whatever ‘(‘,EE
reason, the increasing debt and with it the corre@Ofg%;ﬁg y
increasing burden of taxation, reached a climax in_ h. .
The May Economy Report shocked Britain; it shoo
the credit of Britain; people said that it should not hav?
been given such publicity; money began to flow 0111.‘:.- o1
Britain. Before actual panic started, however, the po Itmfl
leaders took the situation in hand. They dealt with it firm 3;
and courageously, with the result that there was no ‘actui':t
panic. There is no doubt that the situation was extremely
delicate and it was only the good leadership of her states-
men and the good sense of her people that brought Britain
v as well as she has come, : L

thm’{‘]ge Government balanced the Budget by making ecotl-
omies, by increasing the already extremely high taxatlt?g
and finally by getting the support of thg People in cIonviﬂ

intg maturing loans to a lower rate of interest. In thus

dealing with the situation the people of Britain showed .

that they liad confidence in themselves and in their Goverln—
ment. 'This soon resulted in restoring the confidence of the
rest of the world and to-day financially Brifain appears, in
some respects, to be in the soundest position of any nation.
As a result of the action of the people of Britain in
contriving to live within their means, and the subsequent
confidence engendered, the deposits in the banks of Br11:1§}1ln
during 1932 increased by an amount of £232,892,000. de
time has now come when the people of Britain are ready
and anxious to use this money rather t}lan to let it lie in the
banks. Now that confidence is returning, they are anxious
to put the money into circulation and there is a growmgf
agitation in favor of spending. Unfortunately, the lack o
confidence as to the financial situation in other countries is
causing hesitation on the part of those with money to invest

19337 DEBT ' 355

to venture their capital until they are sure that conditions
in those countries warrant the risk.

1 want to make one further remark about the situation
in Britain and T am doing so for its bearing on our banking
situation and its future. There was another very import-
ant report on the financial situation in Britain—the
MacMillan Report-—from which I quote the following
observation :—

“An important thing to bear in mind is that financial
policy can only be carried into effect by those whose busi-
ness it is. We have in this country a great financial and
banking organization with great experience and great
traditions. It is through and with that organization that
we have to work, for they alone are the repositories of the
skill and knowledge and they alone possess the equipment
necessary for the management of our financial affairs.
Their views and opinions, however they may fail to com-
mend themselves to enthusiastic reformers, are factors to
be reckoned with just as much as the views and opinions
of trade unions have to be reckoned with ofy questions of
wages and working conditions.”

In the United States there was gz similar situation —
rapidly growing governmental expenditures and debts and
large budget deficits. They seemed to be just drifting
along like the rest, and the climax came, not with the dis-
closure of a May Economy Report, but with a banking
panic. This provided the necessary stimulus to Congress
to give the President sufficient power to take the necessary
corrective measures, He is dealing with the bankin
situation, and at one fell swoop he is lopping $500,000,000
off the budget. Confidence is returning as if a miracle had
happened. Bank deposits are increasing and presently we
will see a like situation to that in England with piles of
money seeking employment.

There are two examples which surely can give us a
lead. We seem to be drifting along as the others did,
expecting something to happen and then perhaps we shall
decide what to do about it. It does not seem likely that we
shall have either a May Economy Report or a banking
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panic. What T do think probable is that, until we set our
house in order, and by that T mean, get a plan to ensure a
balanced budget, perhaps not within a year but within a
space that will give us confidence that the situation is being
really faced, until such time, T say, that the Government
will find it increasingly difficult to borrow that $430,060,000
needed during the next twelve months. I suppose that if
it were necessary we could either follow the example of
Britain and put in a Coalition Government, or follow the
United States and give Mr, Bennett dictatorial powers. 1
suggest a possible alternative with your permission.

It can’t be done by economy alone. It will have to be
a combination of economy, increased taxation and refund-
ing of maturing loans at lower interest rates. It is my
belief that once the corner is turned there will be lots of
cheap money for some time for good investments.

Let us {first look at the estimates for 1933 and 1934.
You will find that they total $358,000,000. That is, of
course, taking into account the deficit of the C.N.R., money
spent for unemployment relief and such like items of a spe-
cial nature. Of the $358,000,000, the largest single item
is interest on the Federal debt—$142,000,000—an increase
of $5,000,000 from last year. The next largest item is
pensions—$47,000,000. Then there are all the various gov-
ernment services, including an amount of $30,000,000 for
Post Office, which will be recovered from receipts. When
you actually look at these different items you realize that
the government really has not a very great deal of control
over the situation. Nothing can be done about the inter-
est on the debt, except by compromise with the owners of
the securities, or refunding at maturity into issues with a
lower interest rate, if such can be arranged at the time,

As to pensions, the figure is growing and there is some
indication that the cost of administration is pretty high.
Then there it an item called “miscellaneous items,” about
$8,000,000. When you examine this you will find some
explanation as to the causes of some of our troubles. Under
the heading “‘new ventures” appear, such as $1,000,000 on
the Radio Commission. I might be disposed to suggest
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that such an expenditure mioht be ost - pr
crrecumstances, but I understind thzll)t tlff(:)rtflreﬂagngfelnpéeiznf
sonable qxplal:}a,tion made in connection with thig ite;l
Anothe}: ttem 1n the miscellaneous expenditure is “subsid :
on coal”: last year, $1,750,000; this year, $2,000,000. I dg
not propose to say much on this subject. The ‘subs.id is
given to help out one part of the country and T must ysa
that I rather approve of the method of giving subsid ang
bounty as against a tariff. With a subsidy or a b(ilﬂt
you at least kn_ow how much it is costing the countr ‘3:),
give the protection. But down a little further, we com{e to
the item 0f| the Federal share of the cost of ;:he Montreal
Harbor Bridge—$511,000. That sticks out like a sore
thumb and lower down the Hudson Bay Railway recurs
but most of the bad breaks have disappeared to form part
of tAI;Le $142,(C)100,?100—interest on the Federal deht P
, 418 regards these estimates, it seems t : -
thlng mlght_ still be learned from Iorg C?ler;?rigglacf islimll?s
advice to his son: “Without care and method the largest
fortune, will not, and with them almost the smallest g'lI
sup%lgi all necessary expenses.” e
hen it comes to taxation, rememberin .
to the Income Tax, which was Swaﬂo‘%;ghetltpha]?pmz}elg
yoracious current expenditures, may [ suggest thaf an
Increased_taxes be rigidly applied to the purpose for Whicf):
they are intended, and as time goes on and conditions im-
prove, they should he continued for the purpose of reducin
our debt to what should be its proper proportion, s
_ Beforel plunge into the serious matter of Federal Taxa-
tion, may I indulge myself in giving a little gratuitous
advice for your Provincial situation. Last month | heard
your Premier suggest that if the people would only use the
roads more the gasoline taxes would soon straighten
matters out, It struck me that you might take a lesson
from the way they do things in Britain. There they tax
mn a fine large manner and everybody, even, the’humblest
can have the satisfaction of knowing that he is doing his
bit. * There, all utilities are taxed on a rental basis év{vhé?
ther they are publicly or privately-owned. Here you’might
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do it on the same basis, say, of half of one per cent on the
service. I am sure it would make Mr. Henry very happy.

I suppose I should warn you that there is a danger that
Mr. Rhodes might notice and extend the privilege.

To get back to the serious matter of Federal Taxation.
In discussing the problem recently, I made the suggestion
that we should change the basis of our taxation, and found
it fundamentally on earnings. The capacity of a country
to bear taxation is proportionate to the capacity of that
country to produce wealth. To the natural resources that
we have, we apply our energy, our industry and our intelli-
gence, and we get a certain reward. This reward is the
benefit that we. get from the privileges of citizenship in the
country and out of that reward we should be prepared to
pay proportionately for our advantages. I, therefore, pro-
pose that a certain proportion of everybody’s earnings
should be taken to meet the cost of government. Under
the present system, the principal desire seems to be to hide
from the greatest possible number of people the fact that
they are paying taxes. The result is you have people voting
to support those members who will levy taxes on somebady

else. There was a song in the war days:
“Call up my mother, nty sister and my brother,
But for God's sake don't call me.”

To the voter that tax is made to appear popular which
somebody else pays. The wage-earner and the small salary
earner is lulled into supporting political parties who say
they don’t tax any earnings under $1,200. Might I point
out that with our system of taxation, tariffs, sales and excise
tax, the head of a family is paying taxes on practically
everything that he buys for each member of that family,
whereas, if his taxes were based on his earnings, it would
be only on the earnings of one member. Commodity taxes
are very hard on poor people. I advocate this system of
taxation also in order to bring home to the people mote
direcily the fact that they are paying taxes, and thus get
every citizen taking a more intelligent interest in what is
done with governmental money. I have even suggested
that the Income Tax Receipt should be the passport to the

ballot box.
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The Federal Government now h - i
Inco.me Tax Department and the taj(SIas‘lieglg{e;tv “ e(%élnpped
readily be dealt with by this Department. ~ My idea is {or
% (:;ieg;l lsnézli g?f;;entfgfhpf everybody’s pay should go :0 tlj‘;

ent, this percentage hej i 7

:_mp-loyﬁr and paid direct tg the Gog;'ei];lall;legnrl&ﬁelfiebgaﬁe

o v et bl ol L
: eople i

:,; Sat,eiughfel: rate, according alg tlllje il?(rzlc;ttll'le: ﬁaﬁr;‘ziet‘nc%‘nl}l?:

M 01 income would only tax the resources of the .

El;vaaﬁigigén%ég]tge an:outl?t produced, but the rates (C:ggi]g
me to time fo pr ;
the Government required, I beIievIe): ?f;c:vit?lf ; I;;?cugi ?111"'11:
natull;;e 1the Government could now lay down a pdlicy th;:,i
wou i
b threee;ga‘;(; a balanced budget, if not at once within two
. dMaly I say a few words in regard to restriction of
he e];'a expenditures. It seems to me that the tendency
talf cen more and more for the Federal Government to
ake over expenditures which should properly have b
provided by the Provincial or Municipal Governments aflfin
I many instances, by private corporations. The time has
come for us to redefine the functions of our Federal G .
ermment. In referring to Britain I discussed the extentor ,
which the governmental expenditures had been incr 3
}flor soc::al and educ?tional work. Qur Federal Governiflseit
as not gone nearly so far on this si e i
Britain or in Australia but the pressurzlfg l?;vx:alfe %?;Ie -H}
Government go into these lines is very strong o
As you all know, the Government of Britain has b
spending enormous sums on old-age pensions and the o
called (‘i‘ole which, -T understand, is more properly defi SO&
as the “contributory unemployment insurance schgme ”1‘16&-
seems fo me that the function of Government should b t
see that provision is made for old-age pensions and unf: .
Plo;_zmept msurance by the various corporations industr"m‘
institutions (whatever all-embracing term is a;,)- ropri tles,
I mean ‘Fhat_the Government should see that su(I:}h- :g:hgni).
are provided for, should regulate them but shoyld not itse??
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provide the funds. Rather it should see that those funds
are provided by induostry and taken out of the profit and
loss account before the surplus profits go to the owners.

May I take a concrete case. At present, some of our
large corporations have pension funds, but this is not gen-
eral. Others have unemployment insurance schemes but
these are even rarer than the pension fund schemes. Take
our banks; they all have contributory pension fund schemes
whereby a certain proporiion of each person’s salary is set
aside and a certain proportion taken out of the profits of
the bank. In addition to that, from time to time, amounts
are donated to the fund by the bank. The effect of setting
these funds aside is that when the bank is figuring what it
must charge its customers for its services, there is included
a charge to provide for the old-age of employees who give
a certain number of years service to the institution. That
is, when a man joins the bank at the age of 20, under this
scheme, it undertakes to pay him a living wage, or perhaps
even better than a living wagé for the rest of his life, and
that wage is a charge against the earnings of the institution.

It is my belief that all branches of finance, commerce
and industry should be made to provide for their own
employees in this way and it should be the function of the
Government to see that such provision is made, and perhaps,
in some instances provide for the handling of the funds,
but it should not be the part of any Government to levy
taxes to supply funds to meet such pensions. This is one
instance where, T think, we want to examine carefully into
the trend of our governmental functions.

T think I have said enough to indicate that no matter
what happens to the Canadian National Railway as such,
it is my opinion, that the Federal Government should retire
entirely from the field of railway promotion and develop-
ment. In the consideration of this problem, the issue is
being clouded by argument between the supporters of public
ownership and those of private ownership, and T am afraid
that the advocates of public ownership, on the defensive,
are trying to defend the principle of Govetnment owner-
ship, rather than dealing with the situation on its merits.

1933 )
. DEBT 361

done under priva : i i
owned entergrisestec;);lvnlfgs?lp o o that
ownTe?1 enterprises,

e real situation i
and private ownershf a;sélsee et ot
due to the exploitation of
reply to the popular dema
special interests. In othe

_ privately-
ust as badly run ag publicl;

lie between i

€ greater part of our trou%?é) Iig
public ownership by politicians in
nd for the promotion of Iocal or
I words, I helieve that we have

%}I;;nlotgoof pC.)llthS. and kep? completely out of politics
May 1, 1_'\fvew:l, pomt out this distinction? [f 5 pl‘ivate;
1-0(;Pd ¥ 1s unable to continue to pay its debts, the ordinar
procedure would be to place the company in bankrupt?:lyy

. -- L] . ¥ W
enterprise is a publicly-owned one it is unthinkableetvlfai 31]:

debts of the government
should b :
therefore, .that. the combined dept zfdiliiugel% )R‘.:ha't P
man’Ie‘nt obligation on the counttry. T A per
Wo Years ago, Y figured that in the of
o, X _ eight
ézii dligsoi\T tI}e amount available from egrnir:fgesEL rsinfrfc:)l?;
s ora;n asé‘.i%réal liaél?wgagfztg pay interest was $228 900
, erage of $28,612,500 per " i csents
?I;%tcn; a capltahzatlpn of $572,25(§?00(J)F.e aIVVg(‘eI:llS I{'EJI;-CSCII_‘&S
tha ,D etween what is due to the public and Whaécr is dea o
i ;:al 1(%1’1’1-111]101-1 (.}overnment, the debt of the Canadian ]i\?af‘.o
dilways 15 somewhere bet ' illion
dol{ars and, assuming that the gﬁ%ﬂ; éimd Hece billion

liquidation.
Between 1917 and 1931 the 4
. ¢ aid granted to th i
\lgl J}:ﬁ Gov;l.nment' was $1,808,000,000. If thi %ﬁi\:&gﬁ
on which I have suggested has any merit then the
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cold, hard fact is that the taxpayers of Canada are saddled
with a burden which represents the loss of practically every
dollar that has been put into the enterprise since 1917. 1
am using the date 1917 in order not to be one-sided in this
matter, because I feel that the responsibility for the situa-
tion lies equally upon those who elected the Governmernts
in power between 1917 and 1923, and between 1923 and
1930. '

T have some tmore suggestions to make about ecofromies.
We are terribly over-governmented. Why should we not
revamp the picture of Canada into five provinces, cut down
the number of members of the different parliaments by
two-thirds, and, at the same time, multiply the individual
remuneration by three, then impress upon those members
that they are the trustees of the people and their job is to
regulate the affairs of the country and not to do the busi-
ness of the country, and their principal aim should be to
save money and not to spend it. )

T think that in the annual statements that are prepared
for the governments, more attention should be given to the
Balance Sheet position that I have described, to the end
that all governments would aim at maintaining a real bal-
ance sheet that would have assets on one side to balance
the liabilities on the other side and not as at present—a
huge gap in the assets.

You will notice that I have refrained from making any
suggestions along certain lines. During the boom days
there were many who used their wits in trying to acquire
wealth without going through the labor of producing it,
and in the process they incurred liabilities which have not
yet been discharged. We now find the same type of person
trying to get rid of his liabilities by some means other than
the sweat of his brow.

Then, as to our noble selves, where the root of all the
trouble lies, 1 think we should start early in the schools to
teach the children the duties of citizenship, so that when
they take their place as voters they will take an active inter-
est in Municipal, Provincial and Federal affairs. While 1
do not want to deprecate the interest taken in public affairs
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by anybody in the A
y past, I do want to say a word
gs:;gplne?tail:}fob(l}?ylst. I think there hasybeen far ?clfg 1:;11:?1?1
tding to the Government by special gro 1 d
sections. I think that individuall ol take e
, 1 think T y we should take th
giflz.a:teis;;[ ﬂmteI est in pgbhc matters hut that we shoruldebi?lzg
uence to X indivi
oesemtere ear through our own individual
The other day I asked an Ameri i
merican friend of mine i
lle_dWEuId approve of the abolition of all lohbyists allll‘(lf lii
sectlld e would most decidedly, but he was afraid he would
a Ig1e_aﬂy1 to the army of unemployed
n speaking to some Montreal doc'tors th
. 1 : e oth
j'czlpl opos of taking an interest in public affairs, I sugrgeg?ejfi’
r;a.f: each one of t}lf}fﬂ should periodically call the local
thprestlantatlve, municipal, provincial and federal, and ask
em how affairs were going in their particalar domain.

If, as citizens, we did more of this we would not find mem-

bers of Parliament saying in reply to one question—“Oh, I

hav%n’t had time to read the Duff Report.”

an_ we not aim {o achieve that 'distinct'o i
Thucydldes.glves“the Greeks in the History of1 tlﬁe vg:gz
ponesian War: “We are the only people who think him

that does not take i : .
part in publi ,
lazy but good for nothing?’P ¢ affairs to be not merely



