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not intended in any way to deprive hon.
members of the privilege they usually
exercise to debate that motion. In order that
they may not be deprived of that opportunity,
I would ask leave of the house to move:

That the provisions of standing order 28 respect-
ing the committee of ways and means be suspended
for this day.

If the motion is adopted, the motion to
go into committee of ways and means can
be made as if this were an ordinary day,
and can be debated in the usual manner.

Motion agreed to.

THE BUDGET

ANNUAL FINANCIAL STATEMENT OF
THE MINISTER OF FINANCE

Hon. Douglas Abbott (Minister of Finance)
moved:

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

He said: Mr. Speaker, in the special cir-
cumstances in which I am proposing this
motion, hon. members will neither expect nor
desire me to give as full or as complete a
review of our economic and financial position
as is customary in bringing down the annual
budget. Although this is a new parliament,
and more than one-third of our present mem-
bers are new members, I am sure that almost
all hon. members, old as well as new, are
acquainted with the general trend of the
exposition and with the broad lines of the
proposals which I presented to the last session
of the previous parliament. My task this
evening, therefore, can properly be limited to
three things.

First, bringing up to date the general
analysis of our economic and financial posi-
tion and prospects;

Second, giving the house certain revised
statements and estimates of our revenues and
expenditures; and

Third, re-introducing, with a few modifica-
tions, the tax changes which I proposed last
March.

ECONOMIC REVIEW

First, then, may I bring up to date the
general economic review which I gave to the
house nearly seven months ago. A great deal
has happened in this period of time. Some
trends that seemed obscure then have become
clearer now, and some new developments
have occurred. But taken as a whole the
general assessment of the situation which I
made last March has proved to be sound, and
the changes in taxation which I proposed
were in the right direction, and I think, about
right in degree.

[Mr. St. Laurent.]
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In so far as the trend of events on the
domestic side of our economy is concerned,
I have no changes to suggest in the general
conclusions I had reached. Production, em-
ployment and incomes are continuing at levelg
as high as or higher than those upon which
my budget proposals were originally pre-
dicated. Prices and the cost of living have
held well within the limits I forecast. Vari-
ations in the general level of wholesale prices
and in the cost of living index have been of
a fractional character. The latest figure for
the wholesale price index is one per cent
below a year ago, and for the cost of living
index two per cent above a year ago. Aver-
age hourly earnings and average weekly
earnings in industry are both up about seven
per cent over a year ago. So far as one can
see at the moment, the net effect of the
recent world-wide realignment of currency
rates does not require any significant revision
in my estimate that the level of prices during
the current fiscal year will not vary signi-
ficantly from tkat of last year.

It is obviously more difficult to see further
into the future. OQur total exports, which is
one of the basic supports of our economy,
were higher during the most recent twelve
months’ period than in any other peacetime
year in our history. Nevertheless, some
declines in our overseas export markets have
already occurred and some further declines
can hardly be avoided. The government will
do everything in its power to limit this decline
in overseas trade but much will depend on
the progress which our overseas customers
make in overcoming their dollar difficulties.

The decrease in overseas exports has so far
been more than offset by increased sales to
other markets, particularly the United States.
Any change in economic conditions in the
United States will directly affect the level of
our exports to that country. Any sharp down-
turn in American economic activity and in
American willingness to import cannot but
have sharp and embarrassing repercussions
all over the worlii. Despite the decline in
the rate of activity which took place in the
earlier part of the year, United States pro-
duction and incomes have been maintained
at levels which have rarely been exceeded in
the past. Furthermore, we must recognize
the extent to which the United States has
moved during the past decade toward adopt-
ing measures designed to moderate swings
in economic activity. Nevertheless, we can-
not afford to overlook the possibility of short
run declines in the absorptive capacity of the
American market.

It is with these possibilities in mind that
the government is actively reviewing
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measures to counteract any serious down-
turn that might develop in our export mar-
kets and in the level of economic activity
at home. As hon. members know, we have
already taken steps to give still greater
encouragement to housing construction, and
we are in the midst of discussions with the
provinces regarding both the magnitude and
the timing of extensive work on the tirans-
Canada highway. Other development pro-
jects are also under review, so that they
may be undertaken at the most appropriate
time. We have also been considering
measures to deal with any special situations
or difficulties which have already emerged
or which may emerge even though general
economic activity remains high.
Nevertheless, for the balance of this fiscal
year, we continue to expect high levels of
employment and income, and see no reason
to change the financial and fiscal policies
embarked upon earlier in the year.

THE INTERNATIONAL ECONOMIC OUTLOOK

The most significant change in economuc
conditions since my budget speech last spring
has been in the field of international trade
and finance. Events have followed quickly
upon one another and reached their climax
one month ago with the announcement of
the devaluation of the pound sterling by
304 per cent in relation to the United States
dollar. This action was followed closely by
a widespread series of devaluations by other
countries. The adjustments which have taken
place during the past month constitute a
realignment of currencies in relation to the
United States dollar, which is greater, both in
scope and degree, than anything that has
ever taken place before. These far-reaching
changes abroad created an entirely new
situation for Canada. It was immediately
necessary to consider the position of the
Canadian dollar and on September 19 I
announced to this house the decision of the
government to reduce the parity of the
Canadian dollar by what works out at 9-1
per cent.

I should like to review very briefly the
developments which led up to these events.
Hon. members will recall that the announce-
ment of the United Kingdom reserve position
early in July revealed that a sharp fall in
the dollar receipts of the sterling area had
taken place during the second quarter and
was still in process. The consequent drain
on the central gold and dollar reserves of
the sterling area had reached alarming pro-
portions, in spite of the assistance which
was being received under the Marshall plan.

This serious deterioration in the dollar
position of the sterling area was much more
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than an isolated problem of the United King-
dom. This was a critical development in
the economic relations between North
America and the whole sterling area. Con-
sequently, it was immediately decided that
the situation should be examined by repre-
sentatives of the United States, the United
Kingdom and Canada as well as by the
members of the sterling area. The discus-
sions held early in July between the
secretary of the United States treasury, the
United Kingdom chancellor of the exchequer
and myself as Canadian minister of finance,
were followed by a meeting of common-
wealth ministers of finance.

At these talks consideration was given
both to short-term measures for reducing
the heavy immediate drain on the central
sterling area reserves and to the lines along
which the Ilonger-term and more funda-
mental solutions should be sought. In order
to reduce the immediate dollar outgo, the
commonwealth members of the sterling area
agreed to endeavour to limit their dollar
puying during the 1949-50 fiscal year to
about 75 per cent of the 1948 rate. Canada,
not being in the sterling area, of course took
no part in reaching that decision. With
regard to the longer-term and more positive
approach, it was agreed that the objective for
all of us must be the achievement of a
pattern of world trade in which the dollar
and non-dollar countries can live together
within one single multilateral system—a
system under which a balance will be
achieved by the expansion and not the con-
traction of trade. As the Canadian repre-
sentative, I was particularly anxious that
this should be the common purpose.

It was not possible in the time available
at the London talks to translate these aims
into concrete measures. It was therefore
agreed that this task should be resumed at
tripartite economic discussions to be held in
Washington in September. Hon. members
are familiar with the results of the Washing-
ton meetings. I need only recall the high-
lights, and perhaps point to some of the
significant features of what took place. I
have already told hon. members about the
excellent spirit of co-operation which pre-
vailed, and about the deep realization on all
sides of the importance of the issues which
were at stake.

The discussions resulted in a number of
specific arrangements that would help to
reduce the immediate impact of the dollar
deficiency, such as arrangements for ECA
financing, stockpile purchases, and so forth.
The main attention, however, was directed
to the underlying causes of the dollar short-
age and to a re-examination, by each of the
three participants, of their »olicies in the
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light of these causes. It was necessary to
endeavour to change the trend of events away
from the repeated dollar crises which were
threatening to divide the western world into
two economic blocs. It was necessary to
achieve an increasingly better balance in the
trading relationships between the dollar and
non-dollar countries instead of the widening
gap with which we were being confronted.
It was clear that the remedy was not to be
found in the extension of further extra-
ordinary financial assistance beyond that
which was already being given under the
Marshall plan and the Canadian loan. It was
agreed that the solution must be sought
primarily in a rapid and substantial increase
in dollar earnings through an expansion of
trade.

In the achievement of this necessary
increase in dollar earnings, each side has an
appropriate part to play. A common responsi-
bility was clearly recognized in the Washing-
ton communiqué. The first essential, of
course, was that the deficit countries should
pursue policies and create incentives which
would make it possible for them to expand
greatly their sales to dollar areas. The dollar
countries in turn would have to facilitate
these efforts through the maintenance of con-
ditions and the removal of barriers which
would provide adequate opportunities in
their markets. In particular, the surplus
countries would have to refrain from mea-
sures which would frustrate the attempts of
the deficit areas to earn their way.

I think hon. members will agree that this
course of policy, charted at the Washington
conference, is the guide which governments
should seek to follow. We must not under-
estimate the magnitude of the problem. In
the Washington talks it was understood that
extraordinary aid from North America will
come to an end in 1952. The deficit countries
will have to overcome not only their present
dollar drain, but over the next few years get
themselves into a position where they can do
without the assistance which they are now
receiving.

The initial steps in the achievement of this
task have been taken. The major devalua-
tion undertaken by the United Kingdom, by
virtually the whole sterling area and by
many other countries, is an integral part of
their determination to correct the disequi-
librium in their trade by selling more to the
dollar area. It gives their producers a new
and greater incentive to sell in dollar mar-
kets. Where their prices were not competi-
tive, it provides new scope to make them so.
It is, of course, much too early to say what
the full effects of the new situation will be.

[Mr. Abbott.]
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All of us, the dollar countries and the non-
dollar countries, must do everything possible
to enable these measures to achieve the
result which is intended. On our part, we must
be willing to receive the goods which our
customers overseas should now be able to
send to us. If we place restrictions in the
way by increased tariffs or otherwise we
shall defeat the purpose which, we all know,
must be accomplished in our own interests,

It can be expected that a considerable part
of the increased imports from the sterling
area and western Europe will replace supplies
which we have been buying from dollar
sources. To this extent they will assist us
in meeting our own dollar problem and help
to bring our trade into better balance. It is
possible that a part of the increased imports
from overseas may result in greater com-
petition with some of our domestic producers.
Some adjustments may be necessary but this
will be a small price to pay compared with
the inevitable results which would flow from
the inability of our customers to earn more
dollars in our country. I do not need to
remind hon. members how heavily the pros-
perity of our great primary industries, of
agriculture, forestry, mining and fishing, are
dependent upon adequate markets overseas.
We must not expect that these markets will
be maintained indefinitely through credits and
gifts from this continent. Sooner or later our
customers must be in the position where they
are able to pay for what they buy from us,
out of the proceeds of what they sell in
dollar markets. We cannot afford to be short-
sighted about a matter so vital to the welfare
of every industry and every region of this
country.

In this general problem of how to achieve
a better balance in world trade, the position
of Canada is of course not the same as that
of the United States. We are a dollar
country, but we have our own dollar prob-
lem. We are a member neither of the dollar
area nor of the sterling area, though we are
inextricably linked to both. We have a large
trading surplus with the sterling area and
western Europe and a large trading deficit
with the United States. The United States
has, as for many years in the past, a sub-
stantial export surplus with the rest of the
world. In Canada we now have a very small
margin of safety in our international accounts
as a whole. Our imports from all sources,
in the broad sense of that term, are today
almost as large as our exports. This is the
situation which we must constantly keep in
mind. Our policies should work in the
direction of attempting to achieve a relative
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increase in our imporis from non-dollar
sources and an expansion of our exports to
the United States. We should look to posi-
tive measures of this kind rather than to
restrictive devices for the means to overcome
our dollar difficulties and to achieve a better
balance in our trade.

GOVERNMENT ACCOUNTS: 1948-49; 1949-50

When I brought down the budget in March,
I gave to the house a series of statements
showing revenues and expenditures for the
fiscal year ending March 31, 1949, and esti-
mates for the year ending March 31, 1950.
The accounts for the past year—that is, the
vear ended March 31, 1949—have since been
closed and we are now more than half way
through the current fiscal year. I am there-
fore in a position to give to the house the
final figures for 1948-49 and closer estimates
of probable revenues and expenditures for
the year 1949-50.

All details of our financial operations for
the year ended March 31, 1949, are shown in
the publiec accounts for that year, which are
now in the hands of the king’s printer and
should be ready for tabling in the near future.
The final figures of our revenues turned out
to be $2,771 million or $3 million more than
I estimated last March, and the final figures
of expenditures were $2,176 million or $17
million less than I had estimated. Our surplus
for last year was therefore $595 million, or
$20 million greater than my earlier estimate.

For the convenience of hon. members and
with their consent, I should like now to table
and have printed as an appendix to today’s
Hansard the usual tables showing details of
revenues and expenditures for the fiscal year
1948-49 and comparable figures for each of
the four preceding fiscal years, together with
the balance sheet as at March 31, 1949.

I turn now to operations of the cur-
rent fiscal year ending March 31 next. Six
months ago my forecast of revenues for this
year was $2,800 million before taking account
of any tax changes, and $2,477-5 million after
taking into account the effect of the tax
changes I then announced. Since that time the
yields of several of our important sources of
revenue have been somewhat more buoyant
than 1 had expecied and 1 would now be
inclined to raise my revenue forecast moder-
ately, say to $2,885 million before any tax
changes and to $2,550 million after allowing
for the tax changes announced in March.
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But there have also been offsetting changes
on the expenditure side of the account. Last
March I estimated total expenditures for the
vear at $2,390 million. At that time I had to
make a guess as to the probable amount of
supplementary estimates which would be pro-
posed at this session of parliament; we now
know the exact total of those estimates,
namely, $62-7 million, and we can also make
a more accurate forecast of the probable total
savings in the estimates of all branches of
government. Moreover, we must now take
into account the effect of two new develop-
‘ments. The first of these is the assumption
by the government of Canada of the sterling
debt (the 3 per cent guaranteed stock) of New-
foundland, in accordance with the terms of
union, which became effective at the begin-
ning of this fiscal year. This transaction has
added $62-'3 million to the net debt of
Canada and for bookkeeping purposes has
therefore to be treated as an expenditure in
the current fiscal year. In the second place,
there is the effect of the recent currency
devaluations on our external liabilities as well
as on our holdings of gold and our cash bal-
ances in New York and London. As hon.
members are aware, it is our practice to value
our sterling and United States dollar liabili-
ties at the current official rates of exchange
and the recent revaluations have been appro-
priately reflected in our accounts. In regard
to our holdings of gold and United States
dollars, we have taken into our own accounts
only the profit resulting from revaluation of
such assets held directly by the Minister of
Finance and not the profit from those held
on his behalf by the foreign exchange con-
trol board, which profit is reflected only in
the exchange fund account, an account kept
separate, as hon. members know, from the
consolidated revenue fund. The net total of
the various debits and credits which have
passed through our premium, discount and
exchange account as a result of the revalua-
tion of liabilities and assets is a debit or
expenditure of about $12 million.

Including these expenditures, which are in
the nature of bookkeeping charges, along
with the other probable expenditures of all
government departments and agencies, and
making due allowance for the inevitable sav-
ings in so large and varied a program, I would
now estimate that our total expenditures for
the year 1949-50 will be of the order of
$2,460 million.

If these over-all estimates of revenues and
expenditures prove accurate, our budgetary
surplus for the year will amount to around
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$90 million. Even after taking into account
certain additional tax changes which I shall
propose, I believe that the budgetary surplus
for the year will be fairly close to the $87
million which I forecast on March 22 last.

A budgetary surplus of this magnitude
would mean, of course, a corresponding
reduction in the net debt of Canada. That
would bring the total reduction which we
have been able to achieve in this and the
preceding three fiscal years to about $1,730
million. Of this achievement we have every
right to be proud but, on the other hand, we
have no right to be complacent, as under the
assumptions made the total net debt of
Canada on March 31 next would still amount
to about $11,690 million—surely no incon-
siderable burden for a nation of thirteen and
a half million people.

In the budget speech of last March I stated
that it was particularly difficult this year to
estimate the amount of the probable cash
surplus. I believe that hon. members are
now familiar with the distinction between
this concept and the more common term
“budgetary surplus”, which is simply the
excess of revenues over expenditures in the
strict accounting sense. If we exclude the
non-cash items from both revenues and
expenditures, we find that cash revenues are
likely to exceed cash expenditures not by $85
million but by about $250 million. To this
we must add various receipts in pension and
trust accounts and similar deferred liability
accounts which are likely to run about $75
million, thus bringing total available cash
funds to about $325 million, before taking
account of the proceeds of any sales of gov-
ernment securities held temporarily in our
securities investment account. Actually so
far this year sales out of this account have
amounted to $445 million.

A substantial part of our available cash
resources is required, of course, to make
loans, advances and investments which are
authorized by legislation and which are car-
ried on our books as active assets. We can
make very rough and tentative estimates
as to the probable amount of cash required
for some of these outlays, including loans for
housing, loans to veterans and farmers, loans
to the Canadian National Railways and other
crown corporations, and for the current fiscal
year I now estimate that, after taking account
of repayments in respect of loans or advances
previously made, we will require a net addi-
tional outlay of about $165 million for these
purposes. However, I would not like to make
even a guess as to the amount of cash we
shall have to find to finance our export sur-

[Mr. Abbott.]
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plus for the year—using the term “export
surplus” in the broad sense as meaning our
total surplus on international account. In this
connection, we must of course finance the
United Kingdom’s current drawings of $10
million a month on its credit less repayments
in respect of other export credits previously
granted and we also have to provide cash to
the foreign exchange control board to finance
any addition to our gold and United States
dollar reserves resulting from all our trans-
actions on international account. It is only
after taking care of all these extra-budgetary
requirements that we have available cash to
devote to the reduction of our outstanding
debt.

In this connection I wish to refer very
briefly to the notable record of financing for
which this government has been responsible
already this fiscal year.

In the United States market the govern-
ment of Canada had a strikingly successful
flotation in the latter part of August. To
provide United States funds with which to
redeem three called issues bearing our
guarantee, two of the Canadian National Rail-
ways and one of the national harbours board,
we offered $100 million of our 23§ per cent
bonds at a price of 100-25 to the public and
the issue was immediately oversubscribed.
To the best of my knowledge, this was the
cheapest long-term borrowing ever done not
merely by the government of Canada but
by any foreign government in the United
States market.

In the domestic market, aside from the
normal refunding of various issues of short-
term securities, we have arranged for the
redemption or refinancing of a very heavy
volume of security issues which have either
matured or been called for payment in order
to take advantage of lower interest rates. On
September 2 we redeemed out of cash $100
million deposit certificates held by the
chartered banks. On October 1 we paid off
from our cash resources $324-9 million of
3 per cent second war loan bonds due October
1, 1952, but called for payment at the earliest
call date. On November 1 there will come
due $267-8 million of 1% per cent eighth
victory loan bonds and there have been called
for payment on the same day $289-7 million
of 4% per cent conversion loan bonds due
November 1, 1959. To provide cash in part
to redeem these two issues totalling $557-5
million, the government has arranged for the
sale to the Bank of Canada and the chartered
banks of $300 million of 13 per cent three
year bonds due November 1, 1952, at a price
to yield 1-69 per cent. It should be realized
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that this $300 million short-term issue replaces
a substantially larger amount of the called
and maturing issues previously held by the
banking system and therefore represents a
contraction rather than an expansion of bank
financing. The remaining cash required to
pay off the called and maturing securities
will be provided from the treasury. Our
depleted cash balances will be replenished
in part from the proceeds of the fourth series
of 21 per cent Canada savings bonds which
went on sale on Monday. In this connection
1 wish again to pay my tribute to the splendid
work which has been done both by voluntary
and professional workers in promoting the
sale of the various series of these bonds and
again to appeal to hon. members and others
to give their enthusiastic support to the
present campaign. I am happy to say that
our first reports indicate that sales through
the payroll savings plan will be higher than
in any previous campaign. This seems to
confirm our belief that wage and salary
earners as well as the general public welcome
the continuing opportunity for systematic
saving afforded by these offerings.

Apart from this fourth issue of Canada
savings bonds, the government has decided
not to make any general public offering of
its securities during the present fiscal year.

To summarize the end result of these
domestic financial operations, the government
has during the last few months provided for
the redemption of $982-4 million of its out-
standing securities which had matured or
were called for payment in order to take
advantage of lower interest rates. To the
extent of $682-4 million, it was able to do
so out of its cash surplus and the proceeds
of sales of securities out of the securities
investment account, the account in which the
government temporarily holds some of its
own securities rather than holding larger
cash balances.

TAX PROPOSALS

Our four preceding post-war budgets—
those of 1945, 1946, 1947 and 1948—were all
brought down at times when shortages of
commodities, materials and men were either
acute or serious, and when the fundamental
economic conditions called for anti-infla-
tionary policies. The 1949 prospects were
different. Production, employment and in-
comes were at very high levels—indeed, at
record levels—but over most sectors of our
economy production and demand had come
into better balance and the post-war price
inflation had passed its peak. The interna-
tional economic position, while still difficult
and full of uncertainties, had improved
greatly, production in Europe and in other
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overseas areas had shown a gratifying
improvement, and our own balance of pay-
ments position had shown a remarkable
recovery from the low point of December,
1947. The principal area still affected by
shortages and inflationary pressures was the
field of capital construction and housing.

Under these conditions, it was appropriate
that we should modify our fiscal policy by
moderating its anti-inflationary aspects and
aiming at a closer balance in over-all
revenues and expenditures. On the expen-
diture side, in addition to practising the most
careful economy and efficiency in all depart-
ments, it seemed wise for the immediate
present to continue the policy of posiponing
wherever practicable all major construction
work under our control, except in those few
areas where some local unemployment was
coming into evidence. On the revenue side,
we could propose tax reductions which would
bring revenues within a safe margin of total
expenditures.

Having decided on a general policy of limit-
ing expenditures and reducing taxes, our
next question was where should the major
tax reductions be concentrated. The supply
of consumer goods had come pretty well into
balance with even the very high level of
consumer demand, but boom conditions and
inflationary pressures still characterized the
capital goods field. It therefore seemed appro-
priate to concentrate the tax reductions in
the field of consumer incomes and consumer
purchasing. At the same time we were
anxious to initiate certain changes in the
corporation tax field with a view to encourag-
ing small businesses and reducing the element
of double taxation that exists on corporate
profits and personal incomes received in
dividends with a view to stimulating equity
financing.

These are the main considerations that
were in our minds as we prepared the 1949
budget, and as I have already said, conditions
have not altered sufficiently to warrant any
significant changes in our tax proposals.

I can now summarize briefly the tax
changes which I proposed last March, and
which I am reintroducing this evening,
together with a few additions and some
revisions. In accordance with the traditional
practice most of these changes became effec-
tive on the night of the budget, subject of
course to later parliamentary approval.

First, as to the personal income tax, it was
proposed that the personal exemptions, which
have been $750 for single persons and $1,500 .
for married persons, be increased to $1,000
and $2,000 respectively; that the exemption
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in respect of children eligible for family
allowance be increased from $100 to $150,
and in respect of other dependents from $300
to $400; that the schedule of rates applicable
to various levels of income be substantially
lowered; and that the exemption from the
extra tax on investment income be raised
from $1,800 to $2,400. All these changes
were to be eflective from January 1, 1949.

There are, as the house will recall, a great
many individual employees for whom tax
deductions were made at the source by their
employers during the first few months of
this yvear but who now will have no income
tax liability for 1949. It had been intended
to expedite refunds to these individuals dur-
ing the spring and early summer months.
However, the dissolution of parliament before
the budget legislation had been passed made
it impossible to do so. Work, however, has
gone ahead in preparing for the issuance of
these refund cheques and they are now ready
for rmailing. They will be mailed just as soon
as parliament approves the legislation.

Qur only record of those persons entitled
to refunds is their name and that of their
employer. The cheques, therefore, will be
made out in the name of the individual con-
cerned but will be mailed to the employer
through whom the deduction was made.
Individuals affected, who have changed
employers since last March, should therefore
apply to their former employer for the refund
cheques. Employers who find themselves
unakble to deliver these cheques to the proper
persons will return them to their local district
income tax offices and we shall then
endeavour to locate the payees.

I repeat, however, that no cheques can be
issued until after the legislation has been
passed and employees should not apply to
their employers until after that date.

In the second place, no changes were pro-
posed in respect of succession duties, since
the 1948 budget completely exempted all
estates up to $50,000.

Thirdly, substantial changes were proposed
in the corporation income tax. Instead of the
former fiat rate of 30 per cent, it was pro-
posed to make the rate 10 per cent on the
first $10,000 of income and 33 per cent on all
income in excess of $10,000. I had proposed
also that individuals be granted a credit
against their personal income tax equal to
10 per cent of the dividends they receive
from common shares of Canadian taxpaying
corporations. This proposal has received a
great deal of constructive criticism in the
press and I have had a considerable number
of representations from a variety of sources,
some asking for clarification and others

[Mr. Abbott.]
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pointing out practical difficulties in the pro-
posal as it stood or making constructive sug-
gestions. As a result of these representations
and public discussion, I am prepared to
modify the application of my proposal by
extending the 10 per cent tax credit to include
dividends from all classes of shares, both
common and preferred.

This change will remove a great many
technical difficulties and anomalies which
would have arisen in attempting to administer
my original proposal of limiting the tax credit
solely to shares “having no preference of any
kind”. It recognizes the fact that it is
extremely difficult, if not indeed logically
impossible, to determine where the burden of
double taxation finally rests under a good
many complicated capital siructures used in
modern corporate financing. Finally, it is
calculated to accomplish the real objective
which I was seeking of encouraging equity
investment and thereby lessening the incen-
tive to finance corporate entlerprise by undue
reliance on borrowed capital.

I might add that while it is difficult to
measure precisely the loss of revenue result-
ing from this modification, I believe that it
will not exceed $1 million a year.

It was also proposed to extend the present
three-year period for the carrying forward of
losses to a five-year period. There were in
addition proposals respecting depreciation
allowances, respecting expenditures on oil,
mineral and gas exploration, and respecting
a number of other minor or technical matters.
All these changes were to be effective from
January 1, 1949. I understand from my col-
league, the Minister of National Revenue, that
drafting of the regulation providing for the
new depreciation allowances is practically
completed and that it will be promulgated as
soon as the bill to amend the Income Tax Act
has been passed.

Fourthly, no further changes were proposed
in the customs tariff. I informed the house
last March that new trade and tariff nego-
tiations were to be started in April with a
number of countries at Annecy. The results
of these negotiations were officially announ-
ced last week, and the new rates of duty will
be put into effect by order in council in
accordance with the procedure laid down in
the Customs Tariff Act. Their effective date
will be January 1, 1950, or as soon after that
date as the other countries concerned are able
to take reciprocal action.

In my budget address of last March I said
that it was the policy of the government to
seek another trade agreement with the United
States, similar to those entered into in the
past, in which we would attempt to secure
a further reduction in trade barriers between
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our two countries. The Reciprocal Trade
Agreements Act has now been renewed by the
United States congress. In commenting with
approval on this action by the congress,
President Truman made these remarks
respecting the policy of his government:

From the long range standpoint it is clear that
only by a large expansion of our purchases of
foreign goods will the needed readjustment in
international economic relations be possible, on a
basis consistent with a liberal world trading system
and the richer world it offers.

We must reduce our own barriers, wherever
possible, to permit our people the freest access to the
foreign goods they may want to buy. The main-
tenance and the enlargement of our export markets
are impossible without a substantial expansion of
our imports.

This leadership given by the President of
the United States in the task of removing
barriers to world trade is most encouraging.

Plans are now under way as the house is
aware for another set of multilateral trade
negotiations during the course of next year,
under the procedures established in the
general agreement on tariffs and trade. At
that time we shall seek to negotiate further
tariff reductions with the United States and
with the other signatories of the Geneva
agreemendts.

Finally, in my budget proposals of last
March extensive revisions, reductions and
removals of taxes were proposed in the field
of commodity taxes. These included the com-
plete repeal of the special taxes on soft
drinks, candy, chewing gum, transportation
tickets and telephone, telegram and cable
charges. Special taxes on jewelry, watches,
cosmetics, luggage, cigarette lighters and
sundry smokers’ supplies were to be reduced
from the former rates of 25 per cent or 35 per
cent to a straight 10 per cent. The structure
of the tax on matches was to be recast and
reduced. These changes in commodity taxes
were to be effective as from March 23, 1949,
and since that date collections have been on
the reduced basis.

In addition to these commodity tax reduc-
tions, I have two new proposals to make. I
propose that, effective midnight tonight, the
sales tax be removed on all fuel oils, that is,
on all petroleum-based oils used for heating
or lighting in homes or in industry, but not
including fuels used in internal combustion
engines. There is at present no sales tax on
coal, coke, wood, gas or electricity, and there
has been some element of discrimination in
keeping it on these fuel oils both for domestic
and industrial use. The removal of this tax
on fuel oils will reduce costs of production
and remove the element of discrimination in
those indusiries, particularly certain sections
of the pulp and paper and steel industries,
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where fuel oil rather than coal is the prin-
cipal fuel used. It should serve as well to
enlarge the market for oil producers in
western Canada who are now reaching the
position where current output exceeds their
present marketing facilities. It should also
largely offset the recent price increases aris-
ing out of the premium on the United States
dollar. For all these reasons I think it
appropriate to make this change at this time.
Our loss in revenue from this tax change
will be about $10 million in a full year and
about $4 million in the balance of this fiscal
year.

I have one other minor change to suggest
which I am making now as it may be of
assistance in enabling the apple industry to
dispose of an additional quantity of apples.
The proposal is that the present tax on cider
and other wines containing less than 7 per
cent of proof spirits be reduced by one-half,
that is, from 50 cents a gallon to 25 cents a
gallon. The loss of revenue, if any, which
we will forgo as a result, will be very small.

You will recall, Mr. Speaker, that at an
earlier point in my remarks I estimated that
had no changes been made in the tax strue-
ture we had in effect last year, our total
revenues for the current fiscal year would
probably amount to about $2,885 million.
Our revised estimates of the loss of revenue
occasioned by the tax changes I proposed last
March indicate a total reduction of about
$376 million in a full year and of about $335
million in the current fiscal year. The addi-
tional tax changes which I have proposed
this evening are expected to cause a fur-
ther revenue reduction of about $11 million
in a full year and about %5 million in the
current fiscal year. However, as I said a few
minutes ago, even after taking into account
the effect of the additional tax changes I have
just announced, total revenues for the cur-
rent year are likely to be maintained at a
figure which, after deducting the total expen-
ditures I have estimated, will produce a
budgetary surplus very close to the $87 mil-
lion which I forecast last March.

With the consent of the house, I now wish
to place on Hansard a table showing our
forecast of probable revenues from each
major source before taking account of any
tax changes, the probable loss of revenue
caused by the major tax changes, and the
resultant probable revenues for the year
1949-50.

Mr. Speaker: Has the minister the consent
of the house to table the statement?

Some hon. Members: Agreed.
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Mr. Abbott: The statement follows:

HOUSE OF COMMONS

Revised Forecast of Revenue for Fiscal Year 1949-50 Taking Account of Proposed Tax Changes

Customs Import Duties
Excise duties
Bales 1axX (et} .. cociaaavewiivissiiiees e asikass
Other excise taxes
Personal income tax
Corporation income tax ..........ccc00vune
Interest and dividends .........coiiiininnnn
Succession duties
Miscellaneous taxes

Total tax revenue
Non-tax revenue ........c.coviveirannrsnnnnes
Total ordinary revenue ........ «.vvuveues e
Special receipts

Total revenue

Reduction in
revenue in fiscal
year 1949-50

Forecast of resulting from Revised forecast

revenue before budget of revenue for
tax changes proposals 1949-50

$ 235,000,000 $ 235,000,000
215,000,000 215,000,000
410,000,000 $ 4,000,000 406,000,000
260,000,000 92,000,000 168,000,000
855,000,000 252,000,000 603,000,000
580,000,000 8,000,000 588,000,000
48,000,000 48,000,000
26,000,000 26,000,000
4,000,000 4,000,000
2,633,000,000 340,000,000 2,293,000,000
202,000,000 202,000,000
2,835,000,000 340,000,000 2,495,000,000
50,000,000 50,000,000
2,885,000,000 340,000,000 2,545,000,000

There is little that I need add, Mr. Speaker,
by way of conclusion. The budget resolu-
tions which I am now tabling differ only
slightly from those which I tabled last March.
They represent, both as to general policy and
as to practical substance, a program which
seems to have commended itself to all sec-
tions of the country—a program upon
which the people of Canada, after careful
reflection, have already placed the over-
whelming stamp of their approval.

I beg leave to table the resolutions:

THE EXCISE

Resolved that it is expedient to introduce a
measure to amend the Excise Tax Act and to
provide:

1. That the following excise taxes be repealed,
namely, the excise taxes on:

(a) soft drinks;

(b) chocolate, candy, and confectionery;

(c) chewing gum;

(d) cable, telegraph, and telephone messages, and
on telephone extensions;

(e) transportation tickets or rights of transpor-
tation, and on seats, berths, or other sleeping
accommodation;

(f) motor buses; and

(g) carbonic acid gas.

2. That the retail purchase tax be repealed and
replaced by an excise tax of 10 per cent, payable
by the manufacturer or importer, on all articles
now subject to the retail purchase tax.

3. That the following excise taxes be reduced
from 35 per cent to 10 per cent, namely, the excise
taxes on:

(a) trunks, suitcases, bags, and luggage of all
kinds;

(b) ash trays, tobacco pipes, and smokers' acces-
sories; and

(c) fountain pens, propelling pencils, and desk
accessories.
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4, That the following excise taxes be reduced
from 25 per cent to 10 per cent, namely, the excise
taxes on:

(a) toilet articles;

(b) devices commonly or commercially known
as lighters; and

(e) coin, dise, or token operated machines and
vending machines.

5. That the sales tax on the following articles be
repealed: lactose; malt syrup except when sold for
beverage purposes; diesel powered self-propelled
trucks, mounted on rubber tired wheels, for off
highway use exclusively at mines and quarries, and
complete parts thereof.

6. That the rates of excise tax on matches be
amended from the present specific proportionate
rate of tax on each package, to an ad valorem
tax of 10 per cent.

7. That the present specific tax of 5¢ per pound
on tires and tubes be amended to an ad valorem
tax of 10 per cent.

8. That the sales tax on the following articles be
repealed: liquid fuel for lighting or heating, but
not including fuel when for use in internal com-
bustion engines; crude oil to be used for the pro-
duction of fuel.

9. That the excise tax on wines containing not
more than 7 per cent of proof spirit be reduced
from 50 cents per gallon to 25 cents per gallon.

10. That paragraphs 1 to 7 shall have effect on
and after March 23, 1049, and paragraphs 8 and 9
shall have effect on and after October 21, 1849.

INCOME TAX

Resolved that it is expedient to amend the Income
War Tax Act and the Income Tax Act and to
provide, amongst other things:

1. That, for the 1949 and subsequent taxation
years, the following shall be the exemptions from
individual income tax:

(a) $2,000 in the case of a married person and
persons allowed a deduction equivalent to that of
a married person and $1,000 in the case of all other
persons; and
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(b) $400 in the case of dependents not eligible
for family allowances, $150 in the case of children
eligible for family allowances.

2. That, for the 1949 and subsequent taxation
years, the schedule of graduated rates for individual
income tax be replaced by the following schedule:

On the first $1,000 of income or any portion
thereof, 15 per cent per annum; or

$150 upon the income of $1,000; and 17 per cent
upon the amount by which the income exceeds
$1,000 and does not exceed $2,000; or

$320 upon the income of $2,000; and 19 per cent
upon the amount by which the income exceeds
$2,000 and does not exceed $4,000; or

$700 upon the income of $4,000; and 22 per cent
upon the amount by which the income exceeds
$4,000 and does not exceed $6,000; or

$1,140 upon the income of $6,000; and 26 per cent
upon the amount by which the income exceeds
$6,000 and does not exceed $8,000; or

$1,660 upon the income of $8,000; and 30 per cent
upen the amount by which the income exceeds
28,000 and does not exceed $10,000; or

$2,260 upon the income of $10,000; and 35 per cent
upon the amount by which the income exceeds
$10,000 and does not exceed $12,000; or

$2,960 upon the income of $12,000; and 40 per cent
upon the amount by which the income exceeds
$12,000 and does not exceed $15,000; or

$4,160 upon the income of $15,000; and 45 per cent
upon the amount by which the income exceeds
$15,000 and does not exceed $25,000; or

$8,660 upon the income of $25,000; and 50 per cent
upon the amount by which the income exceeds
$25,000 and does not exceed $40,000; or

$16,160 upon the income of $40,000; and 55 per cent
upon the amount by which the income exceeds
$40,000 and does not exceed $60,000: or

$27,160 upon the income of $60,000; and 60 per cent
upon the amount by which the income exceeds
$60,000 and does not exceed $80,000; or

$45,160 upon the income of $90,000; and 65 per cent
upon the amount by which the income exceeds
$90,000 and does not exceed $125,000: or

$67,010 upon the income of $125,000; and 70 per
cent upon the amount by which the income exceeds
$125,000 and does not exceed $225,000; or

$137,910 upon the income of $225,000; and 75 per
cent upon the amount by which the income exceeds
$225,000 and does not exceed $400,000; or

$269,160 upon the income of $400,000; and 80 per
cent upon the amount by which the income exceeds
$400,000,

3. That, for the 1949 and subsequent taxation
years, there may be deducted from tax payable
by an individual resident in Canada 10 per cent
of the amount of his income that is from dividends
on shares in a corporation resident in Canada that
was liable to corporation tax in the taxation year:
Provided that in the case of dividends deemed
to have been received from a personal corporation
the deduction shall only be 10 per cent of that part
of the income deemed to have been received by
the shareholder as a dividend that the income
of the corporation derived from dividends is of
the whole income of the corporation.

4, That, with respect to income of corporations
earned on and after January 1, 1949, the present
rate of tax of 30 per cent shall be reduced to 10
per cent on the first $10,000 of income and increased
to 33 per cent on income in excess of $10,000 with
corresponding changes in the rates in the case of
consolidations.

5. That interest on unpaid taxes on incomes of
the 1948 and subseguent taxation years for which
no assessments have been issued will cease to
accrue twelve months after the date for filing
the return in place of twenty months.
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6. That, for the 1949 and subsequent taxation
vears, the business losses that may be deducted
from income shall include losses sustained in the
five years preceding and the year following the
taxation year in the place of the three years
preceding and the year following the taxation
year,

7. That, for the purpose of computing income of
the 1948 and subsequent taxation years of a member
of the clergy or of a religious order or a regular
minister of a religious denomination there may be
deducted the value of the residence or other living
accommodation enjoyed by him as such member
or minister to the extent that it would otherwise
be included in his income or the rent paid by
him for or the fair rental value of such a residence
or living accommeodation.

8. That, for the 1949 and subsequent taxation
vears, the exemption from income of an individual
in respect of a spouse supported by him shall not
be reduced because of exempt income of the spouse.

9. That, for the 1949 and subsequent taxation
vears, all amounts whether in the form of lump
sums or otherwise, received by employees from
their employers, whether before, during or after
their emiployment, shall be included in computing
income of the employee unless it is established
that they cannot reasonably be regarded as con-
sideration for entry into the employment, remuner-
ation for services or consideration for restrictions
on the activities of the employee.

10. That, for the 1949 and subsequent taxation
years, payments made for a wheel chair may be
included in the medical expenses for which a
deduction from income may be made for the pur-
pose of computing taxable income.

11. That, for the 1949 and subsequent taxation
years, $500 may be deducted from income for the
purpose of computing taxable income of a tax-
payer who, throughout the whole of the taxation
vear, was necessarily confined by reason of illness,
injury or affliction to a bed or wheel chair,

12. That special deductions from income to tax-
payvers engaged in exploring or drilling for natural
gas, oil or minerals be allowed for expenses
incurred in the 1950, 1951 and 1852 operations on
the same basis as for expenses in 1949 operations.

13. That special deductions from taxes to tax-
payers engaged in exploring or drilling for oil for
expenses incurred on deep-test oil wells be allowed
for such expenses in 1950 operations on the same
basis as for such expenses in 1949 operations.

14. That the provision for the exemption of
income derived from a metalliferous or industrial
mineral mine that came into production during the
calendar years 1946 to 1949 inclusive during the
period of thirty-six months after the mine came
into production be extended to exempt income
from such mines that come into production during
the calendar years 1950, 1951 and 1952.

15. That tax concessions under Statutes of New-
foundland shall not apply in respect of taxes im-
posed by any act of the parliament of Canada.

(For details of the budget, see appendix,
pages 997 to 1009.)

Hon. W. Earl Rowe (Dufferin-Simcoe): It is
not my intention to follow the Minister of
Finance (Mr. Abbott) at any length tonight.
I do not think anyone can fail to appreciate
his genial, pleasant and satisfied style. I
always find it pleasant to listen fo him
whether I agree with him or not. In fact, I
find it pleasant to overlook the things he
does not say as well as to listen to the things
he does say.
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British North America Act
It is a unique experience in my many
years in this house to hear the same budget
presented twice in the same year. The
Minister of Finance presented his budget last
spring in a most fluent, pleasant, jovial and
happy style.
Mr. Cruickshank:
too.

The same government

Mr. Rowe: As an hon. member says, the
government was the same as it is tonight.

Mr. Cruickshank: The people thought they
should come back.

Mr. Rowe: The hon. member is lucky to be
back. As I say, it is a unique experience.
After hearing the rehearsal tonight I think
the eloquence of the genial minister has
improved with practice, as might be expected.
But in view of the alarming changes in inter-
national trade relations and world currencies
during the past summer I am sure the house
is somewhat disappointed to find the govern-
ment presenting the same old plans that were
presented last spring.

Through the courtesy of the Minister of
Finance I have had a copy of this important
document. It is important because we all
contribute to it more or less. Even we
farmers contribute to it. I feel it would be
lacking in respect to my genial friend, the
Minister of Finance, and a denial of my
responsibilities on this occasion, if I spoke
impromptu, without careful consideration of
the minister’'s presentation. I always sleep
well, but tonight I shall spend a few hours
studying the budget in an effort to discover
some of its strong points, which I cannot
see in it tonight. Therefore, Mr. Speaker, I
move the adjournment of the debate.

Motion agreed to and debate adjourned.

BRITISH NORTH AMERICA ACT

AMENDMENTS TO THE CONSTITUTION—ADDRESS
TO HIS MAJESTY THE KING

The house resumed consideration of the
motion of Mr. St. Laurent for an address to
His Majesty the King praying that a measure
be laid before the parliament of the United
Kingdom to amend the British North America
Act, 1867, relating to the amendment of the
constitution of Canada, and the amendment
thereto of Mr. Knowles, and the amendment
to the amendment of Mr. Garson.

Mr. St. Laurent: With the consent of the
hon. member who is to resume his remarks
and of the other hon. members of the house
I should like to state that my attention has
been called to the fact that in moving an
amendment to the amendment of the hon.
member for Winnipeg North Centre (Mr.
Knowles) I referred to certain lines as the
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fourth and fifth lines and the seventh ang
eighth lines. Those references were to lineg
in the typewritten copy which I had receiveq
of the hon. member’s amendment, but it will
be printed in much smaller type in Votes
and Proceedings. I should like to ask the
consent of the house to authorize the clerk
to make the wording conform with what is
in Votes and Proceedings. If it is the pleasure
of the house to have that done perhaps the
Clerk would see that it is corrected.

Some hon. Members: Agreed.

Mr. Clarence Gillis (Cape Breton South):
Mr. Speaker, when we took recess at six
o'clock I was attempting to draw the atten-
tion of the house to many weaknesses in the
arguments of those who are opposing the
resolution moved by the Prime Minister (Mr.
St. Laurent). I should like to remind hon.
members that in discussing this suggested
method to permit Canada to change its con-
stitution there are really three propositions
before us. The original motion of the Prime
Minister merely suggests that we should have
the right to amend our constitution in some
particulars. In the original motion he did
not suggest that the constitution should be
amended in all particulars. There were
certain reservations in connection with educa-
tion, minority rights and the use of the two
languages in this country.

The hon. member for Winnipeg North
Centre (Mr. Knowles) suggested an amend-
ment that would place another reservation
upon those matters on which we might con-
stitutionally legislate in this country. He
suggested that a proviso be added that this
parliament should not be placed in a position
where it might perpetuate itself merely by a
majority vote in this house. The Prime
Minister (Mr. St. Laurent) now suggests a
subamendment adding still another reserva-
tion. In addition to what has been suggested
by the hon. member for Winnipeg North
Centre the Prime Minister would add that
parliament should have the right to extend
its life in the event of war, rumours of war,
and so on.

When we come to vote on this matter I
believe we should keep these things in mind.
Earlier in the discussion I said that perhaps
there was no need for an amendment {o the
original motion. On further consideration
I think perhaps the steps now proposed in
the subamendment and the amendment are
necessary, so we may understand that we
are not taking unto ourselves the right to
amend the constitution as a whole but that
there are certain reservations. If it is con-
sidered advisable to deal with those matters
by legislation, it will still be necessary for us
to go to the United Kingdom parliament for
that authority.
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