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COMMONS

THE BUDGET

ANNUAL FINANCIAL STATEMENT OF THE
MINISTER OF FINANCE

Hon. CHARLES A. DUNNING (Minister
of Tinance) moved:

That Mr. Speaker do now leave the chair
for the house to go into committee of ways
and means.

He said: Mr. Speaker, I rise to address you
to-day, sir, not only with a due sense of the
high privilege which is mine, but also with a
decper sense of grave responsibility than I
have ever felt before. In times such as these
through which we are passing, the responsi-
bility of endeavouring to place before the
house and the people of this country a clear
and complete statement of the economic
position of Canada, the facts regarding our
governmental finances, and proposals for meet-
ing the situation thus revealed for the present
fiscal year, is unusually great. I know I shall
not ask in vain for the sympathetic attention
of all my fellow members, although the
presentation of figures will inevitably be
-ather trying to the patience of the house.

Before dealing with the government accounts
I propose to survey briefly the recent trends
of business and trade in Canada.

The most welcome feature in the fiscal year
which has just closed has been what it indi-
cates of & movement toward recovery. I do
not wish to exaggerate the extent of that
recovery, for to those who are charged with
responsibilities of government in these hard
days the distance yet to go and the problems
still to be solved are the features of our
economic record which are most impressive—
and at the same time most distressing. Never-
theless, one cannot view the picture broadly
without realizing that improvement—however
gradual—is real and steady, and that the
general undertone is one of definite strength.
In spite of prevailing uncertainties in the inter-
national political outlook and the persistence
of extreme nationalistic policies, the pressure
of the economic forces making for recovery
continues. These forces may be retarded but
they appear now to be sufficiently powerful to
make continuing progress, unless war, the great
destroyer, should again intervene.

Analysis of the Canadian figures indicates
that our past gains are being consolidated and
that the upward swing of the business eycle
is currently establishing higher levels of
activity generally throughout the industrial
and commercial field. The index of the
physical volume of business compiled by the
Dominion Bureau of Statistics to indicate the
broad movements of economic activity, stood
at 103-3 in March of this year as compared

[Mr. Speaker.]

with 94-2 for Manch of last year. This is an
improvement of approximately 10 per cent,
However, to appreciate fully the significance
of this improvement, one should compare the
present level of 103-3 with the figure 67-0
which was the level recorded at the low point
of the depression in February, 1933. In other
words, the increase during this period has been
over 54 per cent. The average level of this
index in each of the past three calendar years
was 79:7, 94-2 and 102-4. These increases are
impressive, particularly when one recalls that
this index measures the physical volume of
output in nearly all our leading industries
as well as freight traffic on our railways, build-
ing activity and domestic trade.

While I desire to avoid complicated statis-
tics as far as possible, it is necessary to refer
to the progress made by a few of the more
important Canadian industrial groups.

Tor the first three months of this calendar
year, 1936, manufacturing of all kinds showed
an average expansion of 8-5 per cent over the
first quarter of 1935. Within this broad field,
the substantial improvement in the output of
the primary iron and steel industry is par-
ticularly heartening. In the latter half of
1935, this industry showed striking advances,
steel output increasing 23 per cent and pig
iron 48 per cent over 1934, and the improve-
ment was continued during the first quarter
of 1936, notably in January. This, in itself,
is important, but it is especially significant
as indicating a broadening out of the recovery
movement into the heavy or durable goods
industries. The construction industry, while
still operating on abnormally low levels,
enjoyed substantial percentage gains in 1935
over 1934, and the present outlook for build-
ing appears to be the best in several years.

The forestry group of industries showed
marked expansion in 1935. Lumber produc-
tion on the Pacific coast was about 20 per cent
greater than in 1934 and reached the highest
point since 1929. Shingles found better mar-
kets abroad and exports increased 96 per
cent. The newsprint industry, although still
beset with abnormally low pnices and financial
difficulties, increased production to new record
levels. Perhaps the most satisfactory evidence
of improvement in this whole group of indus-
tries is found in the increase of employment
afforded by the industry—S8 per cent in lumber-
ing and 4 per cent in pulp and paper plants.

The mineral industry continues to establish
new records of output. Canada’s mineral out-
put, valued at over 308 million dollars in
1935, recorded a gain of 11 per cent over the
previous year and was only 1 per cent below
the record year 1929 when prices for most
metals were higher. Production of gold,
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copper, nickel, zinc and several of the minor
metals made new high records. Total output
of gold amounted to 3,283,000 fine ounces
with a total value at current market prices
of nearly $115,000,000. Increase in mineral
output continued unabated during the first
quarter of this year. In February, for in-
stance, the export of copper was greater than
in any other February, and exports of nickel
exceeded any other month in history, the
bureau’s index standing at 490-2 as compared
with 317-9 in February, 1935.

Unfortunately, our most important primary
industry cannot boast such results. Agricul-
ture has again suffered from climatic hazards,
restricted markets and low prices. According
to the bureau’s estimates, total farm revenue
in 1935 amounted to $943,081,000, an increase
of less than one per cent as compared with
the previous year. Most disappointing was
an 8 per cent decline in the value of the prin-
cipal field crops, chiefly as a result of the
price factor. Wheat prices were generally
higher than in 1934, but the low grading
resulting from rust and frost reduced the
value of the crop to about that of the
previous year. Increases in yield of oats
and barley were more than offset by reduced
prices. On the other hand, the contribution
of animal products to farm purchasing power
more than made up for the loss in field crops.
The live stock industry showed considerable
improvement. Higher marketings of cattle
and better prices increased the value of live
stock sales in 1935 by 22 per cent. Milk
prices improved somewhat and exports of
hog products to Great Britain expanded. The
prairie provinces shared in the better returns
from cattle and milk and a more uniform
distribution of farm income prevailed than
in 1934. In this connection I may point out
that the advantages of access to wider markets
to the south are already being realized. Three
months' operation of the recent trade treaty
offers evidence of its value to the farmers of
this country. Every step which helps to
provide markets for agriculture brings nearer
that day when the Canadian farmer, receiving
more for his products than it costs to produce
them, will once more provide, through the
stimulus of his purchasing power, a sound

asis for national prosperity.

My colleague, the Minister of Labour (Mr.
Rogers), has recently placed on Hansard
comprehensive statistics in regard to the
Dumbers of unemployed in various classifica-
tions. One of the most disappointing features
of the business improvement so far is that
the numbers of those on relief do not decline
at the same pace as business activity recovers.
The causes of this are chiefly to be found
in the continuing growth of population bring-

ing annually a new supply of workers into the
industrial field, .the customary initial effects
of invention of new machines and processes,
the gradual decline in the number of those
unemployed or dependent who are taken care
of by charity or by relatives, and the surplus
labour power employed by many corporations
which preferred to retain redundant staff
or to work short time rather than to dismiss
employees during the years of depression.

While for these reasons, expanding employ-
ment makes only slow progress in reducing the
numbers on the relief rolls, nevertheless the
increase in employment appears to be real
and substantial. The bureau of statistics
tabulates monthly statements on employment
from over 9,000 of the larger firms engaged
in manufacturing, logging, mining, transporta-
tion, communications, construction and main-
tenance, services and trade, and employing
some 45 per cent of the total persons at work
in all industries. From 93-4 on April 1, 1935,
the index for all industries rose to a peak
of 107:7 on November 1, an.increase of 15-3
per cent, and with the usual seasonal decline
during the winter months the index stood at
97-4 on April 1 this year, an increase of 4-3
per cent over April 1 a year ago. The index
for manufacturing industries rose 10-2 per
cent from April to November and on
April 1 this year was still about 8 per cent
above the level of the same date in 1935.

Supplementing this information it is en-
couraging to note from data published by the
Department of Labour that remuneration to
wage earners in 1935 was greater than in 1934
as a result of increases in various industries
and localities. Part time and short time work
were less prevalent. In logging, wages ad-
vanced generally throughout the maritime
provinces and Quebec, while in Ontario and
British Columbia rates had risen considerably
in 1934. In coal mining, wages increased
appreciably in Nova Scotia and Alberta, and
there were some increases in metal mining
wages. Improvement was also witnessed in
manufacturing, particularly in clothing and
furniture factories. Rates were raised in the
construction trades in Quebeec and Ontario,
and railway wage rates also increased. Long-
shoremen’s wages rose in most of the ocean
ports and in some of the lake ports. Common
factory labour was up 2-4 per cent, miscel-
laneous factory trades 2-3 per cent, and
logging and sawmilling 5 per cent.

One of the most important signs of a more
healthy business condition is that industrial
and commercial earnings are continuing to
show improvement. An analysis of the record
of earnings of 241 leading Canadian cor-
porations discloses that net earnings are about
8 per cent greater for the latest fiscal year
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than for the previous fiscal period. When
business is showing an increasing scale of
earnings there are excellent grounds for
anticipating further industrial and commercial
improvement with increased volume of
>mployment.

A very interesting feature of our Canadian
zconomy is the remarkable dezree of stability
i the price level during the last two years.
For March the bureau’s index was 72-4 as
compared with 71-9 a year ago, and since
February, 1935, the range of variation from
the l_ine of 72 per cent of the average level
of prices during 1926 has been extremely small,
Further progress, however, was made during
the year in correcting some of the disparities
between various types of prices created by the
irastic fall in the price level during the
sarly years of the depression. One important
‘eature of this corrective process was that
farm product prices, particularly the prices
of animal products, improved more rapidly
than the general level. It is of vital import-
ance that this corrective process should
continue.

One price whose falling tendency is watched
with considerable enthusiasm in many quarters
is the cost of money; in other words, the rate
of interest. In this case, of course, the
decline is a favourable factor. This factor
is usually measured by the yield on long
term bonds. The bureau computes an
index of the yield on long term Domin-
ion of Canada bonds, using the average
monthly yield for 1926 as the base or 100.
The course of this index during the past year
provides an interesting record of the investor’s
reaction to enactments or threatened enact-
ments by provincial legislatures, to admin-
istrative decisions, to official pronouncements
by radio or in the press or on the public
platform, and to the manifold other hazards
that may affect the capital markets. It bears
eloquent testimony to the oft-repeated saying
that capital is timid, Beginning at 70-9 in
January the index of interest rates rose to
73:2 in February, dropped to 71-4 in March,
rose to 72-2 in April, declined to 71:4 in
May, rose to 73-4 in June, declined to 71:6
in August, then rose sharply to 79:8 in
September, and thereafter with a slight inter-
ruption in December dropped steadily to 69-9
in March, the latest month for which the
index is available. The March index is the
lowest rate of interest figure recorded since
the bureau began compiling this series in
1919 and probably represents the lowest yield
on long term funds in the history of our
country. Considering also the steady decline
in the yield on our three-months treasury
bills—our latest issue of these bills was sold

[Mr. Dunning.]

on April 15th on a yield basis of approxi-
mately seven-eighths of one per cent—and I
should interject here that another issue was
sold yesterday at the slightly higher rate,
if my memory serves me correctly, of just
over nine-tenths of one per cent per annum—
we have ample evidence of the progress which
the dominion has made in securing that
stimulus to economic recovery through low
interest rates which ‘has been so important a
factor in the United Kingdom.

Unfortunately, these low rates are not avail-
able to all borrowers, particularly the most
needy ones who are not usually considered
the most credit-worthy. Nevertheless the low
rates are beginning to permeate the interest
rate structure as a whole. One evidence of
this is the increasing volume of security flota-
tions, not only by governments but also by
private corporations, both for refunding and
for new capital purposes. In 1935 the total
volume of new issues offered has been esti-
mated at 571 million dollars, an increase of
83 million dollars over 1934. Of this total,
325 million dollars were for refunding and
the balance for new eapital purposes. During
the first quarter of this year, activity was
greatly accelerated. In this period total pew
Canadian bond financing amounted to 241
million dollars, an increase of 180 million
dollars over the first quarter of 1934. Of this
total 70 million dollars were for refunding
purposes. It is also significant that financing
by corporations accounted for 105 million
dollars or over 43 per cent of the financing of
the first quarter of 1936 compared with 9
million dollars or less than 15 per cent for
the first quarter of last year.

One factor retarding the full revival of
confidence and the healthy functioning of
the capital markets has been the cloud of
uncertainty which has been overhanging the
financial position of several of the provinces,
It is revealing no secret to say that the credit
of the four western provinces has been main-
tained during the last few years only by the
financial support of the dominion. Despite
the efforts—in some cases, the heroic efforis—
of these provinces to eut expenditures and
increase revenues, the burden of unemploy-
ment relief added to heavy interest charges
on outstanding debt has been so heavy and
the taxpaying ability of the people reduced
so drastically by the economic conditions
which prevailed that it has been impossible
to provide out of taxes for the cost of unem-
ployment relief, and even in some cases for a
portion of ordinary governmental expendi-
tures. In view, in part, of their own financial
position and in part of conditions in the
investment market, particularly in the early



MAY 1, 1936

. 2365
The Budget—Mr, Dunning

years of the depression, these provinces have
not been able to borrow economically, in the
public markets. Whether wisely or not, the
dominion government of the day faced with
what it regarded as an emergency problem,
initiated the policy of making loans to these
provinces in order to enable them to meet
their share of relief costs, maturing obliga-
tions, and in some cases even ordinary govern-
mental expenditures. As I shall show later,
such loans now amount to $116,500,000.

It has long been clear to everyone, I
believe, that this process can mnot go on
indefinitely. We are rapidly reaching—if we
have not already reached—the impossible
position where the dominion government will
be the largest single creditor of these pro-
vincial governments. Moreover, if we con-
tinue this process of handing out funds with-
out security and without control of any sort,
we shall be in danger of undermining domin-
ion credit, which, in my opinion, must be
protected at all costs.

Recognizing the importance of this problem,
the government has for the past six months
been devoting a great deal of time and atten-
tion to working out a solution with the
cooperation of the provinces. It was one of
the major questions placed on the agenda of
the dominion-provincial conference in Decem-
ber last, and initial discussions at this confer-
ence led to the appointment of a continuing
committee on financial questions which held
sessions in January and again in Marech.
During these discussions, agreement was
reached on a general method of procedure.
The dominion undertook to initiate an amend-

ment to the British North America Aet which
"~ would (1) validate certain taxes now imposed
by one or more of the provinces and give the
provinces power to levy a tax on retail sales,
thus providing an enlarged and more elastic
provincial tax structure; and (2) enable the
dominion to guarantee existing or future debts
of a province as well as enable a province
to give the dominion adequate security for
such guarantee by the pledge of dominion
subsidies and, if necessary, other specific
revenues. If and when these enabling powers
should be secured, the dominion undertook
to sponsor legislation providing for the setting
of up (1) a national finance council, which
would consist of the dominion Minister of
Finance and the provincial treasurer of each
province, with the governor of the Bank of
Canada as technical adviser, and which would
provide a permanent mechanism for mutual
discussion of taxation, investment and other
financial problems, with advisory powers only,
and (2) individual loan councils which would
consist in each case of the dominion Minister
of Finance and the treasurer of the province
desiring to participate, with the governor of

the Bank of Canada as technical adviser, and
which would have power both to approve
any program providing for refunding of the
debt of a province under dominion guarantee
and also to supervise future borrowing by
such province. Dominion guarantee would be
available to the province only when loan
council approval to the proposed issue of
securities had been obtained. Moreover, no
compulsion was involved; the legislation
contemplated would merely provide machinery
which any province might take advantage of
if it considered it to be in accordance with
its own interests.

Since March 31 the government has not had
any statutory authority to make loans or give
guarantees to any province and even in the
relief bill which is now before parliament
such suthority as is being asked for relates
only to loans, advances or guarantees in
connection with relief measures or undertak-
ings. It is not proposed, except through loan
council legislation, to ask parliament for
authority to grant financial assistance to
ensble a province to meet a maturing obliga-
tion or to provide for other ordinary govern-
mental expenditures.

Provincial obligations that have matured
in recent weeks or are about to mature have
Jed to extended discussion with the interested
provinces. The correspondence exchanged
with the provinece of Alberta has been
tabled. That record speaks for itself. In
brief, the federal government has taken the
position that not only must it have adequate
security for the financial assistance which it
is called upon to give but also that the
dominion government must be in a position
to determine the extent to which and the
conditions under which dominion credit is
made use of now and in the future. It was
a matter of great regret to us that the govern-
ment of Alberta did not see its way clear to
accept the conditions under which alone our
assistance could have been made available.
The province of Saskatchewan, which has an
issue maturing to-day, May 1, has expressed
a willingness to participate in the loan council
arrangement and with the understanding that
the dominion will proceed with its legislation,
the province, I am advised, has made arrange-
ments with the Bank of Canada to enable it
to meet this maturity. I am also advised
that the province of British Columbia will
be able to redeem its obligation falling due
on May 15 without recourse to outside
assistance.

The government believes it essential to
provide the necessary machinery for any
province that may deem it desirable to take
advantage of the facilities I have outlined.
The government will therefore proceed with
the resolution now on the order paper
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designed to initiate the proposed constitu-
tional amendment, and thereafter with the
legislation providing for the establishment

of loan councils and a national finance
ecouncil. 1 may add that after the most
careful consideration we are prepared to

recommend certain modifications to the loan
council arrangement originally suggested.
These modifications would make it possible
for a provinee which had submitted a bor-
rowing proposal to the loan council, and
which had not obtained the council’s approval,
to make such offering on its own credit in
the domestic market. Approval of the loan
council, however, would be mandatory for all
external issues and also for domestic issues in
those cases where the outstanding debt of
the province is refunded under domuninn
guarantee, These changes, it is believed, will
make the arrangement more acceptable to
some of the provinces and still make it
possible to secure the primary objectives
which the dominion has in mind.

I might advise the house that the modifica-
tion to which I have just referred is being
communicated to all the provinces, particu-
larly those primarily concerned, and of course
will have their consideration, and we shall
hear from them with respect to it before
very long.

I trust that the position which the govern-
ment has taken in these matters and the
action which it proposes to take will com-
mend themselves generally to the good judg-
ment of members of this house. The record
of Canadian securities in the investment
markets of the world has been a most en-
viable one. It would be unfortunate if that
record were seriously marred at this late
stage when the outlook appears to be for con-
tinuing recovery and a probable rise in the
world price level which will ease the burdens
of debtor classes and debtor communities.
The arrangement which we contemplate
should previde a method for reducing interest
burdens in a way acceptable to creditors.
It should provide a means whereby prov-
inces, fully cooperating, may restore their
credit and place themselves in a position
gradually to secure necessary funds for justi-
fiable capital purposes. It should provide a
regular and permanent mechanism for the
mutual study. with expert assistance, of
the difficult, technical financial problems with
which all governments are faced. It should
make for an avoidance in future of some at
least of the costly mistakes made by dominion
and provincial governments alike in the past,
the continuing burden of which has made it so
difficult to assume the new burdens of the
present prolonged depression.

[Mr. Dunning.]

It is our hope that the arrangement which
is now offered will appeal to all provinces
which find it impossible economically to
finance their own requirements. We are
convinced that it will remove a factor which
is now retarding economic recovery. As long
as we have an economy based on private
enterprise—based on the willingness of thou-
sands of individuals to make commitments
for the future in the hope that profits will
accrue—so long will the factor of confidence
play an important part. As long as fear of
the safety of investments or uncertainty in
any form persists, private enterprise will
not go forward vigorously. We in Canada
are powerless to remove the uncertainties in
the world political outlook which wunfor-
tunately have been aggravated in recent
months. We are in duty bound, however, to
endeavour to remove all those factors in
our domestic situation which tend to retard
economic recovery.

TRADE OF CANADA

I turn now to a brief outline of the trends
in our external trade. It is not putting it too
strongly to say that foreign trade is the very
life-blood of Canada. We have seen only too
clearly in recent years the appalling effects
on our internal economy of the decline of
international commerce to about two-thirds
of its former physical volume. The fruits
of economic nationalism in reduced business
activity, shrinking governmental revenues and
widespread unemployment are such as to
justify in abundant measure the efforts which
the present government has made, and will
continue to make, to free the channels of
international trade and expand the markets
for our primary and other industries which
must otherwise suffer stagnation and drastie
readjustment,

A start in this direction has already been
made with the negotiation of a trade agree-
ment with the United States. The coneclusion
of this agreement is probably the most sig-
nificant step taken by two leading trading
nations to reverse the trend of economic
nationalism. Not only does the agreement
open up wider markets for the products of
each country, but it is also hoped that it
will serve as a lead to other countries and
thereby promote progressive lowering of the
barriers which have been damming up the
trade of the world. Such a movement would
be of the greatest value to Canada, the pros-
perity of the whole dominion being so largely
dependent on export outlets for the disposal
of our surplus production,
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An adjustment was also made of the dif-
ficulties which had arisen in relation to our
trade with Japan. Without foregoing the
safeguards necessary to legitimate Canadian
enterprise, we succeeded in securing the can-
cellation of the duty surtaxes on a number
of important products for which Japan has
been a valuable customer,

Other steps taken to promote our "export
trade have been the extension of the trade
agreement with New Zealand, which was due
to expire on November 24, 1935, for a further
period until July 31, 1936; an exchange of
notes with France providing for certain ad-
justments in duties and quotas to supple-
ment the agreements which had been con-
cluded with that country; and the extension
of the modus vivendi with Haiti whereby
Canada is guaranteed the minimum tariff of
that country for a further period of one year
from April 15, 1936, or until the entry into
force of a trade agreement, proposals for
which have been submitted to the Haitian
goveroment.

Canada has long enjoyed profitable and
pleasant trading relations with Belgium, and
is anxious to strengthen our traditional friend-
ship with that country. Representations hav-
ing been made by the Belgian government
that the specific duties imposed in 1935 on
dressed and dyed rabbit skins have had the
effect of very seriously curtailing exports of
these to Canada, the government has decided
to remove the duties in question, and to revert
to the ad valorem rate formerly effective.
In consideration of this treatment, I may say
to hon. gentlemen who are smiling, the Bel-
gian government has agreed to remove the
turnover tax which for some time has been
imposed on Canadian goods imported into
that country and, also, to classify as cheddar
the cheese received from this dominion. These

concessions, the removal of the heavy turn-
over tax in particular, should stimulate our
exports to Belgium in many lines of goods.

The government continues to give careful
study to our trade relations with other coun-
tries having in view a steady increase in
opportunities for the sale of Canadian ex-
portable products. It may be expected that
steps will be taken in the near future to enter
into active negotiations for the conclusion of
trade agreements with several important
countries, in accordance with the policy of
the government to bring about by the negotia-
tion of bilateral agreements the progressive
removal of the hindrances now hampering
our international trade.

Serious attention is now being given to
our trade relations with the most important
of our customers, the United Kingdom. I
am happy to be able to state that discussions
will shortly take place between representa-
tives of the two governments. I shall make
more extended reference to this matier when
discussing tariff changes.

I am pleased to be able to report, for the
fiscal year just ended, an important gain in
our total trade with other countries, amount-
ing in round figures to 152 million dollars.
This is an increase of 12-8 per cent over the
previous year. It is true that world trade
generally has improved during the past year,
but it should be noted that while the average
increase in trade of 24 leading countries in
the calendar year 1935 was 4-1 per cent our
own trade increase was 11'3 per cent. As
a result of this marked expansion in our
foreign commerce Canada has moved up from
eighth to sixth place among the nations in
total world trade.

A statement of total trade for the twelve
months ended March 31, 1936, with compara-
tive figures for 1935, follows:

Trade of Canada
(excluding gold coin and bullion)

Fiscal year ended

March 31, 1935 March 31, 1936 Increase
Imports.. .. ¢ «o v oo .. $ 522,416,844 $ 562,803,001 $ 40,386,157
Exports:
Canadian produce.. .. .. .. .. 659,899,994 765,615,563 105,715,569
Toreign produce.. .. .. .. .. 7,658,963 13,441,659 5,782,696
$1,189,075,801 $1,341,860,223 $151,884,422

Both imports and exports shared in the in-
crease, but while imports rose by 40-4 million
dollars, a gain of 7-7 per cent, exports were
111'5 million dollars higher, having increased
by 16-7 per cent. This expansion of our ex-
ports gave us, for the year, a favourable
balance of trade of 216 million dollars. This
is the fifth successive yearly balance in our

favour and is the largest since 1927. The
importance to be attached to a favourable
balance of trade must, of course, be con-
sidered in relation to total trade.

The figure for the balance of trade just
mentioned does not include our exports of
gold—the usual practice among nations being
to show this item separately because of its
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monetary use. With us, however, gold i3 a
commodity and a very important part of
our regular export trade. In the fiseal year
just ended the adjusted estimate of our gold
sold abroad was about 119 million dollars.
By adding this to the merchandise balance
of 216 million dollars already referred to
it i3 seen that the total balance of commodity
trade for the fiscal year just ended was 335
million dollars in our favour. Our tourist
trade is also an extremely important credit
item in Canada’s international account. Pre-
liminary estimates for 1935 show tourist ex-
penditures in Canada of about 201 million
dollars against Canadian expenditure in other
countries of about 91 million dollars giving
us a net credit balance in tourist traffic of
about 110 million dollars.

The house will see, therefore, that if to
our credit balance of 335 million dollars on
merchandise and gold we add the net figure
of 110 million dollars from tourists, fhe total
balance in our favour from these items is
445 million dollars without taking into account
the movement of securities, Canada is thus
in a strong position with respect to payments
which must be made abroad on account of
our foreign financial obligations. Obviously
there is here a solid foundation supporting
our dollar in the foreign exchange market.

Upon aralyzing cur export trade, it is found
that the United Kingdom is still our largest

market having taken 293 million dollars or
41} per cent in value of our goods exported
in the eleven months ended I'cbruary 29,
1936, which is approximately the same pro-
portion of the total as in the previous similar
period. The British empire as a whole pur-
chased 362 million dollars worth, which was
15} per cent more than for the same eleven
months a year ago. Within the empire the
increased purchases from us were distributed
as follows; the United Kingdom 156 per cent,
Australia 35'1 per cent, New Zealand 28-7
per cent, and South Africa 7-1 per cent.
Exports to British India decreased by 17-2
per cent.

Not only do our increased exporls bear
witness to the steady growth of our trade
with empire countries, but the same trend is
also revealed in the figures of our purchases
from these countries. While our exports to
empire countries gained by 48-5 million dol-
lars, our imports increased 19-4 million dol-
lars or 134 per cent in the eleven months
period. This increase in imports from British
countries was shared as follows: the United
Kingdom 5-4 per cent, Australia 16 per cent,
British India 13-4 per cent, New Zealand
21-7 per cent, and South Africa 41-3 per cent.

Figures showing trade with the United
Kingdom and with other empire countries in
the eleven months ended February 29, 1936,
and in the previous year are as follows:

Trade of Canada with Empire Countries
(excluding gold coin and bullion)

Eleven months ended
Feb. 28,1935 Febh.29, 1936
Imports from the United Kingdom.. .. v ee es ae e .. | $102,602,618 293,002,334
Exports to the United Kingdom.. .. .. .. .. .. .o .. oo . . 253,488,637 163,429,300
Imports from the British Empire.. B 143,989,314 362,178,462
Exports to the British Empire.. .. .. .. «v vo v v vv ve e 313,665,822 $108,177,173

Turning now to foreign countries, our trade
with the United States is of particular in-
terest following the recent agreement. Ex-
ports to the United States for the full year
ended March 31, 1936, amounted to 291-3
million dollars as compared with 230-8 mil-
lion dollars for the previous year. This is a
gain of 60-5 million dollars or 26-2 per cent in
our exports to the United States. Thus out
of a total increase in exports for the year
of 1115 million dollars over 54 per cent of
the gain was accounted for by additional sales
to the United States. While it is too soon
to expect to have realized the full expansion
of trade which is expected to follow from
the agreement, the latest monthly figures
clearly indicate a growing volume of goods
moving in both directions across the border.

[Mr. Dunning.]

Exports to the United States for the three
months January, February and March of this
year totalled $70868,053 as compared with
$57,061,713 for the same three months of
1935. This is a gain of 24-2 per cent for the
period.

Imports from the United States for the
full year just ended were $319,610,706 which
is an increase of 16 million dollars over the
preceding year. 7-2 million dollars of this
increase were recorded in the first three
months of this year under the operation of
the trade agreement.

Over 56 per cent of our imports come from
the United States. At the same time they
take only 37 per cent of our exports. From
empire countries we purchase about one-third
of our imports and sell to them just over one-
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half our goods exported. Approximately 89
per cent of our total trade is with the British
empire and the United States.

There is in this brief survey of our foreign
commerce much to cheer us, and I believe
this steadily expanding trade with other
countries testifies strongly to the funda-
mental soundness of the movement toward
recovery in Canada.

Turning now to the government accounts,
may I state that, while the fiscal year ended
on March 31, the final accounting has not
yet been completed. Consequently, minor
changes, and minor changes only, may later
be made in the figures now given.

I trust the house will allow for my diffi-
culties in dealing with a fiscal year seven

months of which had elapsed before the
present government came into office. We were
faced with the commitments of our pre-
decessors, which, in large measure, prevented
important changes in financial policy during
a year more than half of which had already
passed.

In order to simplify the preseniation of the
accounts, I shall, with the permission of the
house, now place on Hansard a number of
tables showing the wusual five-year com-
parisons of revenues and various classes of
expenditure. This will enable me to present
4 clearer explanation of a technical and com-
plicated series of accounting and statistical
facts. The tables follow:

Statement of Revenues [ur the last Five Fiscal Years

(000 omitted)
Tax Revenues Estimated
1931-32 1932-33 1033-34 1934-35 1935-36
$ £ $ 3 $
Customs import duties 104,133 70,073 66, 305 76, 562 74,000
Excise duties.........coevvvveeennns. 48, 655 37,834 35,494 43,190 44 410
ar tax revenues—
| R e 1,390 1,328 1,336 1,368 1,305
Insurance compani 12 826 742 750 760
ved business profits S |cicvszinisliassivinne s isaass saali i ssavoin
INOOIMS BRE. | icisiicaisassimnnsiis brararinis 61,255 62, 067 61,399 66,808 82,700
s i s R R A AT S A S i 41,734 56,814 61,392 72,447 77,000
facturers’ importation, stamp, rta-
e e s potransportal ynsr2 | 25,37 45184 | 39745 35,700
Thu ol gl .cviciivinminusnsanmiissesvn et ranuisass fosurs tnmedevasansase 3,573 1,413
Total revenues [rom taxes............coccevvnrnnnnn. 275,054 | 254,319 271,852 304,443 317,288
Non-Tax Revenues
Canada Grain Act....:.ccveeeeiieeennincesoannnns 1,485 1,445 1,236 1,205 1,219
Canada Gazette...........covmiivrrunnecienannanns 74 74 56 47 49
Canals........... 977 831 878 838 883
Casual........... 3,758 3,192 3,613 4,337 4,372
Chinese revenue.. 10 9 6 6 6
Dommion Indm .. ccioiiiviosvsirsipivsanss s 485 459 419 516 455
D1 1 e R o e e A e 402 208 440 485 530
Fines and forfeitures.............covviueriinennnnns 234 212 178 90 199
Fisheries...... P TP A e e A e 40 5 39 43 41
Gas inspection........co.ovvvrieneennns P e 81 84 76 96 91
Insurance inspection............ SRS W A B 150 160 140 139 147
Interest on investments........... T i 9,330 11,221 11,148 10,063 10,600
Marine............. W e B 192 178 208 218 223
Mariners’ fund....... S — - Ceees 184 180 188 181 189
Military college............... R - 20 20 20 20 20
g:#tary pfnstiion.s TEVENUe........... cereains i li‘i lgg lli’pg l'l!g l'i'g
nance lands........... AU .. B it E = - =
166 121 08 74 60
Pos 32,235 30.?%2 30,803 31.?;2 325%
ium, discount and excha
Pablin Woaka cos e ozt s """ "a8i 213 250" 254 | 241
Badio HOMOME. .- ... iviiviesosinsssinnnsrivassssons 529 1,414 1,201 | 1,487 | 1,562
R.C.M.P. officers’ pensions............ccovvuennenns 15 12 12 9 9
Weights and measures.... .......ccceueerennnnnn. XK 407 304 400 407 402
51,757 52,318 52,210 54,031 54,492
Total ordinary revenues...........ovvvuevernensnns 326,811 | 306,637 1 324,062 358,474 371,780
i
ial Receipts
Sundry receipts l.mmdits. ........................ 7,028 4,403 418 l 3,397 320
Total revenues...........ccouvennninnnn 333,839 | 311,130 | 324,480 I 361,871 I 372,100
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Statement of Expenditures by Departments for the last Five Fiscal Years

(000 omitted)

. $ H H $
AREOMIlIRn: . oo sniini s nin e s R T s 10,212 8,066 6, 995 7,107 9,703
Auditor General's office............... = 436 380 37 377 428
Civil Service Commission.................... 4 306 244 221 221 260
External Affairs, including office of the Prime

IIDIBOBE v qcami e R 0 3 R S 904 863 974 1,427 1,324
Finance—

Interest on public debt............ 121,151 | 134,999 | 139,725 | 138,533 134, 550

Cost of loan flotations................. , 350 1,639 , 650 2,800 3,575

Premium, discount and exchange (net) 28 |..ccivinan 107 Loviviiialisasvianns

Subsidies to provinces.. 13, 695 13,677 13,728 13,769 13,760

Special grants to prcwmces 4 1, 600 1,600 , 600 1, 3,975

Other grants and contributions. ... : 536 499 308 467 761

Civil pensions and superannuations.............. 1,172 1,008 1,032 868

Government contribution to superannuation

fund..... oo A SRS NS S OB S SN A 2.229 2,270 1,986 1,947 1,875

Old age pensions...........ccceeeieennnanans veee| 10,082 11,513 12,314 14,042 16, 760

_General expenditure.........coovvvniiiecninnen 1,845 2,046 3,148 3.925 3.74
Fisherios. ... ..oooiiiiiiiiiiiriennnianennens 2,046 1,787 1,596 1,641 1,727
Governor General's secretary’soffice............... 148 136 136 133 137
Immigration and Colonization...........ovueuenn .. 2,200 1,680 1,369 1,269 1,334
Indinn AfIRITS. ..o v iiinsisinssssinrsonssosbus 5,081 4,499 4,380 4,362 4,886
I T s S DA DIk e SRS e s 180 161 152 156 171
Interior..... 4,047 3,454 2,833 2,744 2,952
TN - 5 s e R A T L R e SR 2,793 2,601 2,712 2,718 2,753
Pemtenti..\ﬂes 2,737 2,870 2,677 2, 2,477
........................................ 633 605 560 581 662
Toch nical education 283 202 129 91 100
Government annuities—Payment to maintain
TEBBIVE. .. vventerararsrsssnsrssnsosasnranas 262 289 184 146 272
Legislation— :

House of Commons........ 1,082 2,210 986 1,796 1,505

Library of parliament............ooviieniiannns 81 69 i

T R R M S e St 650 747 286 491 4901

General.. oo sl e e e 70 81 62 95 60

Dominion Franchise office.............ccococevni]oviveninic]ivnnene e, 1,545 503

Chief Electoral office including elections........ 145 56 32 146 1,003
EREIRR. . cooivviineces Sais b s D e e e SRR R 7,202 5,801 5,430 5,742 5,959

Canadian Radio Broadeasting Commission....|......... 140 1,025 1,249 1,510
Mines and Geological Survey..........c...coc.o..u.. 1,264 1,048 909 965 1,102

Movement of Coal and Domestic Fuel Act.... 721 1,220 2,772 2,124 2,055
National Defence-—

Militin service.......cooiiiiieiniiniinniannanas 8,700 8,719 8.774 8,833 10,107

NAVE] BOTVICRee e e evevrrenernnnnsnnnannoesssnn 3,043 2167 2,171 2,222 2,379

A BEEVIR. o s onrinsanivsinionassormspimes 4,040 1,731 1,685 2,258 3,865

BUDATY SErVIORE. ... vcusssonsinnsstainansasanas 1,347 1,078 701 799 825
National Revenue, including Income Tax........... 13,920 10,846 10,354 10,165 10,083
Pensions and National Heaith—

Treatment and after-care of returned soldiers. . 11,633 10,510 9,571 10,127 11,328

Pensions, war and military.........ouvveuvinann. 47,770 44,185 42,923 43,232 42 870

Health DIVIBIOR, . .o io000cvsiisvviesmimeriviss 1,246 924 879

Poat OMon. . iiiiiivisvesmyinssysnsvsre e 36,052 31,607 30,554 30,252 31,607
Prive Council.. . ovoceovmnmmnsonmmmmmunersmsre s s 53 49 46 47
Publie Arcllwes.. ............... 212 174 157 209 162
Public Printing and qtat:onery 280 231 172 368 168
Public Works..........coouvvnn 17,648 13,108 10,827 9,905 12,951
Railways and Canals............. 3,007 : 3,315 4,581 4,305

Maritime Freight Rates Act. 2,555 1,921 1,989 2,529 2,352

Railway grade crossing fund.... 059 318 310 275 128
Royal Canadizn Mounted Police....... = e 3,488 5,820 5,528 5,970 6,192
Secretary of State.........c.cooiiiiiinnnnanns s 483 418 387 704
Soldier Settlement...........ccovvriineinnecnaancnan 1,036 818 810 746 761
Trade and Commerce—

FIDAFEINONE. . . -owcvvsisnans ewsumnsnsnmessamnes 6,417 3,217 3,007 3,058 3,528

Canada Grain Act...........cco0cecemcncanans 2,306 2,026 1,759 1,679 1,852

Mail subsidies and steamship subventions... 2,999 2,081 2,221 2,274 2,431
Adjustment of warelaims..........ccoiuiiiinanan.. 91 35 56 43
Reparations—Claims for compensation............. 1,331 188 |......... 8 Losnaass
Bundry charges to consolidated fund................ 50 74 37 20 E
Total ordinary expenditure........................ 372,145 | 354,644 | 351,772 | 359,700 | 373,087

{Mr. Dunning.]
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Statement of Expenditures by Departments for the last Five Years—Continued
{000 omitted)
Capital Expenditures Estimated
1931-32 1932-33 1033-34 1934-35 1935-36
& § $ $ |
(BT 1 71| (AR U R 3,299 3,027 1,975 331 460
RAIWAYS. .ot iiinree e inrenansnnrenananases 6,242 1,503 737 507 305
Public Works. .oo.verrnirineiearearannrncnnanns 7,439 4,018 3,778 6,189 5,811
‘Total capital expenditures.............covvviiunen.. 16,980 8,548 6,490 7,027 6,576
Bpecial Expenditures

Unemployment Relief Aet 1930..................... 13,190 548 4 3 24
Unemployment Relief Aet 1931..................... 25,106 17,048 564 52 24
Unemployment Relief Aet 1932....................|oevea.t 19,125 6,948 399 105
Unemployment Relief Act 1933...........cccieviiierininn v, 28,382 2,420 491
Unemployment Relief Act 1934............cooiiiidiin i i foenennnnn. 49,114 1,121
Unemployment Relief Act 1935........ovvviveveneeovrinnin i o oennn 47,704
Total unemployment relief............... Cmpes 38,296 36,721 35,808 51,988 49,469
Public Works Construction Aet..........covivveii]ieennnn]iinininediiinnens 8,673 30,232

Canadian Pacific Railway (Relief acts—advances|

non-active) 3
Reduction of loans to soldier settlers...

1830 Wheat Crop Equalization Payments Act...
Loss on 1930 wheat pool and stabilization opera-
tions—Payment to Canadian Wheat Board of|

net liability assumed as at December2,1035....[.. ..o ]ivniiiiiifiennnfiinnnnnnes 15,856
Loss on 1930 oats pool under guarantee of bank

advances to Canadian Cooperative Wheat Pro-

duvers Limited. ... ooiivieernsisoinssesvonnas|sinsayovs]esesisvmafves v i 174
Total special expenditures................. s 49,204 39,079 38,664 61,130 102,770

Government Owned Enterprises

Tosses charged to consolidated fund—

Canadian National Railways system ex eastern

e = N ) 53,423 52,264 42,590 41,706

Eastern lines...........ccooviirerirnniansnnnnss 6,632 | 8,717 6,691 5,818 5,625

Canadian Natxonal Btenmabips. i cosnin aaliiiin bl Vseiv i [sesrsasas 270

Harbour commissions.........oveveerversssrensfoereaeenafoarineriafossniaransfonasnnnnas 1,139
Total charged to consolidated fund................. 6,632 62,140 | 58,055 | 48,408 48,830
Loans and advances non-active—

Canadian National Steamships................. 1,109 | 1,383* 14* 487 .

Harbour commissions. ..........ooveinvieeinaes 1,013 4,808 2,110 1,242 2,461

Accounts carried as active assets, transferred to|

NON-ACLIVE ASBELS. .. ivenrvenreinniarronrans|orornnrnns | ()62,988.......... 1T |remsnnsiion

Total non-active AdVances. ......c.ovvervuranensanns 3,112 66,453 2,006 1,740 2,128
‘Total government owned enterprises................ 9,744 | 128,593 61,051 50,148 50,958
Grand total expenditure..........ccovviiiivnnannns 448,073 | 531,764 | 457,977 | 478,005 534,201

*Cr.

(l} 852 256,000 for fiscal lyaars 1931-32 was financed by loans and /or guarantee of securities.

(?) Canadian National
Advances prior to 1032-33—$§21,817,000.

Railways—Loans for 1931-32—8$41,121,000. Sundry harbour commissions—
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Summary of Revenues and Expenditures

(000 omitted)
| | ;
s 193152 | 193233 | 198334 | 193435 Fatimiad
|
$ |' $ $ | s $

Ordinary expenditures 372,145 354, 54‘2 351,772 359, 700 373,987
Ordinary revenues.........o.cvvuveeevnnenrnns 326,811 306, 637 324,062 | 358,474 371,780
Deficit on ordinary account..............cocvvenvnss | —45,334 | —48,007 | —27,710 | —1,226 | —2,207
Special ditures... ... covvvviiennneiiinn 49,204 39,979 38, 664 61,130 102,770
Loas spaclhl recainta. 1o e 7,008 | 4,493 48| 3,397 | 320
Balance.. R 42,176 35,486 ‘ 38,246 57,733 | 102, 450
Add capital e:l.pendltures ....... 16,980 8,548 6,490 7,027 6,576
Add government owned enterpr 9,744 | 128,593 61,051 50,148 50,958
Total. ..o esiiinannns 68,900 | 172,627 | 105,787 | 114,908 159,984
Add deficit on ordmary account.,....... 45,334 | 48,007 | 27,710 1,226 2,207
Total deficit or increase of net debt................. 114,234 | 220,634 ' 133,497 | 116,134 ‘ 162,191

It is also proposed to depart from what I
have sometimes called the “bridge score”
method of accounting—so much above the line
and so much below the line—and to present
clearly the over-all deficit in the government's
accounts. In the past we have too frequently
misled ourselves by the form in which our
government accounts were presented. We
have pointed with pride to a small surplus
on ordinary account and we have tended some-
what to minimize the importance of large
deficits resulting from capital and special
expenditures. It is time to look the facts
squarely in the face. If the people of Canada
are fully aware of all the facts, I am con-
fident they will support us in taking the
steps necessary to achieve that balance of gov-
ernment revenues and expenditures which in
my opinion cannot safely be postponed much
longer.

REVENUES 1035-36

Our total revenue from taxation and other
gources during the past year aggregated $372,-
100,000. This total is $10,229,000 in excess of
the total revenue for the preceding fiscal year.

The revenue from taxes alone amounted to
$317,288,000, an increase of $12,845000 over
the preceding year.

The increase in tax revenue is more than
fully accounted for by the income tax which
yielded $82,700,000 as compared with 866,-
808,000 in 1934-35. This is the highest yield
ever recorded from the income tax, the largest
figure for any previous year being that of
$78,684,000 in 1921-22. The increase during the
past year arises in part from the improvement
in individual and corporate incomes, but in
part also from the surtax on investment income
which was imposed for the first time last year.

The sales tax which was the second largest

[Mr. Dunning.]

contributor to government revenue last year
was responsible for a total collection of $77-
000,000, an increasc of $4,553,000 over the pre-
vious year.

Excise duties, imposed chiefly on liquors and
tobacco, yielded $44,410,000, exceeding the
collections of 1934-35 by $1,220,000, notwith-
standing the substantial reduction made last
year in the duty on liquors.

The yields from our other major types of
taxation were lower last year than in the pre-
ceding fiscal year. The total revenue from
customs import duties amounted to $74-
000,000 as compared with $76,562,000 collected
in 1934-35. A substantial increase in customs
revenue ‘had been budgeted for by my
predecessor, because of an expected in-
crease in the wvolume of imports. While
the anticipated rise in imports, ma-
terialized, the increase was almost wholly
in the non-dutiable items. The volume of
dutiable imports increased only three per
cent and the duties collected actually de-
creased, largely because of a decline in raw
sugar imports and a shift of such imports
from foreign countries to countries enjoying
the British preferential tariff rates, and be-
cause of the reductions made in the duties on
liquor last year.

Special excise taxes produced a total
revenue of $35,700,000. This represents a
decrease of $4,045,000, which is accounted for
chiefly by the changes made last year under
which the excise tax on beer was reimposed in
the form of an excise duty on malt and by
the elimination last year of the remaining
half of the special three per cent tax on im-
ports entitled to entry under the British
preferential tariffi or under trade agreements
between Canada and other British countries.
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Non-tax revenues, that is, the revenues
derived from various departmental services
of government, aggregated $54,492,000, an in-
crease of $461,000 over the previous year.
The main items under this heading are inter-
est on investments which amounted to $10,-
600,000, and Post Office revenues which
totalled $32,507,000, or nearly $1,260,000 in
excess of the previous year. The so-called
surplus on Post Office operations approxi-
mated $800,000. It must be remembered, of
course, that the Post Office accounts do not
include the rental value and other costs of
premises occupied and equipment used, nor,
on the other hand, do they include any credit
to the Post Office for services rendered to
other departments through the free use of
the mails.

Special receipts during the last fiscal year
amounted to only $320000. This compares
with 3,397,000 received in 1934-35 when the
custodian of enemy property made a special
transfer of $3,000,000 to the consolidated:
revenue fund.

EXPENDITURES 1935-36

While, as already indicated, I wish to draw
aspecial attention to the aggregate expenditure
for which the government is responsible both
on its own and on railway account, it will
facilitate comparison with previous years if
comment is first made on the various classes
of expenditures which have traditionally been
shown in the public accounts.

ORDINARY EXPENDITURES

The ordinary expenditures for the year have
aggregated $373,987,000. This is $14,287,000
in excess of the expenditures for 1934-35.
Nevertheless it is $16,000,000 lower than the
total of the amounts authorized by vote and
statute. This substantial reduction below
the appropriations is accounted for, in part
at least, by the measures taken by the present
government when it came into office last
October. One of its first acts was to ini-
tiate a careful examination of the trend of
revenues and expenditures and an analysis
of the financial commitments which had been
made, The results of such examination were
such as to lead to an immediate direction
to all departments to effect every possible
economy in ordinary and special expendi-
tures and to defer any undertakings which
could not be clearly justified on grounds of
Decessity or of substantial assistance in pro-
viding employment. Had such action not
been taken, expenditures for the year would
have been much higher than they actually
were,

Some of the increase in ordinary expendi-
tures last year was due to special causes, for

instance the expenses involved in holding
a national election. I suppose some of us
think that expense was justified. Others may
quarrel with it. The cost of old age pen-
sions increased $1818000 and there were
additional special grants to provinces amount-
ing to $2,375,000.

Of special interest was the decrease of
$3,983.000 in interest on the public debt,
reflecting the economies resulting from con-
version of outstanding securities into obliga-
tions bearing a lower interest rate, and the
lower cost of treasury bills. Our interest
burden last year was $134,550,000, which was
lower than in any years since 1931-32. Never-
theless, it used up 36:2 per cent of our total
revenue.

CAPITAL EXPENDITURES

Total expenditures charged to capital
account amounted to $6,576,000, a decrease
of $451,000 from the previous year. The
chief item was $5361,000 for dredging the
river St. Lawrence ship channel.

' BPECIAL EXPENDITURES

We come mow to that important group of
items which are classified as special expendi-
tures. Some of the items so classified in pre-
vious budgets cannot be regarded as special
in any real sense of the term and they are
now included in ordinary expenditures. These
items include $3,575000 cost of loan flota-
tions, representing flotation costs of new
loans and annual charges for amortisation of
bond discount; $1,875000 government con-
tribution to superannuation fund; $272,000
payment to maintain reserve in government
annuities fund; and $128,000 representing ex-
penditure made under the Railway Grade
Crossing Act. In the tables showing expendi-
tures for the past five years the necessary
adjustments have been made in order to
place the group totals for the various years
on a comparable basis.

The importance of this category of special
expenditures is indicated by the total ex-
penditure of $102,777,000 which is $41,640,000
in excess of the preceding year and much
higher than in any previous year.

Of this total $49,469,000 represents pay-
ments for unemployment relief purposes. This
includes not only the cost of direct relief
and provincial grants in aid, but also the
maintenance of the relief camps, the care
of single homeless unemployed persons, land
settlement relief, special assistance to the
Saskatchewan drought area and public works
and undertakings carried out under authority
of relief legislation. The following table
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compares the expenditures made for these
various purposes during 1935-36 with the

similar expenditures in the preceding fiscal
year:

Unemployment Relief Expenditures

Estimnted
— 1934-35 1935-36
giruct reliefd.".. G o) R e B G RS A e e e S]I.g.g%i.ggg stggi.gsg
rants in ai rom August 1, 1934).. .. .. ¢ co or a0 ae an 024, 274,87,
Public works and others;rojecu.. = < < i 4,493 432 9,831,375
Land settlement relief.. .. .. .. .. co o0 co s an ss an oae 277,973 176,000
Relief camps—Department of National Defence.. .. .. .. .. 7,648,371 8,212,000
are of single homeless unemployed persons.. .. .. .. .. .. 20,611 219,000
Department of the Interior, relief including works in national
Pﬂl’lkﬂ.‘ ..d...l.,.... -.I‘.f-. e sw o ae EE BE EE o ee we e 68}]3-8}]6 4538,333
Saskatchewan drought area relief.. .. .. .. .. o ik 000, ,000,
Miscellancous, inclugding- administration.. .. +o oo o0 oo we e 186,452 313,362
$51,987.307 $49,469,000

It will be noted that as in the previous
year, special assistance was given to the
provirce of Saskatchewan for relief in the
drought area of the province. This form
of relief was by way of accountable advances
totalling $4,000,000. During the fiscal year
1934-35, the sum of $5,000,000 was advanced for
the same purpose and the total of $9,000,000
was intended to cover the dominion’s obligation
for the provincial relief year extending from
September 1, 1934, to August 31, 1935. It is
estimated that when all the accounts are re-
ceived from the province the total of $9,000,000
will not be sufficient to take care of the
dominion's obligation. Apy excess will be
applied in reduction of a loan made to
Saskatchewan for that specific purpose. This
excess, not yet determined, has not been in-
cluded in the statement of expenditures.

When the present government took office
on October 23 last, we found that through
agreements with provincial governments cer-
tain commitments had been made for the year
ending March 31, 1936. These commitments
have of course been met and, in addition, as
an emergency measure, the monthly grants
in aid to provineces for direct relief were in-
creased by seventy-five per cent for the four
winter months of December, January, Febru-
ary and March for the purpose of enabling the
provinces to grant greater assistance to their
municipalities,

Ancther item under special expenditures
which might well have been included in the
cost of unemployment relief relates to ex-
penditures made pursuant to the Publie
Works Construction Act, 1934, and the Sup-
plementary Public Works Construction Act,
1935. Expenditures under these two acts
during the last fiscal year aggregated $30,232,000
as compared with $8673,000 in 1934-35. As at
March 31, 1936, there remained unexpended
$18,726,000 of the amounts authorized by these
acts. Uncompleted projects and other pro-

[Mr. Dunning.]

jects authorized by these enactments which
the government believes it advisable to pro-
ceed with have been provided for in the new
fiscal year by the special supplementary esti-
mates recently brought down in this house.

Included in the specizl expenditure for last
year are three items representing losses in-
curred as a result of the wheat policy in effect
during the past five years. The payment of
$6.600,000 to primary producers of wheat who
delivered wheat during the crop year 1930 has
been amply debated in this house. The item
of $15,856,645 represents the debit balance in
the bank account of Canadian Cooperative
Wheat Producers Limited as of December 2,
1935, which was assumed by the Canadian
Wheat Board as a result of the transfer to
it as of that date of the wheat and wheat con-
tracts held by Canadian Cooperative Wheat
Producers Limited in connection with the
1930 wheat pool account and stabilization
account. As advances by the chartered banks
to Canadian Cooperative Wheat Producers
Limited were guaranteed by the dominion
government, further supplementary estimates
for 1935-36 will authorize payment to the
Canadian Wheat Board of the amount of this
liability assumed by it.

The operations of the Canadian Cooperative
Wheat Producers Limited, in connection with
oats of the 1930 crop resulted in a loss of
$170,130 as at December 2, 1935, and under
the terms of the government guarantee this
amount with accrued interest to the date of
payment will be paid to liquidate the bank
liability.

Unfortunately, these three items totalling
$22630,000 may not represent the total cost
of governmental wheat marketing operations.
To them will have to be added any further
losses that may result before the wheat and
wheat contracts resulting from the 1930 pool
and stabilization operations have been finally
cisposed of, and also any losses which the
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Canadian Wheat Board may incur in market-
ing wheat of the 1935 crop for which a mini-
mum price to primary producers of eighty-
seven and one-half cents per bushel, basis
No. 1 northern, Fort William, was fixed last
September. Whether such losses will accrue
and what their magnitude will be will depend
on the prospective harvests in wheat producing
countries of the world, on the demand of
importing countries, and on the trend of
wheat prices. These factors it is of course
impossible to forecast. It may be emphasized,
however, that the government does not believe
itself warranted in assuming responsibility for
holding such colossal quantities of wheat as
have been held during the last few years.
Without resort to dumping, its policy will
be to market surplus wheat ‘in an orderly
manner as rupidly as world conditions will
permit, with due regard to the progress of
the next Canadian crop, and at the same time
endeavouring to restore and expand in every
possible way the demand for Canadian wheat
and wheat products in world markets.

The remaining items under the caption of
Special Expenditures are of minor importance.

Another important class of expenditures for
which the government is responsible may be
considered under the caption, “Government-
owned Enterprises.” This new category ap-
pears to be a convenient one in which to group
together any losses of, or non-active advances
to, government-owned enterprises which are
operated as separate corporations. It will
include the net income deficit of the Canadian
Nationa! Railways, and any operating deficits
of the Canadian National Steamships or of
any harbours previously operated by harbour
commissions but in future to be administered
by the National Harbours Board, as well as
any non-sctive advances to such enterprises.
Non-active advances do not earn interest and
are treated in the government accounts as
expenditures.

CANADIAN NATIONAL RAILWAY COMPANY

Further improvement in operating revenues
of the Canadian National Railway Company
took place in 1935. The gain amounted to
$8,200,000, or 5 per cent. Operating expenses
were higher than in 1934, one of the important
factors being the increase in wages brought
about by the removal of a part of the payroll
deduction. After providing for operating ex-
penses and other charges such as taxes,
rentals, etc., the company’s accounts showed
a net amount of $6,800,000 available for inter-
est on debt. This result was not as satis-
factory as in the previous year, when the
amount available for this purpose was

12730—152

$7,400.000. After applying the sum of $6,800,000
available from earnings against interest
charges of $54,200,000, there resuited a cash
deficit of $47,400,000. This amount has been
paid by the dominion and charged in our
accounts as an expenditure for the vear and
compares with $48400000 in 1934, the im-
provement of nearly one million dollars being
entirely accounted for by savings made in
interest charges through refunding of securi-
ties.

It should be borne in mind that there are
certain charges in the accounts of the rail-
ways not involving cash which should be
taken into account in reconciling the above-
mentioned figure of cash deficit with the net
loss for the year as shown by the annual
report of the railway company.

In addition to the provision for deficits, the
government advanced $7,574,000 to the Cana-
dian National Railways in the fiscal year
period for capital expenditures and retirement
of debt. This amount is shown in the public
accounts under Loans and Investments. The
figure is made up as follows: capital expendi-
tures under the 1935 budget, $687,000; pur-
chase of and repairs to equipment under the
Supplementary Public Works Construction
Act, $5068000; retirement of debt (net),
$1,819,000.

Important refunding operations in connec-
tion with the long-term funded debt of the
railway company took place during the year.
Four issues of bonds aggregating $108,519,000
were called for redemption prior to their
maturity dates and were replaced by securi-
ties bearing lower rates of interest. Thzse
issues were:

$35,000,000 4i1% bonds due December 1,
1968 ;

$26,000,000 43% bonds due September 15,
1954 ;

$23,740,000 79% bonds due October 1, 1940;

§23,779,000 7% bonds due December 1, 1940,
In addition, temporary loans obtained in con-
nection with the maturity of $17,000,000 4}
per cent bonds on February 15, 1935, were
funded. This made a total of securities in-
cluded in the refunding operations of 8$125-
519,000. Provision for this amount, together
with premiums payable upon call of the bonds
and discounts on the new issues, was made by
the sale of railway company securities guar-
anteed by the dominion to the principal
amcunt of $128.400,000 and a temporary loen
of $2,043,000 from the dominion treasury. The
details of the new issues and the interest cost
to the company, are shown in the following
statement:
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Canadian National Railway Company
Guarantead Bonds issued for Refunding, 1935-36
Tisue i Interestl Cost to Amount
e date Maturity date rate company
May 1, 1935 May 1, 1938 29, 2.35% $13.400,000
ll:; 1, 1944 3% 3.29% 35,000,000
February 15, 1936 February 15, 1943 29, 2.31% 55.000,000
February 15, 1953 3% 3.25% 25,000,000

The annual saving to the company, after
providing for the amortization of the premiums
paid upon the called bonds, will be approxi-
mately $3,000,000 a year as a result of this
refunding. All of the redeemed bonds were
payable, either optionally or solely outside
of Canada, and the new issues are payable in
Canada only. In connection with the redemp-
tion of the three issues in September, October
and December last, the necessary funds were
first obtained by the sale in New York of
direct obligations of the dominion and later
the company recouped the dominion from
the proceeds of the sale of its securities in
Canada.

On March 31, 1936, the amount of the debt
of the Canadian National railway system out-
standing in the hands of the public was
$1217,000,000, having been reduced by
$21,000,000 in the past year. Of the amount
outstanding, $964,000,000 are obligations guar-
anteed by the dominion.

CANADIAN NATIONAL STEAMSHIPS

Proceeding further to deal with the pro-
vision which it has been necessary to make
for government-owned enterprises, it is satis-
factory to report that the operations of the
Canadian National Steamships showed a
considerable improvement over the previous
year. The cash loss on the West Indies
service was $270,000, as compared with $567,000
in 1934. The Canadian Government Merchant
Marine had operating earnings of $312,000,
as compared with a deficit of $127,000 in
1934. An amount of $179,000 was advanced
for capital expenditures on the West Indies
fleet, but this expenditure was more than
offset by the return to the government of a
further $200,000 advanced in previous years
to the merchant marine for working capital,
Taking into consideration all these trans-
actions, there was a ecredit of $63,000 on
account of steamship services.

HAEBOUR COMMISSIONS

Assistance to harbour commissions appear-
ing in our expenditure accounts amounted to
$3600,000. This amount is made up of
$1,139000 paid to liquidate bank loans
obtained for operating deficits in Quebec,

[Mr. Dunning.]

Chicoutimi and Halifax, and represents losses
incurred not only in 1935 but also in previous
years. The balance is comprised of advances
(non-active) of $482,000 for deficit on the
Jacques Cartier bridge, Montreal, and
$1,979000 for expenditures in the harbours
of Saint John, Halifax, Three Rivers and
Quebec. .

To sum up, the total amount treated as
expenditures in our accounts in connection
with the operation of the railways and other
government owned interprises, was $50,958,000,
as compared with $50,148,000 in the previous
year. This is exclusive of the amounts carried
as investments to which reference will be
made later.

BUMMARY OF EXPENDITURES

Adding together ordinary, capital and
special expenditures, as well as losses of and
non-active advances to government owned
enterprises we find that the grand total of
expenditures for which the government was
responsible was $534291000. This is an
increase of $56.286,000 during the last fiscal
year as compared with 1934-35 and of
$2527000 as compared with 1932-33, the
worst year of the depression. The inerease
over the previous year, it will be remembered,
is more than fully accounted for by the rise
of $14287,000 in ordinary expenditures, the
$21,559,000 increase in expenditure under the
Public Works Construction Acts and the
$22630,000 payments made and losses taken
in respect of wheat and oats.

I direct attention to the fact that in the
last fiscal year nearly 62 per cent of the
dominion’s revenues were required to meet
fixed and uncontrollable expenditures, such
as interest; war and old age pensions and
superannuation; care of returned soldiers;
subsidies to provinees and certain other outlay
of this nature. In the year 1913-14, the last
fiscal year prior to the war, only 19 per cent
of the revenues were allotted to items
generally regarded as uncontrollable, and even
in 1929-30, when the effect of the war cost
had been shown in our expenditures, the
proportion was but 44 per cent, as compared
with 62 per cent last year. Although it is
not possible at this date, except by certain
arbitrary assumptions, to make exact ealcula-



MAY 1, 1936

2377
The Budget—2Mr, Dunning

tions, mevertheless it is obvious from an
examination of the expenditure statements
that the burden of the war cost, both direct
and indirect, is even to-day a major factor
in our budgetary situation,

A statement showing the proportion of the
revenues required for fixed and uncontrollable
expenditures in the years 1913-14, 1929-30 and
1935-36, follows:

Proportion of Dominion Revenues Required for Certain Uncontrollable Expenditures

- 1913-14 | 1929-30 | 1935-36
%o %o

Interest on debbe. .. vv ve vr vr ve ee e e e e e s 8.61 | 27.54 | 36.19
European war PensionB.. .. .v sy 4s as ea as se se as 8.86 11.19
Old age pensions.. aiE GaEn e AW e e A W N e G .35 4.51
Other pensions and superannuation.. .. .. .. +. .o o0 o0 o0 oy .51 1.01 1.22
Care of returned soldiers.. .. .. .. «v vi vi v wu e wn 1.493 2.90
Subsidies to provinees.. .. .. .4 4u vh ae e el . i3 & 7.53 2.83 3.70
Other items.. .. .. .. .. P ey e 2.07 1.22 2.25
18.72 43.74 61.96

pEFICIT 1935-36

Taking the total revenues for the year at
$372,100,000 and the total expenditures at
$534,291,000, there is an over-all deficit for
the last fiscal year of no less than $162,191,000.

This, of course, takes into account the
railway deficit as well as all direct govern-
mental expenditures and makes allowance for
special receipts. It compares with a total
deficit in the previous year of $116,134,000.
It represents the gap between total income
and total outgo which must be bridged. I
shall have some comments to make on this
deficit at a later stage.

LOANB AND INVESTMENTS

In addition to provision for the expendi-
tures of the year as already outlined, loans

and investments to the amount of $60,400,000
were made.

LOANS TO PROVINCES

The most important of these were loans
to the four western provinces aggregating
$42,300,000, under authority of the relief acts.
The net amount loaned was very much greater
than in any previous year due chiefly to
large loans to the provinces of Alberta and
British Columbia to meet maturing obliga-
tions. For this purpose $5400,000 was
advanced to Alberta and $5,900,000 to British
Columbia. Loans were also granted for the
financing of relief expenditures including
public works and agricultural relief and for
seed grain and seeding operations. The
amount of loans to each province, classified
as to purpose, are shown on the following
statement:

Loans to Provinces under Relief Acts, Fiscal Year 1935-36

. Saskat- British
Purpose Manitoba chewan Alberta Columbis Total
$ $ $ $ $
For provincial purposes including public
works, direct relief and agricultural relief.| 4,183,655' 8,146,044 | 7,232,000% 6,195,000 | 25,756,600
To meet maturing obligations..........ooofivee oo liiiininnns 5,435,000 | 5,971,000 | 11,406,000
For re-loan to municipalities................ 537,000 145, 000 450, 000 400, 000 1,532,000
For seed grain and seeding operations.......{............ 6,000,000 |......cocvviinnininninn 6, 000, 000
4,720,655 | 14,201,044 | 13,117,000 | 12,566,000 | 44,604,699
Less cash re-payments and credits applied..| 2,324,429 45,565 13,000 7,555 2,390,549
Net loans during 1935-36..........ccvvvenen. 2,396,226 | 14,245,479 | 13,104,000 | 12,558,445 | 42,304,150

Inecludes $408,155 for drought area relief including seed grain.
Nncludes $1,050,000 for agricultural relief including seed grain.

The amount due by the provinces at the
beginning of the fiscal year was $74.200,000.
With the addition of the loans made during
the year, the total of dominion assistance
by way of loan to the four western prov-
inces under, the relief acts, now stands at
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$116,500,000. The dominion holds one-year
treasury bills of the provinces bearing in-
terest at the rate of 4% per cent to July 1,
1935, and 4 per cent thereafter, in respect of
these loans. The provinces of Manitoba,
Alberta and British Columbia have paid



2378
The Budget—Myr, Dunning

COMMONS

the interest in cash as it became due, but
the province of Saskatchewan, being unable
to meet all of such payments, has covered
the interest accruals on the major portion
of its outstanding loans by tendering treasury

bills to the dominion. A statement of the
loans to date by provinces, showing gencrally
the purpose for which they were granted,
follows: ;

Loans to Provinces under Relief Acts

Net Amount outstanding at March 31, 1936

Loans
Loans Loans for provineial
specifically specifically purposes
st to meet for agricultural generally Total
maturing relief including including
obligations purchase of publiec works
and interest seced grain and direct
relief
$ $ $ ]
Manitobl.....coviciminveiaiannes scais 1,139,455 244,400 14,121,000 15,504,855
SagkatchewWnn . o cvmmstmaneminiey 3,034,341 13,892, 633 30,541, 655 48,368, 629
Alberts s mna A e 8,577,000 3,322,000 13, 182,000 25,041,000
British Columbia..............covveunn. 11,262,109 |............. e 16,310, 571 27,572,680
24,912,905 17,459,033 74,155,226 116,527, 164

OTHER LOANS AND INVESTMENTS

Loans to the Canadian National Railway
Company for capital expenditures and retire-
ment of debt, as already referred to, amounted
to $7,574000. Purchases of equipment for
the Canadian Pacific Railway Company and
loans to that company for equipment repairs
—all as provided under the Supplementary
Public Works Construction Act—amounted
to $4,629.000. Agreements between the gov-
srnment and the company provide for the
payment of interest and repayment of the
principal by instalments over a period of
years.

The government’s investment in the Cana-
dian Farm Loan Board was increased in the
year by $7,933,000. Of this amount, $175.000
was for the purchase of capital stock of the
board, $7,550,000 for purchase of bonds, and
$208,000 for the purchase from various prov-
inces of capital stock subscribed by them
during the period in which the provinces par-

ticipated in the farm loan scheme. The total
investment of the government in the board
now amounts to $16,790,000. While the
board operated at a loss during the fiscal
year, provision therefor will be made from
the reserves set aside in previous years,
Bonds of the board are now being purchased
on a 3} per cent basis.

Under investments there are also included
91,439,000 advanced during the year to the
harbour commissions at Montreal and Van-
couver. These loans are carried as active
assets as both these commissions have paid
a substantial proportion of the interest
charged on their indebtedness.

During the year, repayments totalling three
and a half millions were received in reduc-
tion of soldier settlement loans and loans
to provinces for housing.

The following statement shows the amount
of loans and investments (active assets) dur-
ing the last fiscal year, with comparisons
for the four previous years:

Loans and Investments Active

(000 omitted)
Estimated
—_— 1931-32 1932-33 1933-34 1934-35 1935-36
. . o $ $ $ $ £
Provinces—under relief legislation.......... 22,634 15, 565 13,115 22,909 42,304
Canadian Farm Loan Board. ..| 1,608 871 416 | 353 7,933
Canadian National Railway, 41,121 14,677 2,628 16,579 7,574
Canadian Pacific Railway. DU [ PUOUSUUT]) SOOI 1| PSS || S 4,629
Harbour Commissioners................... 12,138 650 1,677 393 1,439
Soldl_er land settlement.................... 483 Cr.| 92Cr.| 2,492Cr 571 Cr 555 Cr.
Provinces—housing............coovviuinnn. 150 Cr.| 139 Cr. 213 Cr. 397 Cr 3,003 Cr.
Other.....ccoovvvevnnnn G R 115 Cr.| 409  |oenssseani]ieisssaeein 82
76,753 32,001 15,131 39,266 60,403

[Mr. Dunning.]
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LOAN FLOTATIONS

New issues of dominion obligations during
the year totalled $£500,000000, exclusive of
temporary financing in connection with which
repayment was made before the close of the
fiscal period. These issues, to the extent of
§$297,000,000, were for the purpose of refund-
ing maturing obligations. The balance of
$203,000,000, representing the net increase in
funded debt and treasury bills during the
year, was issued for deficit and other current
purposes. This large amount of financing was
successfully carried out at lower rates of
interest both for short and long term issues
than ever before, At the close of the fiscal
year the average rate of interest on the out-
standing funded debt and treasury bills, was
3:9 per cent as compared with a correspond-
ing figure of 4-156 per cent a year ago.

Three issues amounting in the aggregate to
$164,000000 were made in the United States
for refunding purposes, including redemption
of Canadian National Railway bonds already
referred to. These were the first public
fAotations by the dominion government in that
market for several years and necessitated
registration under the United States Securities
Act. The interest cost to the government
wus 2-09 per cent for three-year notes, 2-96

per cent for ten-year and 3-63 per cent for
twenty-five year bonds.

The issues in Canada, exclusive of treasury
bills, totalled $303,000,000. The sale of
$135,000,000 of one-year and three-year notes
was made to Canadian chartered banks in
September last, mainly to meet maturing
short term obligations held in large part by
those institutions. Two public offerings were
made, one dated June 1 for $60.000,000 and
one dated November 15 for $75,000,000. The
interest cost to the government ranged from
1:90 per cent for one-year notes to 3-10 per
cent on twenty-year bonds.

The $33,203,000 of 5 per cent school lands
debenture stock held by the prairie provinces
were again renewed for one year at the same
rate of interest. ;

The policy of selling three-months treasury
bills in the Canadian market was continued
during the year, and the amount of issues
outstanding was increased by $33.300,000. The
rate of discount on these bills dropped from
1:698 per cent on April 15, 1935, to 999 on
March 16, 1936. Since that date, further
issues have been made, the record low cost
of -879 per cent being obtained on April 15.

I now place on Hansard a statement giving
the essential details of the new issues made
during the year:

Loan flotations 1935-1936

Tssue date Maturity date In::{:“ | Where payable | Price c&i:o Algr;ggst
per cent per cent
193 5=
June 1.............. June 1/43......... 2% |(Canada.. 99-50 2-57 20.000,000}
June 1.............. June 1/65......... 3 |Canada........ 98-50 3-10 40, 000,000
July: Lo ivieies July 1/36......... 5 Cxinad; )(School 10000 5-00 33,203,471
ands
Aug. .{Aug. 15/45......... 24 |New York. 96-00 2-96 76, 000,000
Sept .|Sept. 15/36 13 |[Canada.... 99-61 1-90 45,000.000}
Oct .|Oct. 15/38.. 2 |Canada.. 99-2175 2-275 90, 000, 000
Nov .|Nov. 15/39 2 [Canada.. .| 99-43 2-15 20, 000,000
Nov.15 June 1/55 3 |[Canada......... 98-75 3-08 55, 000, 000
1936-—
Jar T s Jan. 1/39......... 2 |New York......| 99-75 2:09 40,000,000
1) VS 1 RN —— Jan, 15/61......... 3} |New York...... 93-86 3-63 48,000,000
467,293,471
Increase in short term treasury bills outstanding March 31, 1036, over March 31,1935, ........| 33,300,000
$500, 593,471
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The following i3 a statement of the unmatured funded debt and treasury bills of the
dominion outstanding at March 31, 1936, sho wing also the annual interest charges thereon:

Unmatured Funded Debt and Treasury Bills, as at March 31. 1936, and Annual Interest Charges

Amount | Annual
. Rate Where
Date of Maturi of Interest
ty per cent Payable Yoan Charges
cts. $ cts
IMETEY Lo nv i R 5 |Canada......... 33,293,470 85 1,664,673 54
s L L T, 1} [Canada......... 45,000,000 00 675,000 00
Oct. 15.... ... o 2" |Canada ........ 63.336.000 00 | 1,266,720 00
N | T L 5 |[Canada......... 79,535,200 00 3,976,760 00
B R R e 5 |Canada and
New York 89,787,000 00 4,489,250 00
3 0.7 I 1 1~ P TS ] 5} |Canada......... 236,200,800 00 12,996,489 00
1938 July J.eovnireiiiiisiiinnnannanns 3 |London 8,071,230 16 242,136 90
July 1o 3 |Londom..... 18,250,000 00 547,500 00
JULY: Ao iverineemamenrannonsnnrsonnesy 3 |London......... 10,950,000 00 328.500 00
2, - X Poetese 34 |Lorndon......... 15,056,006 66 526,960 23
.- T A O N 2 |Canada. .. 90,000,000 00 1,800.000 00
MBIn L il saeriees 2 |New York...... 40,000,000 00 800.000 00
L O | i i P e 4 |Capada..... 47,269,500 00 1,890,780 00
O 2B ..civiiiiiiisinirimvivivasinssas 2} |Canada..... 7.933,000 00 198,325 00
NOVAB . ..o vsvassissuainnmsswsninines is 2 |Canada..... 20.000. 000 00 400.000 00
1040 Mar. B....ooeininiiniraiinnninannnnns 3 |Canada........ 115.013,636 82 3.450.409 10
» Jececressesearonecscanssernonnsnes 4} |Canadg......... 75,000,000 00 3.375,000 00
1M1 Nov.15...c.ooiiiiinnnnnenrnnsnsnnnnnss 5 |Canada......... 141,663.000 00 7.083.150 00
R0 S | A e e S 3 |Canada......... 40,409,000 00 1,212.270 00
IO Jut 1..ciiveisenssasnansdnesiinssinss 2} |[Canada......... 20,000, 000 00 500,000 00
[, B | A 5 S Pl 5 |Canada......... 147,000, 100 00 7.350,005 00
PMOBE, BE...vvviensnissosmissonsss siimes 4} [Canada......... 50,000,000 00 2,250,000 00
1945 Apg. 15.. ... . iiniiiiinenancananannnnns 2} |[New York...... 76,000,000 00 1,900,000 00
3T | R T N Y | 4 |Capada......... 88,337,500 00 3.533,500 00
L T T R e S 4} |Canada......... 45,000,000 00 2,025,000 00
1o 7 S R SR e B PR LA 2% |[London......... 4,888,185 4 122,204 84
R A [ e R SR o 3} |Canada......... 138,322,000 00 4,841,270 00
I090:-Judy. L.iccvisiiasiciinnaiisavasnivionsai 3% |London.. 137,058,841 00 4,797,059 43
I MaY L....civeaiivinsanns WREE R e 5 |New York...... 100,000,000 00 5,000,000 00
OO, 1B .. v su v arissinansarminnasssasibenss 4 |[Canada..... 56,191,000 00 2,247,640 00
1955 May 1.....coviniiinniinnenasinennnnnes 3t |London... 48,666, 666 A7 1,581,666 67
? [T R e | 3 |Canada... 40,000, 000 00 1,200,000 00
e L i ieisasiase iasaivasedey 3 |Canada..... 55,000,000 00 1,650,000 00
1958 Now. 1. ..oiiviivenines R e 4t Canada..... 43,125,700 00 1,940,056 50
T £ R (A s S e S 4} [Canada..... 37,523,200 00 1,088,544 00
1958 Sept. 1.....ccvivvcncinsen v B e ae 4 |London......... 73,000,000 00 2,920.000 00
Nov. 1..... S SR R S SRR Ve 4} [Canada......... 276,687,600 00 | 12,450,942 00
1959 Nov. 1....... N T — 4} |Canada.. 289,693,300 00 13,036,198 50
1960 Oct. 1..... O — R 4 |London......... 93,926,666 66 3,757,066 67
L0 S N 4 |New York... 100, 000.000 00 4,000,000 00
1961 Jan. -15............. sseeen YT T SR 3% [New York...... 48,000,000 00 1,560,000 00
Treasury bills due April 1, 1036, 1-19 per cent, Canada................... 25,000,000 00 | 207,500 00
Treasury bills due April 15, 1936, 1-15 per cent, Canada................... 25,000,000 00 287,500 00
Treasury bills due May 1, 1836, 1-09 per cent, Canada.................... 30,000,000 00 327,000 00
Treasury bills due May 15, 1936, 1-05 per cent, Canada.................... | 20,000.000 00 210,000 00
Treasury bills due June 15, 1936, 0-999 per cent, Canada................... 20,000,000 00 199,800 00
3,265,287,004 46 | 128,507,577 18
Payable in Canada............. R R AR $2,401, 633,007 A7 73:55%
Payable in Canada and New York..........ocvvvvvnnnnn. 89,787,000 00 2.75%,
Payable in New YOIk, .. . siscncmrivensvivasmmsmisrsanss 364,000,000 00 11-15%,
Payable in London.......cooevveennnn. e enea e, 409,867,596 79 12-55%

$3,265, 287,604 46 100-00%
Less bonds and stocks of the above loans held as sinking
fundly, o e P A P A A L e 58,168,944 35
. $3,207,118.660 11

(a) Tax free in Canada.

[Mr. Dunning.]
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Now with regard to our old friend the na-
tional debt.

THE NATIONAL DEBT

At March 31, 1936, the unmatured funded
debt and treasury bills of the dominion out-
standing, less sinking funds, amounted to $3-
207,000000. To this amount are to be added
other liabilities, mainly composed of insurance
and superannuation funds, post office savings
deposits and certain trust and contingent
accounts, amounting to $225.000,000, to arrive
at the gross liabilities of $3,432,000,000. Active

assets, including cash on hand and investments,
amounted to $424,000,000. After deducting the
latter figure from the gross liabilities, the net
debt at the close of the fiscal year amounted
to $3,008,000,000. When we left office in
August, 1930, the net debt of the dominion
stood at $2,141,000,000, the increase in the
interval being $867,000,000. The total funded
debt increased almost one billion dollars in the
period.

I now place on Hansard a statement show-

ing the assets and liabilities as at March 31,
1936:

Liabilities, March 31, 1936 (estimated)

Bank Circulation Redemption Fund.. s e wasesses ww s neras e sses: ww wel 0,808,000
Insurance and superannuation funda—-
Government ANNUILIES.. .. v 2v vu vu vr we ve we ne ve ae ee .oB 66835000
Insurance fund, civil service.. .. .. .. v vt vr er ve nn e as 0,000
Insurance fund returned soldiers.. .. .. .. .. .00 UL 14 777 1000
Retirement fund.. .. .. o [He W R e W B MW Ve wd e a4 8361000
Buperannuation funde.. <. a5 v S5 Wi Gl v ah vE e b fiw 51,140,000
151,103,000
Trusts funds—
Indian funds.. .. EE WG W bR AR O SN W ok e s A 13,929,000
Common school funds. . .. G WE e SEw 0k e BE aw oh B 2,676,000
Contractors’ securities derposlts . Vi R A R S dem W ww e 1,551,000
Othet trdet I0BdB.con o wa sowiw w0y Doy aor S e Walee T e 2,870,000
— 21,026,000
Contuégeut and special funds.. S e e 5,877,000
Post Office money orders, postal nutes, ete. outsts,ndmg % e 2,736,000
Province accounts. . W e e wh RE e B e de e 9,624,000
Post Office savings bank deposits.. .. .. .. o oo oo e o oon e 22,050,000
Funded debt—
Unmatured.. .. . . wo wwien we e v e 5,007,119.000
Matured but mot preaented for payment.. B G R e AT WE W 4,228,000
3,211,347,000
Interest coupons matured but not presented for payment.. .. .. .. 2,050,000
$3,432,671,000

Assets, March 31, 1936 (estimated)

Active asseta—

Cash, working capital advances and other current assets.. .. .. .. ..

$ 24,043,000

Gold bullion BECOUNL.. cu 44 t4 40 v bu we ee ee ee e se o as we s 2,287,000
ans to provinces—
HousiDg. . ve o3 ae waiae 50 55 aeiles 5% S aues 55 dees ve weF . 8768000
Relief Acts.. i W e S e e oA e B e AR, Be e saeriem 116,986,000
—_— 123,764,000
Loans to foreign governments—-
Greece.. .. . G S W SR RaTERe R e 98 Seweeer e ek e 6,525,000
RoUMANIA.. v cv v0 to 26 20 20 se o0 o0 s0 an 20 on o0 20 o0 2s 23,969,000
—_— 30,494,000
Loans to harbour commissioners—
MonEresl e w3 ww o warwm mu ww win EEEE wn ee awiEe: s &R e 59,134,000
WABCOUNE e op se oo saidsmaysinaies 06 & a6 ae CRpselEs: 00 o W e 23,744,000
New Westminster.. .o «o e ov cv ve on ae oo "y v e e 75,000
83,153,000
Loans under Dominion Housing Act.. .. +v vv oo ve ee o0 o0 o0 on 82,000
Bond holding 8ccount.. .. .v ce vv o4 v es o0 tr owe en e ne en ws 659,000
Canadian National Rm]ways B, e e ‘e 41,458,000
Canadian Pacific Railway.. v «v «v vv tn ve ve oo o . wie i 4,629,000
Canadian Farm Loan Boar . 6 o S aie i® 5 : 16,790,000
Soldier and general land Settlement.. .. o\ ve se oo se se sn er an a 43,630,000
Seed grain and relief advances.. .. . swimne SN AR 2,358,000
ana ian government railways open ‘and stores account.s Sor i e Tn 15,749,000
Deferred chlts—
Unamortized discount and commission on loans.. .. .. .. .. .. 35,284,000
$ 424 380,000
Net debt March 31, 1936 (estimated).. .. .. .. v0 «v 4o . 3,008,291.000

Represented by—

Non-active assets, March 31, 1936 (estimated)
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Assets, March 31, 1936 (estimated) Concluded

Capital expenditures—

Public Works—
Canale., .o ve vv e v b e 00 es a0 ee an ee ae ea e o3 242,871,000
RailWaYS.. 0 v ov v ve wr vs ee en n v ae ee ae ae .. 443,100,000
Public buildings, harbour and river improvements.. .. .. .. 264,929,000
Military property and stores.. .. .. .. .u vu oo o2 2u o0 .. 12,035,000
Territorial aceounts.. .. .. vv vv ve vh ve e ne we se oen s 9,806,000
972,921,000
Loans non-active—
Canadian National Railways.. .. .. .. .. oo cv e on e on oe 655,527.000
Railway accounts (old).. .. .. v. o tu we wr ve en s an s as 88.399.000
Canadian National Steamships.. .. .. «0 c0 e ae on o0 oe on oo 15,508,000
Harbour commissioners—
UEDBC. . vt vt 44 e ee we me ws s sw se s owa s s s s 26,293,000
hicoutimi.. .o oo oo oo se eu o we =5 we sa sa 20 on 4 oo 3,539,000
AT, s oo Fe SiliaiE BB Y Eh A Fe WE e e iear e 9,515,000
Saint Fohno: ou s e wh R et st Gt D aw G Geie e ted e 14.046,000
Thite Biverns o s ki 35, sacum o% ms weven ve oo woiee: os. SHLGEN00
Montreal (Jacques Cartier bridge).. .. .. .. .. v 0 o0 o 2,504,000
B —— 59,041,000
Seed grain and relief advances.. wie namy e nems wm awwl mw i e 536,000
Soldier and general land settlement.. .. .. .. .. .. .. .0 .. . 16,514,000
Miscellaneous advanCesB.. .. .o «o s 20 2 s a5 2s a8 ss 2 ws 3,525,000
Consolidated fund—
Balance, consolidated fund, brought forward from Marech 31, 1935.. 1,042,806,000
Excess of expenditure over revenue, fiscal year ended March 31,
1936 (estimated).. .. «v v ve an te ws ee ee ee ae s se e 153,514,000
— 1,196,320,000
$3,008,291,000

INDIRECT LIABILITIES

Bonds and debenture stocks bearing the
guarantee of the dominion outstanding in the
hands of the public at the close of the fiscal
year amounted to $994,600,000. The increase
during the year was $7,300,000, accounted for
by changes in Canadian National Railway
issues, including the funding of a temporary
loan from the government outstanding a year
ago.

Other contingent liabilities are those arising
out of guarantees given pursuant to the relief
and other acts. During the year the govern-
ment gave guarantees under authority of the
Canadian Wheat Board Act. The amount of
these guarantees at March 31, 1936, was about
$58,000,000.

'Mr. Duaning.]

The guarantee of bank loans to the Canadian
Pacific Railway Company, the original amount
of which was $60.000,000, was further reduced
during the fiscal year by $12,000,000, the in-
debtedness at March 31 being $36,000,000.
The government is advised that the company
has made arrangements to liquidate the
balance of the loans on May 1 and the
dominion will be relieved of its liability with-
out loss.

The guarantee arising out of the assumption
by the chartered banks of the liability of the
Province of Manitoba Savings Office was
further reduced during the year by $1,500.000.

The amounts of the bonds and debenture
stocks and other indebtedness guaranteed by
the dominion are shown in the following
statement:
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Bonds and Debenture Stocks Guaranteed by Dominion Government
Asg at March 31, 1936
. Interest Amount
Date of maturity Issue cate outstanding
per cent ] cts,
Sept. Grand Trunk 6 24,220,000 00
May ...|Canadian National. 2 13,400,000 00
Teb. .|Canadian National. 2 55,000, 000 00
May ,|Canadian National.., . 3 35,000. 000 00
July ..|Canadian Northern............... (i1 24,238,000 00
April New Westminster Harbour Comm -
BIOW e e nsaaie 43 700,000 00
Dee. 15 Canadian National. 3 20,500, 000 00
Sept. 1 ...|Canadian National 43 50,000,000 00
Aug. 1 e .|Saint John Harbour Commissio 5 667,953 04
Feb. 15 s anadian National 3 25,000, 000 00
July 10, 19 Canadian Northern 3 9,359,996 72
Feb. 1, ..|Canadian National 5 50, 000,000 00
Mar.: A, 1988, i iiiiianiocisdi Canadian National (West Indies)
Steamships............cvvvvinnrnns 5 9,400,000 00
J]me f LR LT Canadian National.................. 41 50,000,000 00
Feb. 1, 1956.....cccvvivininnncninnnn.. Canadian National.................. 4} 70,000,000 00
July L, 1957, ieniiieresnsntnnrnnnnns Canadian National.................. 4 65, 000, 000 00
July: B0, W8GR RTG Canadian Northern................. 3 7,846,548 57
May 4 1960.........000 0000w Canadian Northern Alberta......... 34 3,149,998 66
May 19, 1961.......0000iremnnnsnnninnss Canadian Northern Ontario......... 34 34,229,096 87
Jan. Ly 3902 ccuvsvimnsnan ammmasmans Grand Trunk Pacifie................ 3 34,992,000 00
Jan. A L Grand Trunk Pacific................ 4 8,440,848 00
July 1, 1860, ... iuieiiiniiniinnnnnnns Canadian National.................. 5 60,000,000 00
Oct: A, 3080 iy e Canadian National .................. 5 60, 000,000 00
I} P R o Harbour Commissioners of Montreal & 19,000, 000 00
Fob.: 1 1000 i oot e Canadian National.................. 5 18,000,000 00
By tenders or drawings..........coovvenenn. Canadian National.................. 2 25,189,243 73
Various dates, 1936-54..................... City of Saint John debentures,
assumed by Saint John Harbour
. Commission...................... Various 1,208,527 74 .
Serial, Feb. 1 and Aug. 1, 1936-1038........ Canadian National eqpt. “G"....... 5 3,750,000 00
Perpetunl. i v g iniiiin S Grand Trunk guaranteed stock.. 4 60,833,333 33
TR e S e R e e Grand Trunk debenture stock....... 5 20,782,491 67
R T Great Western debenture stock...... 5 13,252,322 67
Bl s A R A Grand Trunk debenture stock....... 4 119,839,014 33
B e A S Northern Railway of Canada deben-
Tl T SRR R R A 4 1,499,979 67

$994, 550,255 00

Bank advances, re Province of Manitoba Savin
Bank advances, re government of Newfoundlan S MR EE TR ww W

Bank advances, re Canadian Pacific Railway Company.

Other

Indebtedness Guaranteed

EBOIﬁce.. SE e e G e

Estimated principal
amount outstanding
March 31, 1936

Bank advances, re Dominion Steel and Coal Corporatmn (order for ra:ls)

Province of British Columbia treasury bills.. .. ce e e es
Province of Manitoba treasur
Bank advances, re Canadian

Bank advances and other liabilities, Canadian Wheat

bills. .

ca wa

noperahve Wheat Producers Ltd. .
Board.. .... .. .

Reserve of chartered banks on deposit in Bank of Canada..

$ 7.305.541

625,000
36,000,000
217,134
626,533
5,894,127
370,000
58.260,000

188,202,917

I have already announced that the over-
all deficit for the last fscal year is estimated
at $162,191,000. The size of that deficit
cannot fail to have impressed the house.
seriousness is enhanced by the fact that it
is but the latest in a series of deficits which
havo averaged uver $138,000,000 per year dur-

BUDGET FORECAST 1936-37

ing the past six depression years. The mag-

Its

nitude of these deficits, and particularly of
the latest one, is such that in my opinion few
honourable members will be disposed to ques-
tion the declared purpose of the government
to end in the shortest practicable time the
era of recurring deficits. That purpose the
government intends to pursue steadily as an
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assential condition of the restoration of busi-
ness confidence and the free functioning of
private enterprise. This, it is believed, will
contribute more effectively to the solution
of the problems of unemployment and de-
pression than any other single thing which
governments can do.

I am not an alarmist. On the contrary, I
im confident that common sense and sound
:conomic policies can solve our immediate
problems. Moreover I am convinced that
this country can bear all the burdens which
the war and the depression and past mistakes
have saddled upon it, great as they have
been. Nevertheless I believe that no country
can go on indefinitely with heavily unbalanced
budgets and continue to maintain either the
-onfidence of investors or the basis upon
xhich her economy can function healthily
and vigorously. We have now reached the
stage where delay should no longer be toler-
ated. We must make an immediate approach
to a balanced budget and we must be able
to show that complete equilibrium can be
-eached within a reasonable time.

I am well aware that this will be called a
doctrine of deflation. Indeed, I have heard
it said recently that Canada has been fol-
lowing a policy of “heroic deflation” and that
she should take a leaf out of the book of
the mother country. It is not easy for me
to understand how departure from the gold
standard, recurring deficits, financing by bor-
rowing, of the magnitude of those which I
have outlined, and a monetary policy which
has allowed the Canadian dollar to fluctuate
approximately at par with the managed sterl-
ing standard and with the devalued United
States dollar and which has made possible an
expansion of the country's cash base just as
rapidly as that of Great Britain, can be
described as deflation. More careful analysis
would rather appear to indicate that in these
financial matters about the only point in the
British program which we have not already
adopted is her policy of keeping the budget
balanced. That, as everyone knows, was
regarded by Great Britain as the very corner-
stone of the recovery program. So much so
that the latest British budget imposes sub-
stantial increases in a tax structure of already
harassing proportions in order to provide
funds for increased expenditures considered
necessary for purposes of national defence.

In my opinion it is not feasible for us to
achieve a complete balancing of our budget
immediately. That I am bound to admit
would involve deflation and to a degree that
would probably prove intolerable. What we
can and must do is to make an immediate,

IMr. Dunning.1

appreciable approach to a balanced budget
as the first step in a definite, positive pro-
gram which will assure the attaining of our
final objective within a limited period. I
shall now outline the measures which we
propose to take and indicate the considerations
which have influenced us in each case.

On the expenditure side our first step has
been to put an end to the era of “blank
cheques” and to reestablish the control of
parliament over both the character and the
amount of government expenditures. Before
the house rises a complete presentation will
have been made of the amounts which the
executive branch of government believes it
will be necessary to spend during the year
and these amounts will have been duly au-
thorized by parliament. The main estimates
for 1936-37 which were brought down some
time ago were designed to cover the ordinary
operations of government. TUnquestionably
they should be, and they will be, more than
amply provided for by ordinary revenues.
The special supplementary estimates, recently
tabled, were intended to make provision for
those special or emergency needs, chiefly the
costs of unemployment relief and the deficits
of government owned enterprises, which arise
out of the abnormal conditions now prevail-
ing. Later, the usual provision may be neces-
sary by way of further supplementary esti-
mates for a moderate amount of additional
expenditures not taken care of in the main
estimates. With this procedure the public
will be assured that the aggregate of those
authorizations will represent at least the maxi-
mum to be expended during the present fiseal
year. I am convinced that this traditional
procedure will make far sounder and more
economical administration.

Such savings as can be made in ordinary
expenditures by more effective control on
the part of spending departments and by a
painstaking search for economies, elimination
of waste and duplication of effort, will be
effected to the maximum possible extent. It
is apparent, however, that the opportunity
for reductions, except by elimination of
essential services is limited.

The two major obstacles to a balanced
budget are the cost of unemployment relief
including relief undertakings and the Canadian
National Railways deficit. Canada’s success
in reducing these two classes of expenditure
will be the measure of her progress both in
achieving a balanced budget and also in
furthering the march of recovery.

In so far as the Canadian National is
concerned, the house is now familiar with the
progress already made. As shown by the
special supplementary estimates, the railway
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is asking us this year for $39,900,000 on
account of its net income deficit for the
present calendar year. This compares with
$47,400,000 in 1935 and with the depression
peak of $62,100,000 in 1932. In view of the
railway measures now before the house, this
is not the appropriate time at which to dis-
cuss the government’s railway policy. I may
say, however, that we are confident that this
cash deficit can be further substantially re-
duced as a result of the measures which will
be taken to place the management of the
road on a more responsible basis.

In regard to the other major cause of our
deficits, the outlines of a well-knit and compre-
hensive program designed to meet the un-
employment problem have already been pre-
sented to the house. For the first time since
the depression began, a serious effort has
been made to compile the statistics necessary
to give us the essential factual basis for anal-
yzing the range and specific character of the
problem with which we are faced. If diagnosis
should precede remedy, that step should
‘commend itself. In the second place, we
have provided for the appointment of a

Taxation revenue:

representative national commission which will
be charged with the functions of investigating
relief methods and policies now in effect of
enlisting the cooperation of the provinces,
the municipalities, employers and employees’
organizations and other public and private
agencies throughout the dominion, and of
making recommendations as to the best
methods of handling relief and providing
remunerative employment. In other words,
we are seeking to mobilize all our resources
in a nation wide cooperative attack on this,
the most urgent of our immediate national
problems. Finally, we are providing in the
special supplementary estimates for the money
necessary to meet direct relief costs and to
carry on a program to provide employment
through constructive undertakings on a scale
commensurate with our financial resources.

Knowing what our total expenditures are
likely to be, we are now in a position to
consider what taxation and other revenues
we should budget for. On the basis of the
tax and tariff rates now in effect, it is esti-
mated that the revenues for the present fiscal
year will aggregate $387850,000 derived from
the usual sources as follows:

Customs dutieB.s vu ve vo oo 2o 44 o4 se ss ws ss 2s 4s sn ss wn ss as oo +s 3 75,000,000
Excise dutieB.. .. ve ve th vt s e we se se me o se e se we s se te e ee 46,000,000
Ineome BaX.. vu cu ve s ve e ek me sn e e el en ws e e we es e we s 87,000,000
BaleB taX.. .. ti ti ti ah tr et we el ee ee e s s e e ee e e ee s 80,000,000
Manufacturers’, stamp, importation and other special taxes.. .. .. .. .. 42,000,000

Total taxation TeVEDUE.. .. .. v vu se 2n an 2s +s on ss o+ oo oo $330,000,000

Non-tax revenue:

Post Office. . s oo 5 i anins v ak b 63 epoe me se, os »e o 3 .. $ 33,500,000
Interest o TUVEBEMIENEE. s 5 i 3 S5 o5 B8 mELes sl o Wb b b B e Dww e 11,350,000
OLher BOUYCEB.s. v ws i o0 me as o4 4% &8 o8 56 56 4wk sa we w =P 13,000,000

Total non-tax revenue.. .. .. v «0 o4 os i S6 &N R um Wa 57,850,000

Grand total revenue.. .. .. .. .. .. .. b & Wl e W 387,850,000

As the main estimates and the special
supplementary estimates call for expenditures
of over $509,000,000 to which will have to be
added any further supplementary estimates,
it is apparent that the deficit for the year
would probably total over $125,000,000 with-
out taking into account possible losses on
wheat, unless provision is made for additional
revenue by way of mew or increased taxes.
For the reasons already given, vitally affect-
ing, as I believe, our national welfare, 1 feel
it necessary to budget for a deficit this fiscal
year of less than $100,000,000, not taking into
account any further losses resulting from
wheat marketing operations which of course
are unpredictable. If this can be accomplished,
it will represent a definite improvement com-
pared with the deficit of $162,000,000 for the
last fiscal year.

It therefore becomes necessary to provide
for additional taxation revenue in the amount
of approximately twenty-eight to thirty
million dollars. In imposing new tax levies,
one must bear in mind the desirability of
avoiding any undue retarding effect on busi-
ness recovery. The information which I have
given in the early part of this address indi-
cates that the national income is surely and
steadily rising. I am confident, therefore,
that the amount of new taxation which we
feel it necessary to impose will not have a
deterrent effect on the business trend which
is now definitely upward. Rather do I believe
that business men and the public generally
will gain new confidence from our endeavour
to grapple vigorously with our problems of
national finance and will be willing to cooper-
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ate wholeheartedly in shuring the new
burdens which are believed necessary.

It is now my task to outline the changes in
our taxation and tariff structure which are

vroposed.
INCOME TAX

The most important change to be made
under the Income Tax Act and the first pro-
posal for raising additional revenue is an
increase in the ordinary rate of tax om cor-
porations from 134 per cent to 15 per cent.
At the same time, where returns are con-
solidated, the rate will be raised from 15 per
cent to 17 per cent. In view of the extent
to which provineial governments are now
levying personal income taxes, and in view
also of the surtax on investment income
imposed by the dominion last year, it is not
oroposed to alter the existing schedule of rates
on individual incomes.

My next proposal relates to the metal min-
ing industry. The contribution which this
industry has made to the economic well-being
and indeed to the financial integrity of the
dominion during the depression years is well
known. Great as its development has already
been, a much greater future appears to lie
in store. In the opinion of many, we have
little more than begun to tap the wvaried
mineral wealth of this country. Moreover,
the most important branch of the industry,
namely, gold mining, is in the fortunate posi-
tion of producing a commodity for which
the demand appears to be unlimited. In
other industries production cannot be speeded
up without creating oversupply and breaking
the market. In the case of gold, however,
overproduction seems under present condi-
tions to be impossible and the price remains
fixed at least for long periods of time. On
the other hand, the industry is one in which
the risks are great, especially in the initial
stages. Exploration and development require
expenditure of large amounts of capital over
a considerable period of time. Private enter-
prise, therefore, can only be induced to enter
the field if the prizes to be gained for the
relatively few successes are attractive,

Because of these special characteristics, the
industry appears to offer & unique opportunity
for a constructive governmental policy de-
signed to stimulate an expansion of mining
activity with its resultant effects on employ-
ment and purchases of supplies and materials.
The government therefore proposes to grant
exemption from corporate income tax to any
metalliferous mine coming into production
between May 1, 1936, and January 1, 1940,
such exemption to apply to its income for

[Mr. Dunning.]

the first three years following the commence-
ment of production. This definite step to
encourage the development of the mining
industry combined with the additional provi-
sion for geological surveys and investigations
and for transportation facilities into new min-
ing areas made in the main and special sup-
plementary estimates should do much to ac-
celerate new exploration and development
work during the present year and the follow-
ing two or three years. I desire to add that
as uncertainty of taxation is a definite deter-
rent to the making of new commitments in a
hazardous industry, the mining industry may
rely upon it that this government will not
impose discriminatory taxation with respect
to mines. While the present government is in
power, mining enterprises can depend upon
treatment at least as favourable as that ac-
corded to other industries under the corpora-
tion income tax.

In view of the decline in interest rates,
it is intended to reduce the rate of interest
on unpaid instalments of income tax from
6 per cent to 5 per cent, and to lower the
penalty rate of interest with respect to
overdue tax from 4 per cent to 3 per cent.

The gift tax is to be altered by requiring
that payment of the tax shall be made
annually rather than at the time each gift
is made. Furthermore, gifts up to $1.000
annually to any one person will be exempt
from the provisions of the gift tax in future.

Finally, important changes are being made
in the treatment of companies which have
technically come to be known as “4 (k) com-
panies"—in other words, incorporated com-
panies “whose business is not only carried
on but whose assets, also, are situate entirely
outside of Canada.” This category will be
reserved exclusively for the type of indus-
trial or commercial operating company for
which it was originally created. A new cate-
gory will be provided for investment holding
companies wholly owned by non-residents,
which will be required to pay a tax on their
income at a rate equal to half the ordinary
rate on corporate incomes. Credit on this
tax will be given in respect of the 5 per
cent tax paid on last year's income dis-
tributed to non-resident shareholders, but
such companies will be required to pay the
5 per cent non-resident tax on income
accumulated but not distributed during the
period after the 5 per cent tax first went
into effect and up to the coming into effect
of this new tax. In future these companies
will, of course, not have to pay the 5 per
cent tax on dividends paid to their nom-
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resident sharcholders but will be taxed at
the higher rate on their income.

These changes in income tax, it is an-
ticipated, will provide for an inerease in
revenue of approximately $6,000,000.

SALES TAX

As a means of raising a substantial amount
of the additional revenue which must be
obtained in the ensuing year it is proposed to
increase the rate of sales tax from 6 per cent
to 8 per cent. It was our view that a moderate
increase in the existing sales tax which covers
the broad field of merchandise transactions
and for which efficient and economical machin-
ery for collection is already in operation would
be clearly preferable to singling out a few
particular items to bear an unjustly heavy
burden. I do not intend to impose “nuisance”
taxes in an effort to raise more revenue but
rather to utilize our existing taxation structure.

A few changes are to be made in the schedule
of exemptions from the sales tax. With a view
to simplifying administration and eliminating
double taxation certain materials consumed in
the process of manufacture commonly known
as “consumable materials” but not including
lubricating or fuel oils or plant equipment
will be placed on the exempt list. Paper and
ink used in magazines and periodicals will
also be given exemption. The only other
items to be granted relief from sales tax are
crushed stone and crushed gravel used in the
building or maintenance of provincial, county
and township roads; liver extract for use in
the treatment of anaemia; educational films;
and handmade drawings, or designs for use in
& number of manufacturing industries.

It is estimated that as 2 result of the above
changes in the sales tax the revenue therefrom
will be increased by approximately $23,000,000.

EXCISE TAXES

The most important changes in excise faxes
arise through the recent report of the Tariff
Board regarding the automobile industry. At
present there is a 5 per cent and 10 per cent
tax on automobiles imported or produced in
Canada with exemptions given in terms of
price and extent of cost of production, incurred
in Canada or in British countries. Following
the recommendations of the Tariff Board in
connection with this item, it is proposed to
replace the existing rates with a flat rate tax
of 5 per cent on all automobiles, regardless of
Canadian or empire content, on the value in
excess of $650. At the same time, it is pro-
vided that in no case shall the tax per auto-
mobile exceed $250.

A further recommendation which is being
accepted is that tires and tubes shall not be
subject to excise tax whem purchased by

manufacturers producing less than 10,000 auto-
mobiles or chassis each year if at least 50 per
cent of factory cost is incurred in the British
empire. However, a manufacturer producing
more than 10000 automobiles must have in-
curred at least 60 per cent of factory cost in
the British empire in order to qualify for
this exemption.

Other changes in excise taxes levied under
the Special War Revenue Act are of minor
importance. It is proposed to reduce the tax
on cigarette paper tubes from three cents to
two cents per hundred in order to equalize
the rates on flat papers and tubes. With re-
gard to the 3 per cent special excise tax on
imports, the changes contemplated are comn-
fined to a few additions to the schedule of
exemptions, including materials used in the
manufacture of binder twine and fishing rope,
paintings under tariff item 695a; educational
films; and handmade drawings or designs for
use in a number of manufacturing industries.

EXCISE DUTIES
Proposed changes in the Excise Act are
limited to a few relatively unimportant ad-
justments. The first of these equalizes the
excise duty on Canadian brandy with the
customs duty on brandy imported from South
Africa and Australia by lowering the excise
duty rate from four dollars per gallon to
three dollars. The second proposed adjust-
ment is a reduction of one dollar per gallon
in the rate of excise duty on spirits used in
medicines, extracts and pharmaceutical prep-
arations in order to bring it into line with the
rate applying to spirits used in the manufac-
ture of perfumes. Finally the excise duties
on imports of leaf tobacco are to be removed
from the Excise Act and transferred at the

same rates to the customs tariff.

CUSTOMS TARIFF

To-day’s customs tarifi proposals relste to
both the Tariff Act and the various schedules
thereto. Having in mind that they follow
closely upon the tariff revision effected by the
Canada-United States trade agreement and
immediately precede negotiations with the
United Kingdom, it will, I think, be generally
admitted that they are extensive and im-
portant. For purposes of record, the proposed
amendments may be classified as follows:

Reductions under all tariffs.. .. .. 37
Reductions under British pra'erenhal
tariff only.. .. . - 30
Reductions under British preferentm.l
and intermediate only.. .. .. .. 20
Reductions under intermediate only.. 11

Reductions under intermediate and
general only.. .. .. «o 1 4u vn .. B
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Increases under intermediate and
general only.. .. .. .. .. .. ..
Increase under intermediate only.. 3
Increases under general tariff only.. 2

12

Changes in the act itself include provisions
for a clearer definition of the heretofore
indefinite phrase “of a class or kind made in
Canada” and for a more just and equitap!e
administration of the so-called “dumping
clauses.”

Amendments proposed in the tariff schedules,
while not unusually great in number, affect
many commodities of extreme importance in
our national economy. Obviously it is im-
possible for me to touch upon all of these
in the course of my remarks: I trust that
hon. members will read the resolutions of
which I shall give notice at the conclusion of
this address, and which will form part of it in
Hansard in the morning, for details with re-
spect to many items. I shall, however, make
brief reference to some items, or groups of
items, in respect of which changes in duties
are contemplated.

By direction of my immediate predecessor
in office, the Tariff Board has been reviewing
duties applying to motor vehicles, cotton
products, gasoline, and yarns and fabrics of
artificial silk; and, at my request, has con-
ducted an investigation into the present state
of the furniture industry. I am to-day able
to lay on the table—in fact I have presumed
upon the goodness of the house to have them
placed on the table in advance of my address,
because of their bulk—reports from the board
relating to these subjects. After careful con-
sideration, the government has decided to
accept in each instance the rates of duty
recommended by the board.

Broadly speaking, the policy proposed in
respect of automobiles is, I believe, one that
will maintain the industry in Canada and, at
the same time, guarantee fair prices to con-
sumers. The relation—a vitally inter-de-
pendent one—of the so-called “parts” industry
to that of the huge manufacturing and
assembling plants has been closely studied,
and a feature of the new schedule is the
manner in which the attainment of a high
degree of Canadian content in the completed
vehicle is encouraged. It will be remembered
that under the Canada-United States agree-
ment recently approved by parliament, the
duties on automobiles were reduced from 20,
30 and 40 per cent, respectively, on the three
price ranges, to 174, 224, and 30 per cent, re-
spectively. It has been decided to make the
existing intermediate tarif of 174 per cent

[Mr. Dunning.)

apply to all automobiles and trucks—all of
which, (including parts for original equip-
ment, replacement or repair) will be free of
duty under the British preferential tariff.

The reference to the Tariff Board on yarns
and fabrics of cotton arose from a request
by His Majesty's Government in the United
Kingdom, under the provisions of the sgree-
ments of 1932, for a review of the duties on
these goods under the British preferential
tariff. The board was obliged, therefore, in
its appraisal of the situation—domestic and
British—to use the yardstick stipulated by
those agreements, namely: the equation of
the relative costs of production in the two
countries. The board has kept within the
terms of its reference and within the letter
and spirit of the agreement; and the govern-
ment, in tabling its report and accepting its
recommendations, desires to do the same. It
is proposed, therefore, to remove entirely the
specific duties on yarns and fabries of cotton,
under the British preferential tariff. It is
proposed, further, as properly following the
reduction on yarns and fabrics, to revise
the specific duties applying to cotton clothing,
wearing -apparel and manufactured articles
of cotton, by removing these duties entirely
on imports under the British preferential
tarif and by reducing them by one-half on
imports under the intermediate tariff.

The vital feature of the changes in the
petroleum schedule is the reduction of the
intermediate rate on gasoline to one cent per
gallon as compared with a rate, until recently
effective, of 2} cents. This reduction should
be of great importance to users of gasoline
throughout Canada and it is confidently be-
lieved that it can be effected without injury
to the Canadian refining industry.

In accordance with the results of the board's
inquiry into the tariff situation surrounding
artificial silk, it is proposed, under the British
preferential tariff, to remove entirely the
specific duties on both yarns and fabrics, to
reduce also the ad valorem rate on acetate
yarns, and to adjust the ad valorem rate on
the fabrics. As a corollary to this reduction,
the government proposes to reduce both the
British preferential and intermediate duties
on clothing, wearing apparel and manufactured
articles of artificial silk, this reduction on
the completely-finished articles being designed
to pass on to the consumer the advantage in
reduction of raw material duties given to
those who cut up the materials and manu-
facture the garments.

The report on furniture is an interim one
and recommends no change in the existing
intermediate tariff rate of 30 per cent.
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In the case of many commodities covered
by to-day’s resolutions, downward revision of
duty has been confined to the British pre-
ferential tariff. These—additional to cotton
and artificial silk products already dealt with
—include many of outstanding importance
to United Kingdom producers and Canadian
consumers. I may illustrate by stating that
scheduled reductions which are confined to
the British preferential tariff—and entailing
in several instances the removal of all duty—
include such goods as chemical earthenware,
steel machinery of a class or kind not made
in Canada, tea waste, malt extracts and
powders, dental forgings, fire engines, iron
and steel machinery not separately enumer-
ated, desiccated cocoanut, and all non-
enumerated articles of iron or steel. Closely
related to these are those items on which re-
ductions, while operative under both British
preferential and intermediate tariffs, will, in
most instances, give the United Kingdom
producer a better trading position in this
market; in this connection I might refer to
glass articles for mounting, heat-resisting
glassware, nickelled and other plated ware
and polished steel tubing.

May I at this point say a few words regard-
ing changes at this time in the British
preferential tariff. In negotiating recently
with the United States, this government took
scrupulous care to respect in letter and spirit
every syllable of the agreements effected in
1932 with various countries of the British
empire. Although the Liberal opposition of
that day had registered disapproval of the
conference agreements on the ground that in
too many instances they established prefer-
ences by raising duties against other countries,
nevertheless that opposition, now become the
government of the day, has seen to it that
every commitment was respected. No guaran-
teed British margin was impaired. Indeed,
many preferences that might with warrant
have been deemed not to be in that class
were deliberately set aside as not open to
negotiation, sometimes at considerable cost
to Canada in the matter of bargaining.

And yet it is obvious that, although the
agreements have been respected, the trading
advantage here of British countries—notably,
of course, the United Kingdom—is not so
great as it was prior to the Canada-United
States agreement. The very fact of admitting
the United States to the benefits of our inter-
mediate tariff produced that result. In the
near future Canada must again sit at a table
with the United Kingdom to consider a new
agreement. It is obvious that, in such nego-
tiations, Great Britain will seek such conces-

sions as will, in her opinion, enable her to
increase her trade with Canada. In such
negotiations, needless to say, the Canadian
government will take equally scrupulous care
to observe the letter and the spirit of the
Canada-United States trade agreement.

"Canada cannot give everything to-day and
bargain to-morrow, but Canada can, and this
government does, give to-day to empire
countries such concessions as will, I am sure,
be accepted in the spirit in which the British
preference was conceived. In this spirit this
government, since coming into office, has seen
to it that unnecessary impediments to inter-
empire trade have been removed, that vexa-
tious restrictions have been lessened and that
arbitrary regulations have been altered or
abolished. It has interested itself in the
increase of inter-empire trade both by imports
from the empire as well as exports to the
empire; and under to-day’s resolutions it
proposes easier access to this country for
certain empire commodities. The proposed
reductions in the British preferential tariff
are in no sense elements in a bargain. Con-
cessions they are, both to Canadian consu-
mers and to British producers, but concessions
made in the firm belief that only from
mutually advantageous exchange of commodi-
ties can come that common benefit in which
should lie both the origin and the objective
of intra-empire trade arrangements. Canada
knows full well that Great Britain, when the
day of conference comes, will not be unmind-
ful or forgetful of Canada’s past record in
the matter of preferential treatment in this
market for British products—a record
erystallized to-day in the fact that close upon
seven hundred items in Canada’s tariff
schedules, practically half the items in the
entire list, have against them the word “free”
in the British preferential column.

Reductions under all tariffs are proposed
on a wide range of varied commodities, includ-
ing biologicals for the diagnosis or treatment
of diseases, materials used in the production
of periodical publications, numerous petroleum
products other than gasoline, ditchers and
tractors of all kinds, safety equipment of all
kinds, printing and press-room equipment,
precision tools, draughtsmen's and surveyors’
instruments, various articles for wuse in
hospitals, certain soya bean products, all
articles used by the blind, rolling mill and
paper mill rolls and feeds for fur-bearing
animals.

The effective tarif on agricultural imple-
ments, now the intermediate, is reduced to
74 per cent, being funther to the reduction
from 25 per cent to 124 per cent effected
under the Canada-United States agreement.
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As a gesture of good will and an earnest
of intention to widen Canadian trade with
the Irish I'ree State, reductions in duty, to
be applicable under the British preferential
tariffl only, are proposed on certain products
peculiarly identified with the Irish Iree
State and requested by that country, namely:
stout, prune wine and Irish poplin.

Preferential treatment for empire-grown
tobaccos is provided, in the belief that
Southern Rhodesia may be able thereby to
cater effectively to Canada’s requirements
in tobaccos of the oriental type, hitherto
imported entirely from non-empire countries.

The preference in favour of Australia on
raisins and dried currants, which lapsed on
March 31, last, is renewed, at four cents per
pound. )

An interesting and much anticipated item
is that giving statutory recognition to the
undertaking in connection with the United
States under the recent agreement, relative
to the privilege to be accorded to Canadians
returning from abroad of bringing into Can-
ada, free of duty, personal purchases to a
value of $100.

Solely on the grounds of public health, the
importation of textile waste derived from
used mattresses is prohibited, unless such
mattress waste be certificated as to proper
fumigation, cleaning, etcetera.

In introducing the budget of May 1, 1930,
I made the following statement regarding
countervailing duties:

There are certain commodities which are
or will become of double significance in Can-
ada’s trade with the world, both as imports
and exports. On such commodities our policy
has been, and is, to avoid extreme rates of
duty, and we propose, regarding these pro-
ducts, to maintain in general the existing
rates of duty.

It has been decided, however, to embody
within the wording of a limited number of
items of this class provision for a “counter-
vailing duty” whereby Canada, while not
genera%ly raising its schedule rates, imposes
upon such products from another country
rates equivalent to those imposed by that coun-
try upon the identical Canadian product, where
these are higher than the rates enumerated in
the Canadian tarifi schedule. This means
that other countries who both buy from and
sell to us these commodities, have it in their
own power, by reciprocal action on their
part, to enable us to reduce duties to the
level of the rates stated in our tariff.

I have quoted my remarks of that date
for the reason that they still serve perfectly
to express my opinions regarding counter-
vailing provisions which to-day’s resolutions
apply to three natural products: cut flowers,
potatoes and eggs.

Mr. ROWE (Dufferin): What about cast
iron pipe?
[Mr. Dunning.]

Mr. DUNNING: These three commodities
were included in the list of May 1. 1930, and
that they are again singled out for such treat-
ment is due to the fact that the late adminis-
tration in wiping out in September, 1930, the
countervailing provisions of the Muy budget,
did not provide, under the intermediate tariff,
a duty more in line with the general tariff
on egzs and, what is more important, failed
to provide any duty whatsoever on potatoes
or cut flowers. The weakness of Canada’s
bargaining position in respect of these com-
modities became speedily apparent in the
Washington negotiations, so much so that this
government declined to bind these items at
the existing intermediate rate, thus giving
clear indication that it might, at the first
opportunity, see fit to recommend to parlia-
ment a revision of these ratings. In so recom-
mending to-day, may I make clear that our
attitude continues to be that of 1930; we
do not desire or intend to raise tariffs; we do
by the countervailing duties invite other
countries to bring their tariffs dewn to the
level of ours.

In 1935 there was inserted in the tariff
item relating to steel plate a proviso to the
effect that, regardless of any other law to the
contrary, the anti-dumping provisions should
not apply to plate more than 66 inches in
width, Thus to select a solitary commodity
for such treatment was, to say the least, to
make an invidious distinction and it is pro-
posed to allow the anti-dumping provision
to apply to all products to which the law
says it should, under given conditions, apply.
In the interests of justice and equity, there-
fore, and without any regard whatsocever to
the effect upon the quantum of tariff protec-
tion afforded, it is proposed to delete from
this item the proviso in question.

There will be tabled to-day, in addition
to those to which I have made specific refer-
ence, reports by the tariff board resulting
from inquiries regarding the following com-
modities: Thrown yarns of artificial silk, but-
tons and button moulds, forged steel rolls,
rice for processing, rhinestones and metal
beads, containers of paperboard or fibreboard
and photographic apparatus. Not all of these
suggest or recommend tariff changes but, in
accordance with the provisions of the Tariff
Board Act, they will be made available to
this house.

Regarding to-day’s tariff proposals, may I
say that these are formulated on the prin-
ciple that the most enduring kind of progress
is orderly progress—and that applies equally
whether one’s intended direction in the im-
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position of taxes be downward or upward.
Extremes defeat their own purpose; viclent
fluctuations one way or the other are mere
leaps in the dark. Intelligent and unpreju-
diced appraisal of to-day’s tariff situation in
Canada will reveal sound reasons, apart alto-
gether from the general principles 1 have just
enunciated, why the best results are to be
secured by deliberate, considered and related
stages. There is, for example, our position
with respect to British countries, to which I
have referred. And, in the purely domestic
sphere, there is the fact so readily overlooked:
that this government, in extending to the
United States the benefits of the interme-
diate tariff, effected at one stroke the most
thorough-going downward revision of the cus-
toms tarifi of Canada since the inception of
that tarifi—as a consequence of which act,
together with the changes now proposed, com-
modities imported from the United States
under at least 200 of the most important items
in the tariff will pay lower rates of duty than
they would have paid had they been so im-
ported after the adoption of the May Ist
budget of 1930.

In concluding this address, it is natural
that my thoughts should go back to the last
occasion on which I had the honour of pre-
scnting the budget six years ago to-day. The
great change both in world conditions and
conditions in Canada during that interval
constitutes a challenge without precedent to
the ability, the judgment and the broad
patriotism of those charged with public
responsibilities.

The government of Canada is making
earnest and sustained efforts to meet this chal-
lenge and to grapple with the manifold prob-
lems of the country. I would ask the house
and the country to accept the proposals I have
made to-day as part of a conscientious efiort
to promote the best interests of the people
of Canada.

Resolutions

Mr. Speaker, I beg to give notice that
when we are in committee of ways and means
I shall move the following resolutions:

INCOME WAR TAX ACT

Resolved, That it is expedient to amend the
Income War Tax Act and to provide:

1. That the corporation rate of tax shall
be increased from thirteen and one-half per
centum to fifteen per centum;

2. That where a consolidation is permitted
the corporation rate of tax shall be increased
rom fifteen per centum to seventeen per
centum;

3. That payment of the gift tax be made
annually;
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4. That gifts to any one person which in
the aggregate do mot exceed one thousand
dollars in the calendar year be exempt from
the provisions of the gift tax;

5. That the rate of interest on unpaid
instalments of tax be reduced from six per
centum to five per centum;

6. That the penalty rate of interest in
addition to the interest provided for in the
foregoing resolution in respect of unpaid over-
due tax be reduced from four per centum to
three per centum;

7. That a tax of five per centum be imposed
at the source on payments by Canadian debtors
to non-residents in respect of films whether
copyrighted or not;

8. That any metalliferous mine that comes
into production after the first day of May
nineteen hundred and thirty-six and prior to
the first day of January nineteen hundred and
forty shall be exempt from income tax for the
first three fiscal periods following the com-
mencement of production;

The minister, under appropriate regulations
ghall determine the date of commencement of
production and the properties, new or old,
that shall be determined as having come into
production, having regard to the production
of ore in reasonable commercial quantities,
and shall issue a certificate accordingly.

9, That (a) an Investment Holding Company
all of whose shares (qualifying shares excepted)
are held by non-resident persons shall not be
afforded the exemption provided by para-
raph (k) of section four of the act, but shall
Ee subject to a tax equal to one-half of the
revailing corporate rate of tax imposed upon
%anadiau companies;

(b) the five per cent tax on dividends paid
to such non-resident shareholders by such
Investment Holding Company shall not apply,
except as hereinafter provided;

(c) in determining the taxable income of
such Investment Holding Company a deduction
shall not be allowed in respect of any interest
payments or of taxes paid abroad;

(d) any five per cent tax paid by such
companies in nineteen hundred and thirty-five
shalf be allowed as a deduction from the tax
otherwise payable in respect of the said year;

(e) to tﬁe extent that five per cent tax has
not been incurred in respect of the earnings
of nineteen hundred and thirty-three, nineteen
hundred and thirty-four and nineteen hundred
and thirty-five, the five per cent tax shall con-
tinue to be imposed unti] the undistributed
accumulated earnings of the said years have
been made subject to the said tax;

(f) paragraph (k) of section four of the
act shall be amended to apply to industrial
and commercial operating companies only;

10. That any enactment founded on the
provisions of these resolutions shall be deemed
to have come into force at the commencement
of the calendar year nineteen hundred and
thirty-five and to be applicable thereto and
to fiscal periods ending therein and to all
subsequent periods, except as otherwise
provided.

BPECIAL WAR REVENUE ACT

Resolved, That it is expedient to introduce
a measure to amend the Special War Revenue
Act, chapter one hundred and scventy-nine of
the Revised Statutes of Canada, 1927, and
amendments thereto and to provide:

1. That part VII of the said act be amended
to provide for the taxation of every change
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