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Abstract

The purpose of this study i1s to analyze the role of
public finance in the economic development of Newfoundland
since 1949. The thesis starts with a discussion of some of
the imminent economic problems of the Province and a descrip-
tion of those features okf of its economy which have bearing
on public revenue and expenditure. A short history of public
finance in the Island is sketched from the second half of the
19th century highlighting the financial features which culmi-
nated in Confederation in 1949, A survey of public revenue
and public expenditure 1is presented with a view to show how
conducive the structure of revenue and pattern of expenditure
is to the development of Newfoundland. The accuracy of
revenue 1s discussed and the elasticity of individual tax
revenues 1is calculated. TFinally capital formation 1s discussed
in relation to fiscal policy and comparison is made between

public and private capital formation.

some of the principal findings of this thesis are:
l. Although the revenue from provincial sources has increased
raplidly yet the federal aid remains the biggest source of
revenue.
2. The common argument that conditional grants distort the
provincial priorities does not apply in the‘case of Newfoundland.
3. Revenue raised from provincial sources suffers from a
high degree of rigidity due to earmarking of funds for

certain uses and due to low elasticity fa of tax revenue



4, The revenue estimates suffer from a bias towards under-
estimation and there 1s no definite evidence of improvement
in them.

5. While public expenditure on material and supplies has been
increasing over the years, social welfare has remained the
the top priority despite the inadequacy of social canital.

6. Public capital formation accounts for a high share of
total capital formation énd the gross rate of public capital

accunulation has been much higher than that of the private.
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CHAPTER 1
INTRODUCTION

It is generally accepted now that the economic develop-
ment of a country is a major responsibility of its government,
Thies has been shown by the experience of Japan, and of
¥estern Europe in the 1940's, not to speak of the 'peoples'
democrecies', This study, therefore, attempts to discuss and
pasess the share of government in the development of
Newfoundland, Since Confederation was & turning point in the
financiel and economic history of the Island, emphesis has
been laid on the period after 1048, Although the motive of
Newfoundlaend in joining the Dominion of Caneda was amalpa-
mation (that is, the hoﬁo of some general eceonomic advantage)
yet it is not proposed to analyze the economie effects of the
Union; this would involve, among other things, a study of the
trade creation end trade diversion effects or inter-region
and inter-commodity substitution which is outside the scope
of this work, Nor does it purport to assess the role of
federal payments separately although the impact of federal
payments on the budgetary policy of the Province is alluded
to here and there, Public finance is treated as such,
regardless of the level of government, and we have attempted
to bring out the effects of the composition of revenue and
pattern of expenditure on the economic development of

Newfoundland *



EQONOMIC FEATURES

The fiscal policy of a country reflects the economie
views and aspirationé of its citizens and it shedes light on
the social, cultural and political institutions of the country.
Put these considerations lie outside the domain of economies,
From the point of view of this study,therefore, attention is
concentrated on the economiec factors only. The generalizations
arrived at in this work are bound to be of limited usefulness
for policy planning for the reason that, under the surface of
the conclusions based on enly economic factors, lurks a
pultitude of political, social and cultural factors, On the
revenue side, the economic structure shapes the tax system
and determines the tax potential of the economy, OUn the
expenditure side, the economic structure dictates the unit
cost of providing publiec services, and influences the economic,
as ageinst non-economic, productiveness of government

expenditure,

‘" The important factors which determine the tax potential
of the economy are the level of income, composition of income,
sectoral distribution of income, participation rates and the
efficiency of the tax administering authority, For example,
the tax potential of a country where a large portion of the
income is concentrated in the hands of the wealthy group is
likely to be greater than of a country where the ratio of

concentration is low, The obvious reeason for this is that



moet of the income of the low income group is expended on
necessities and thus escepes or omly partislly becomes
subject to taxation. Sectoral distribution of income is
jmportent beceouse if the share of the primary sector is
relatively lerge in income and employment the public revenue
will be less because of the seasonal nature of employment,
The degree of concentration in business onterprises is also
of importance for the same reason as the concentration of
income, The high rate of saving in pre~¥War Japan was due
mainly to the concentration of wealth and oattrprilclgl

Some of the significant factors on the expenditure side
are the rate of growth, age compoesition and the geographical
distribution of population, A fest rate of growth of
population will recuire an even faster inerease in axpcnditure
t0 provide public services at the same level, A high propor-
tion of non-productive age group will demand adequate provision
for health, welfare and education, A sparse and widely |
scattered population will necessitate a higher unit cost of
providing social overhead capital,

In the following we discuss some of the main econonmie
characteristics of Newfoundland which are relevant to the

study of public finance, The latter part of this chapter

1 Iillian N, Loskwood,




contains a brief discussion of some imminent economie
problems, and the subsequent chapters are devoted to see how
far the fiscal pelicy has been able to alleviate the economic

strains and to contribute to the economiec development of the

Province.

Gross Provinciel FProduct

The gross provineial produet has been used as an indicator
of the performance of the economy, Measured with this yard-
gtick, Newfoundland has developed quite rapidly. The gross
provineiel preoduct trebled at current prices and more than
doubled in terms of 1949 prices, and the per capite income in
1949 prices increased by cone and a helf times., Un the aver-
age, per capita increased at an annual growth rate of 2,3
per cent, In 1954, 1957 and 1963 the growth rate declined.
In 1654 and 19057 the growth in real gross provineial product
was offset by a higher growth rate of population which caused
a decline in the real per capita income, In 1563, there was
only 0,9 per cent rise in the gross provincial product at
eurrent prices, This rise was counter-balanced by a rise in
the price index and a greater increase in the population
growth, The growth rate in the real income per capita
compares very favourably with the Maritimes in particular
and Canada in genersl, especially in view of the fact that
the growth rate of population during all these years has
been much higher in Newfoundland than in Canada as & whole,
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Table 1.1
PROVINCIAL PRODUCT OF NEWFOUNDLAND: 194963
(In million dellars)
B xr $ em S L
Current Current Congtant Constant
Amount PRise Asxesunt “Rise Amount % P'rA::3::° %
Rise Rise

B 170,82 - 218,838 - 2188 - 018,28 . -
1060 189.4 11,3 242.,4 14,1 235,1 10,2 669,7 8,3
19081 215,2 13,6 280.8 14,8 246,1 4,7 681,56 1,8
19082 238,09 9,6 318,2 12,7 266.,6 7.0 710,2 4.2
1988 265.6 8,3 339.6 6,7 282,83 6.3 737, 8.8
1064 272.,2 6,6 3B7.1 5,8 289,8 2,7 783,68 0,5
19066 294,2 8,1 2391,7 9.6 316,4 9,2 779.3 6.2
1066 330.5 12,3 432,4 10,1 936,8 6,4 811,5 4,1
1967 842,7 8,7 448,6 3,4 339,1 0,7 799,8 1.4
1968 ©983.,1 23,0 465,86 4,4 246,6 2.2 802,83 0.8
1980 857,7 6.4 B02.7 7.6 963,77 4.9 824,7 2.8
2060 404.1 7,8 556.2 11,8 898.4 8.7 882,68 7.0
1061 437,9 8.4 618,6 11,3 437.8 10,7 955.9 8.8
1962 468,6 7,0 714.0 15,9 497.2 12.6 1057.9 10,7
1963 507.,4 8,8 725.,0 0.0 495,2 0.4 1029,5 2.7

Economics, 1964,
»
In 1949 prices,

Sources G, N, Yunnopoulis, Devy

gg.g. gzlserfttha ;

n

$)¢
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The sectorel distribution of the provineial product is
given in Table 1-2; Table 1-3 presents the proportionate

share of the labour foree absorbed by major industries,

A, Resource Industiries

Resource industries are by far the most important in the
economy of Newfoundland, They accounted for 74.1 per cent of
the net provincial product and employed 33.9 per cent of the
total labour force in 1851, Their shere in the provineial
product decreased to 52.5 per cent during the decade 1551261
‘and their share of the labour force slso declined to 23,6
per cent, The absolute product value of the primary industiries,
however, inereased whereas the total number of persons employed
in the sector declined over this decade, This indicates an
uvpvard physical shift in the produetion function of the
primary sector, The primary sector includes forestry, fishe

ing and mining which are discn--od in some detail below,

1, Forestry

Pulp and paper and logging are the most important forest
industries of Newfoundland, The forest industries contributed
42,6 per cent of the total net provinecial produect and absorbed
- 15,7 per cent of the labour force in 1951, A decade later in
1961, their share in the gross provineial product declined to
23,2 per cent, and in the labour force to 10.,4 per cent, The

large share of the forestry industries in 1951 was accounted



-

fb; by the pulp and paper mills., The twvo pulp and paper '
lllii, the Price Pulp and Paper Ltd,, in Grand Falls and the
Bowater's Newfoundland Pulp and Paper Ltd,, in Corner Brook,
contributed foughiy one-fourth of the total commodity
production in 1951, The relative importance of the forest
jndustries could not maintain its rank in 1961 partly because
the production of paper mills expanded only slightly and partly
because the absolute contribution of logging and saw-milling
ghrank, The market value of the pulp and paper product
inereased only from $48 million to $C€0 million in the decade
195161, and this increase was largely due to rise in prices

rather than production,

2., Fishery

Until recently fishery has been of predeminant importance
in the economic life of the provinece, Even after years of
diversification, the fishery produced 14,0 per cent of the
total production and emnloyed 20,0 per cent of the labour
forece in 19513 in 1961, these shares shrank to 8,8 per cent
and 11,0 per cent respectively. The fall in the commodity
production of the fishery is due mainly to the inefficient
methods used in catching, This was pointed out clearly in
the Report of the South Coast Commission which suggested
that a five-fold increase in output per worker in fhc fisheries
wvould be required to bring e fisherman's income upto & level

comparable with that in other occupations, This would



Table 1.2
NET VALUE OF COMMODITY PRODUCTION: BY INDUSTRY

1961 end 19061
(In thousand dollars)

W. RN v . ; ( ‘

1851 1861
Amount € Amount o (2) as %
| (1) (2) of (1)
Total Production = 148,860 100.,0 261,637 100.0 179,.4
1. Resource IndustrieslO7,982 74,1 137,181 62,6 127,1
a, Porest Indusiries 62,126 42,6 60,316 23,2 99,7
Logging 28 597 18,2 20,265 77T 76,2
Saw milling 1, 884 0.9 326 0.8 61,0
Pulp and paper 34,178 23,56 039,226 15,1 114.8
b, Pishery 20,581 14,1 28 086 8.8 112,38
Pish processing 7,081 4.8 B 144 3.1 115,8
¢s Mining 25,206 17,4 53,783 20,6 212,5
2. Secondary Manu-
facturing 10,130 6,9 21,815 8,3 2165,.,4
3, Others 27,768 19,0 102,641 39,2 360.6
a, Electric power 2,668 1,8 10,725 4,1 402,0
bs Construction 26,100 17,2 91,916 85,1 3866.2
B e
Source: Dominion Bureau of Statisties, Survey of

nmm' 1926«-57' 1961!

BMninion Burosn of'stutintion
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Table 1.8
DISTRIBUTION OF LABOUR PORCE, BY INDUSTRY
1951 1961
No % No (2)
. as %
E (1f " of (1)
A1l Industries 106,540 100,0 112,310 100,0 105.4
1, Besource Industries45,602 42,0 29,969 26,7 65,0
a. Agriculture 3,526 -
b, Porest Industries 16,728 1607 11°701 1004  60o5
Logging 10,634 9,9 6,801 6,1 65.4
v milling 1,625 1,6 1,311 1.2 80,8
Pulp and paper 4,860 4.3 9,499 3,1 76,6
. Pishery 21,391 20,1 12,334 11.0 53.1
Pish pgoconling lg’;:g 1;'3 g'ggg 3°5 46:2
d, Mineral Ind s 8. v a2 S8 R
’ .s ” ndustries 3,706 8,5 4,208 8.8 115,8
. = econ “’ Hle 5’1‘3 4’8 3.203 2.8 63'4
a8, Electricity ete
b, Oonntructiin ’ 7,33? ) g‘g 9 gég g.g 133.7
¢ ? . .6
4, Tertiary Industry 46,441 43,6 65,915 68,7 141,9
a. Trl:lport.tion and
ommunicati
by mhosomunicetion 10,018 9.4 15,213 13,6 161.9
IS Shelosale T J888 3,6 4,287 38,8 111,.8
¢+ Retadl Trade 10,416 9.8 14,64) 13.0 140,6
- of Insurance '610 0.6 1,432 1.3 234,8
8¢ Community Services 6,618 6.1 9,776 8.7 160.,0
‘.g:E::::i‘l : 28,0 12,679 11,2 132.6
ervices
5,664 5.2 7,987 7,1 142,85
Sources -
nada, 1951 and 1061,
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..‘on.itttc an 80,0 per c¢ent reduction in the number of

10

fishermen, .

Pishing, howvever, still employs & considerable portien
of the labour force, The employees in this industry accounted
for 20,1 per eent'of'tho labour force in 1951 and 11,0 per
gent in 1961, This fall in the fishery's share in the
i.)gur force is a healthy sign, PFishery is a seasonal industry
and the workers employed in catching fish {(who accounted for
7.5 per cent out of the 11.0 per cent) go out of employment
during winter and aro'placod on unemployment insurance bene-
fits, This harms the economy in two ways: first, the economy
suffers due to the price it pays in the form of the seasonal
nature of employment and thus the tax potential is reduced;
socond, the much needed publie revenue for development draine
into such unproductive use as able~bodied relief,

3+ Mining

Among the resource industries mining is the only one
which has gained in importance, Its sbsolute value product
‘liiiod, and its percentage share increased from 17.4 to
2045 between 10561 and 1961, Mining has mainly been financed
by foreign capital, In 1962 approximately $200 million were
provided to finance the Wabush Mines, The mining industry

| employed 3,5 per cent of the labour foree in 1951 and 3.8

L _ Government of Nevfoundland, South Coast Commission,
- Report. (st, John's, 1957). |
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11

] “al
]

1L
SR G

__ ent in 1061 (Table 1-3), Although the percentage of
" seseple employed directly in mining is low because of the
E. intensive nature of the induetry yet it yields

benefits through its strong backverd end forward

effects.

%1%;.'.q.adaryjunanfaaturing |

~ Gecondary msunfaeturing has been rather unimportant in

1land, Bnnidon the pulp and paper industry and fish

‘:f;;ia., there are few secondary enterprises in the

ge. It contributed 6.9 per cemt of the total net

- 01‘00liod1ty production ia.IBSI and 8,3 per cent in
The growth of thies industry has been retarded for two

,%i!ggg!l. Pirstly, the Provinee has a serious locational

‘;‘ tage in the supply of raw materials, Secondly, the

i_ﬁ nt of protective tariffs which the Province had

E;{-ligrvta no more available after Confederation,

re competition with the Meinland industries thwarted the

;ﬁf.!‘locondu:y industry, Several enterprises were

ted out of business after cenf.dtrnaion.‘ The labour

I,

;ﬂslplqytd in the secondary industry deelined from
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"R

'jﬁff cent to 2.8 per cent during 1981 to 1961, It may be
| i%;iﬁg‘ in 1957 a quarter of Ontario's lebour force and
| : '“m of (Quebec's labour force was employed in

sondary industry. |

?éﬁjun.tructien |

f?;‘;. construction industry is treated here sepsrately be-
‘i;jgl'tt- impertance, Its share of net value product
fff.'tg the decade 1951-61 and it became the szingle most

& industry in 1961 by sccounting for 38,) per cent

m value of commodity production, The construetion
”§fq-ftod in 1981 with 2ll types of building - residentisl;
:fﬂ y road, pover and railway and communication, It was
ult of the low level of public services and private
_Ff;.pruruillng at the time of Confederation and vas made
fq.'hr belp from the Federal Government which was intended

-

sist Newfoundland in catching up with other provinces,

;ffl as the base year, the index number of employment
f;;“ 2tion reached the peak of 801.,8 in 1953 and stood
;;1-1!;1002. The index number for the industrial sector

) ves only 133,2 in 1962, The labour force employed

=

fip"-tten rose from 6,8 per cent to 8,5 per cent
jf 1’31 and 1961, Here agein the seasonel nature of
i$ffiﬂ‘l to harm the public revenues and development

" ure, The construction sctivity is likely to continue
‘ﬁ;ﬂ pace because of the wide gap vhich still exists

B Newfoundlend snd the other provinces in the provisions

ol
"

e
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'3:,,.; ganpital and residentiasl housing,

| -f:MIny industry
’_hhu_n Clark has tried to establish a relationship
™ o oceunational distrivution and economic development:

roues that the higher stages of development are associated

. greater number of workers employed in the service
ustry.® Prime facie, this may sound true of Newfoundland
f"'_ilu developnent of the economy hss seemingly been

ated with the growth of services such as %nﬁspertation
nunication, and finance and trade, But this is hardly
¢ high percentage share of the labour force enployed in
service industry cannot be tesken as a mark of a high

go of development but is rather e mark of ap immature

5
omy in the case of Hﬂrtmdlmd.a

15

summary, Tables 1.2 and 1.3 show that the economy is
1 more and more diversified, Despite the shift awvay
-utrj and finhing'. logging and saw-milling, ﬁlhiuj
_ roction still employ approximately one-guarter of
';;" al labour forece, These industries are highly seasonal

Gluk, e Loncitions of Sconomic [TOSXesS. (Londons
_and e‘* bdey 1040), p. 182, A, B, Pisher,
a2 _lrogress and Social Security. (maem uadlinnn m
.‘:3 J45)y pe 5e6

l; T. Bauer and B, 8, Yame

nel Distribution®, » "Bconomic Progress snd
stribution s Janwnd

aal, December, 1961,

= .r!: -
‘e
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The important implication of this, from the point

=
wf &
: : .
d ¥
-
[l

 fi5f of public finance, is that such a high proportion of

*IHDUGI force in the seasonal industry lesds to a drain of
sublic resources into able bodied relief and nn-nplqynqnt

h.ﬂ.f’.tlt

1!5‘1. 1-4 presents the components of total personal

'f‘; while the total income trebled, government transfer
}_Jllortascd more than four fold, Income from no other

:?; registered such a rapid inerease (Table 1-4), It should
f;', however, that on the average, nearly 70.0 poi cent
'Tg,'uvornnont transfer payments came from the Federal
SZ,‘__. Since 1953 they have been the second most

component of personal income, and their shere has

??; reasing ever since, reaching a peck of 20,0 per cent
i;;ﬁ- After 1060, however, their percentage share has
-;5”‘. remain below 20,0, The share of earned income has
: ; but that of proprietor's income declined which

1!3' partly the redistribution of income in favour of

; peonle, Although the government transfer payments
}éwli!nl built-in stabilizer, yet in recent discussions
;;;lilltiona of publie finance, the emphasis has shifted
;f redistribution to economic development which both
:;ﬁlbio-tlrtly'ho achieved simultaneously, Besides, that
HisTer payments are a good stabilizer in Newfoundland
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Table l-4

TOTAL CURRENT INCOME, BY COMPONENTS
194963
{(In millien dollars)

‘Total Earned FProprietor's Property Transfer
Personal Income income Income Payments

_ Incom® snount % Amount % Amount_ % _Amount
163 108 63 28 18 S & 1 N
177 116 64 20 18 11 6 22 12
808 138 64 92 18 11 8. 87 18
219 151 64 20 18 12 5 80 18
242 170 66 28 12 18 B 38 13
W S SR RS SRR U B
Y 181 &Y 5 N 1T s & »
811 218 68 85 11 19 & G M
829 226 €9 97 11 18 8 SO0 16
840 222 06 O 10 19 & 87T 1
505 208 68 40 12 3 & 87T 11
396 260 66 43 8 28 6 73 20
420 286 66 43 8 28 7 18 19
460 309 65 47 10 28 6 82 17
496 2336 656 49 10 20 € 85 16

Dominion Buresu of Stetistics, Nstionsl Accounts:
acome and Expenditure. %

ik, 13

P T e e

R e e R lm_ El
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2o conceeded only with reservations; the largest bulk of
| payments goes into social welfare allowances, such as
. ve sssistence, blind and disabled persons' allowences,

allowences, child care ete,, which are fixed.

4 "
TLATTON

* important asnects of population from the point of
. this study are the age composition, growth and

te of urbanizetion, Newfoundland hes experienced the
_' rate of natural inerease through a high birth rate
death rate, The average rate of natural increase ¢
was M.'? per thousand people. The Mrth-utn
ned from 37,5 per thousand in 1980 to 32,1 per thousand
i;- The death rate fell from 8.0 per thousand in 1960 -
h 1963, The high birth rete can be largely attributed
?'mﬂ increase in income since Confederation and the

eath rate reflects the improvement in hygiene and health,

’% e 1.5 shows the age di stribution of the Newfoundland
ation according to the censuses of 1951 end 1961, It can
erved from this table that the pyremid of populstion
j“”," in its base, Children under 4 years of age

the mejor portion of population (16,3 per cent),

8 decade it stood at 14,8 per cent due to fall in the

ra vey If 15.89 is regarded as the earning group then
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, f*? 43,1 per cent of the total populetion was in the
k of non-earning group. Of the non-earning group,

y por cent belonged to the above 60 ege gFfoup and the rest
Hl'ur cent to the below 15 age group., After a decade the
jon worsened in 1961: the earning group had fallen to
 per cent of the population and the children under 15
E:IUMOJtu 41,9 per eont.7 The corresponding figures for

[j_ as a whole, were 61,1 por cent and 33,9 per cent

‘"1,' .

In 1962 the index of population with 1950 as the base
- !mn 133,09, and the index of the lebour force lagged

L at 120.,2., To aggravate the position the participation
'a“il from 29,6 per cent in 1950 to 26.9 per cent in 1962,
11 from Table 1.6 that between 1949 and 1962 the

2 » of population gnlnf&lly'onplqyod vas never more
’y It implies that 70 to 75.0 per cent of the

?;. consisted of yonng‘ehildroa, uhemployed and old

;?;f!t'lcant that the unemployed have to be provided

.;: ployment insurance benefits and sble-bodied relief

;;;?1drcn with femily allowances and the old people with

=

Wid Kamerschen suggests that if the unproductive
io tluoodn the 2roduattvo population, the country is
opulated, Produetive population is comprised of people
.;r - 68 years ransi. See hiu ® Over Popnln&ieu 1n thc
loped Countries", Ecopomig Developmer d Cultuy
1. XIII No, 2. Junn 5. According be this,
was ove lated ia 1051 and the situation grew
l"l. 8ee Table 1.5 |
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- Source: Consus of Cenads, 1951 and 1961,

Table 1.5
POPULATION DISTRIBUTION, BY 5 YEAR AGE GROUP
1951 end 1961
‘ lavfonili:g:nd N w}':::dlmd c:::;a
Ne. % No. % No. %
58,831 16,3 67,606 14,8 2,256,401 12,2
46,433 12,8 64,404 14,1 2,079,622 11.4
96,126 10,0 69,464 13,0 1,855,000 10,2
30,403 8.4 43,829 9,6 1,432,560 7.9
86,718 7.4 80,838 6,6 1,183,646 6.5
48,871 13,6 62,200 11,4 2,481,107 13,6
41,417 11,5 48,064 10,7 2,380,885 13.1
27,883 7.7 89,343 8,6 1,878,504 10,3
21,244 5,0 24,731 5.4 1,289,470 7,0
9,071 2.5 9,684 2,1 487,102 2,7
14,419 4,0 17,211 8,7 904,052 5,0
47,5 51,6 41,8
- 46,0 42,7 50,5
 above 6.5 5.8 7.7
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Table 1.8
LABOUR FORCE PARTICIPATION RATES; 1040.63

hpnluion Popuhﬁon i.abour Lebour® Participa-

Index Porce Forece tion Rates
| Index
(000) i (0c0) R A
8456 - N.8, - DeB,
351 100,0 108.0 100,0 20,9
361 102,8 101,56 96,7 28,1
' 106,6 101,0 96,2 27.0
383 109,1 102,0 97,01 26,6
396 112,5 99,8 0840 26,3
406 116.7 103,6 98,6 25,5
415 118.2 107.0 101,9 25,7
424 120,8  110.7 105,4 26,1
430 123,1 110,7 105,4 25,6
141 125,6 116,4 10,9 26,2
448 127.6 117,9 112,8 26,3
458 130,56 122,0 116,2 26,6
470 133,90 126,2 120,2 26,9
- 481 187.0 N8, - Ned,
G, l. !nmmlu m,.' of Newfou:

r*r*"*;s Tnpublished
u London | chool of lumiu,

.n. )] nn ta
1904.




ve assistance. A high proportion of such people in the
';:,-.Qeolsit!$00 the apportionment of more funds to
;;;i" uses with the exception of education end health,
;;polnttﬂ out, however, that there are many future '
k;i_. of a young population,

5__1‘-{:

ik .
II.

he geographical distribution of the populstion in
ﬁ%? .“ is largely influenced by historical trends and
cation of fishing grounds, The most important eriterion

rly settlement was the nearness of rich and fertile
Eiltdltﬁog In this context isolation was an advantage
f;;a.a.rrtoa with it the prospects of undisturbed use of
1 ground, Isolation was also advantageous because

il

_:L protection from the ruthless enforcement of the

:ﬁlur against colonisation of Newfoundland, The result

-!'

 dispersion of population into approximately 1300

ettlements spread along a coastline of 6,000 miles,

{:lﬂﬂtrlty of people have concentrated on the east

;ff'lisconc which are ontirolj historical, Before

#tion was permitted the east coast was the favourite
5i_ihm fishing vessels, and as soon as the ban on

stion was 1ifted, this pert was the first to be

.% Lack of taﬁilitios of communication and transportation,
_ 1 dependance on fishery for earning s livelihood
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.,', 44¢h socisl and cultural factors, acted as strong

T on population movements, Since Confederation,

- diversification of the economy and spread of

I: ' dructures, supplemented by incentives offered jointly
'?;:Mlnoislrmd Pederal Governments to people in out-
f‘-h , move out, have led to & population movement to the
s. In 1051, 42,7 per cent of the population was
l urban areas, A decade later in 1961, this figure
+. 51,9 per cent as shown in the following table,

e
B

Tab le 1.7
RURAL AKD URBAN POPULATION CHANGES
(1961.61)
Percentages
Newfoundland | Canada

Bural Urban Bural Urban
57.8 “8.7 87.1 ‘2'.
65,4 44 .6 23 .4 66,6

by .
| 1

48,1 51,9 28,9 71.1

et Dominion Bureau of Stnti-iu. .
1851, 1956 and 1961

eity of St, John's eaccounted for 53,000 residents
_por cent of the total population of the Islend, In
'---.mm of 5¢, John's and Corner Brook together

;, for almost 20,0 per cent of the total popdalation,

ame yeoar there were 30 other towns which absorbed
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'; cent of total population, The rest of the 60,0 per
.
2z scattered in small settlements called outports.,

';: J

that, the rerulation is most unevenly distributed

j¥3.|....n- division, Division I (the Avalon Peninsula)

;E'lbr two~fifths of th§ populetion, giving a density of
.

srsong per square mile, Division 10, on the otherhand,
;;f less then 3.0 per cent of the population, giving &
0.1 person per square mile (Chart I), Density of

tion in Newfoundlend as @ whole is 3,1 per square mile

et

ed with 6,2 for Canada, Low density coupled with a
" of dispersion of population raises the cost of
ing social overhead capital because the marginal cost

e ¢

@l overhead capital is much higher than their average
ue to indivisibility and lorge units,

] ' ' .
 RLRJ IS L fuli O

L

;fjl.!itlﬂ section has been devoted to outlining those
i the economy which are relevant to the study of

finance, However, to ascertain the role of publie
{F the development of Nevfoundlend it is necessary
  " some of Newfoundland's economie problems and see

lie finance has helped to slleviate them,

.

Wplﬁi of unemployment is en important indicator of
'elopment and the Pederal Gowernment hes used it to
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Table 1.8
UNEMPLOYMENT RATES PCR NEWPFOUNDLAND AND
SELECTED REGIONS OF CANADA: 19850-62

'Ont;

April,

(1) innual unemployment rate
(2) Unemployment rete for winter months only, November

Nfld, Maritimes  Canade
(3 (2 ) & o) @ ) (2
2.4 n,a, n.,a, n,a, T8 n.a, 3.9 n.a,
1,7 n,ay T8 n,a, 3.4 n,a, 2.4' n.2,
2.8 Dede 640 B8y 40 Bes, 2,9 8l
2.3 n,ay 5,9 n,, Gs4 n,an, 3.0 nin;
3,8 na, 6,0 n.a, 6.7 n.a, 4,6 n,s,
Bl il SR s A sdie G4 R
2,3 8.,8. 6.6 10.8, 5.8 n94 3.4 5,0
8.4 6.2 9.0 10,4 7.9 19,8 4,0 8.8
5.4 6,0 18,0 28,8 10,9 11,9 7,1 8,2
4,8 B,7 2W,1 24,8 0B,T7 10,8 6,0 8,)
Bed 7.8 17,8 26.4 8,7 12,8 7.0 9,6
BsS B.6 20,6 24,3 8.0 11,8 1.8 1.8
4,3 4,8 17,8 21,5 8.0 10,9 5,9 17,3

e: Dominion Bureau of Stetisties, The lLabour Force.
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the depressed areas, Unemployment has two
aspects from the standpeint of publice tinanac;

_ 1oss of production and income and hence a low tax
- |
fi.lht and unemployment insurance benefits,

It also diverts the government revenue to able

7'?....ployaent rates in Newfoundland, Ontario, the
 and Canada are presented in Table 1.8, Even in the

’.u uploynent in 1953, Newfoundland's unemployment
«9) wes triu as high as thet of Canade as a whole,
- ﬁ. y.u of boom activity esvecially in construetion
The rate of unemployment began to rise in
ing a sharp rise in 1088, and continued to go up
'ihﬂng years, The reason for these unusually high
. 'mghyumt all over Canada was the recession that
1669, In 1968, while in Cenade unemployment rose

por cont and in Onterio by 2.0 per cent, it rose by 8,1

'; in Newfoundland, In the later years of recession

of unemployment in Newfoundland was considerably

X h Canada in general and in Ontario in particular,
e inferred from this that the depression in Canadien
rt Newfoundland more than other regions, and this
due to the high dependence of the Island's

. the Canedian Mainlend,

Pe 12



». the persistence of high rates of unemployment
the period is en indication of the existence of

Rl unemployment in the economy,

}'ye;n of the high degree of reliasnce on fishery and
vy industry, Newfoundlend's economy suffers from

rable sessonal unemployment, The gravity of the

lion cen be ascertained from Table 1.8, The average
¢ soasonal unemployment during the winter monmths,
or through April, stood as high as 28,8 per cent in

.l_-

In primery fishing in 1958/59, unemployment insurance
ts and able-bodied relief constituted 42,0 per cent of
hi* participation income, The figure for 1962/68 was

 cent,”

Y

@ loss inflicted by unemployment of rescurces is ‘
:g”-. In ite memorandum to the Royal Commission on
:fta 1862, the Atlantie Provinces Economic Couneil
::hi&ti, agsuming that uwnemployment in the Atlantie
® was no higher than in Canada as & whole, the loss
;"to the unemployment of the labour force came to

over the years 1953.61, Newfoundland's loss was

| because its unemployment rate averaged 12,8 per
Lﬁi““‘ in comparison with 7,7 per cent of the

'ﬂavornmcut Auuistanao Produntivit aud !neuno
ng Industry nf‘ﬁovf&un&lanﬁ' A paper P*"‘ﬂt‘ﬁ

) 'Gcnfuronc. of the Canadian Pelitie&l Science




U;i.;. for that period,

<: Emmigration provides the safety valve in an explosive
-fE‘son l1ike this, Put does this sgolve the problem? The
'?ﬁ.g Committee of the Senate on Manvower and Employment,
jﬂ,g,‘ to the nroblems of the Atiantic region wrotes

f; the long run there are only two solutions: either the
o1 move out to better opportunities elsewhere, or better
ii*;hitigs are made aveilsble to them where they are. The
ﬁlg-utgratian of the population is neither socially

' ,.19

_f;;+»=;ieally desirable, end we reject this possibility
11

fact is that migration has not helped much in the past,
'if= if migretion were the answer there is not much |
T;stc absorb the unemployed labour force of Nevfoundland
w in Canada, Allowing for 3,0 per cent unemployment
'fPAtublo, no region in Canada (except perhaps the Praiiie
;ilat with 3.9 per cent uhnuployncht rate) could claim %

;1 ient upto 1962, In fact, the Maritimes, (Quebec
i}tiahuCelunbin had eunaidiribli enemnloyment that year,
;f?ll higher rates in the years prior {o thgt‘lz Thus if

iabourers did leave Newfoundland for job opportunities,

‘Special Committee of the Senate on Manpower and Employment,
:5.(9ttavn: Jueen's Printer, 1061), p. €.

tllan Company, 1965), pp, 822-29,

fs Wilson, Pinancial assistence ,Wz.;“_.+gg_%Fuuuuuma_
sliey ALIADNY rOva 2CONOMLIC

1, 1964), p, 73,

sve (Torontos




;g'ihul have to migrate to the neighbouring United

";; Thus the less is harmful to the Province and to

a, In 1956 the Newfoundland Board of Trade estimated
fa‘...ts 10,000 in current prices to rear and educate
f?Pl' Thus & policy of regional development can

ir to national growth: by providing more employment
j; t£o¢ within the province the national loss of the
f{lbrcc can be avoided,

nal development has recently become the focus of
and economists have developed models to explain
L the regicnal differences in economic activity,
al disparities do exist even in countries boasting the
lllndtrdl of living but they do pose problems of a
:lltnr!sin countries with a federal system of govern-
)} advantage of joining a federation is to share in
; of a united country, but the act of union of a
.:3Il'1qn vith developed areas tends to intensify
3 disparities through the polarization effects which
| er than the spreed effects, This problem has
Dlin recognized in the legislation that created the
 Council of Canada and which specifically directs

| l“d Bo.rd of Trﬁ., ‘. JASSION O _LHe LOovead
; ﬁ__,! aadaa’ s sLeonot rgg8pects, (St, John 8
SRy 95 . p. 4 n meagrnp ed)
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¢11 "to study how national economiec policies
rustor the btlaasad economic development of all

i

7;1-¢f cnnnda“

-i ;wi has been suggested, notably by Raul Prebisch, that
3 e trade between the centre and the periphery bestowe thi
tages on the former, It follows that the gap between L
| ‘.ivuntngaa derived from free trade will tend to be 4

jf* - the greeater is the value of trade between the centre

d the periphery, Newfoundland and meinland Canada are a
a?-czunplo of this,

~ The economy of Newfoundland relies heavily on the export
-;?{ u-la1n produects, puly and paper, fishery products and

' 5 els, Half of its total production (by wvalue) is exported
'B@O per cent of its e:purt- are acceunted for by forestry,
sh and mining, !br virtually everything, even the basic
:{:itt:: of life, it leans heavily on imports; 90,0 per cent
_f}ho food marketed is 1spartod.1‘ After Confederation, open
  £:|0 trade with mainlend Canads hag exposed Nevfoundland

f{rlurizutiun lffcats.ls

!o Oopt-, gt  -< !5-m;: New;
—{». (8t, Johr Hewfoundlends
"; » 1“1), ppe. 16, 97.

SEE AL A : T . EX 1 ¥ 3
o R ,.t.' E SaI . ERBD  md W N & L3S .

k4 Y : .
sewvioundiand pPoard o.

On the basis of a semple survey of construction projects,
*Infmdlsnd Board of Trade revealed in 1966 that 40,0 to
_‘_Or cent of the total expenditure on the major projects
ie outside the Prcvinno. The other portion is spent on

ases within Newfoundland but the oonneditiol purchaaod




::'10‘138" coupled with migration of population
~iden the regional disparities because the income

-;ffi_." region increases via the multiplier and

l':"i‘lﬂliing the problem of unemployment above it

. -
[y

ﬂ;;. that migretion was not the solution nor had it
7ﬁﬁi§. past, The secondary manufacturing industries
I{'tn relieve the situation because they can be labour
| The Canadian experience bears out this fact:

and 1953, 30.0 per cent of the total additional

were in the manufacturing industries and 70,0

' these jobs were provided in the protected

l‘ Secondary manufacturing is still in its early
;fﬂlb!fonndlana. It absorbed only 21,0 per cent of

ur force in 1951 and this share dropped to 19,0 per
  f:p in sbsolute terms its share remained stationary.

ue.o per unt rru luinlmd cm und 80.0
ﬂtl;A. end U,K.,), The following example will

| _. Ot P!’ﬂj.ﬁt A A R R R R R R R R ‘Ipm!m
: m in meinland Canade sesessensan m’m
& 1 spent in Newfoundland ssesesessaenes mtm
__f«h 8es of goods made in Canads ,.eeeee 325,000
4'*i es of goods made in U,S,A, and U.K, 80,000
ies and vages to Newfoundlanders ... 65,000

ng FEsRsBOsRsn R seRBOTERNERRNRTIERRBEORES 139.000

lhtblr 'ctnadina Ttrifr Policy", Canadian Jourr
£ d_Folitical Se: ¢, November 19565, p,., 522,
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neonomies of scale are important in the secondary
manufacturing industries: marginal costs dec¢line as the
geale of operation is expanded upto an optimum size, But an
optimum gize plant cannot be established unless the market
is gufficiently large both in terms of income and population,
The nhm of the market disqualifies Newfoundland from c¢reat.
ing the base for a large and sound secondary manufacturing
gector., The personal income per capita in Newfoundland is
less than the Canadian average and only half of that of
ontario, The population is small and sparse and diattibuﬁion

of the products thus becomes difficult and expensive,

These handicaps can, however, be overcome by finding
export markets, It requires competitive prices to capture a
market and here ageain Newfoundland is at a disadventage., It
is neither material-oriented nor market-oriented, Agriculture
is virtually non-existent, ‘!—'h; cost of trmnport.gtion is

high relative to other parts of Canada, Located in the

‘middle of the most specislized economies of Yestern Burope
- and North Asegica, it faces severe competition in secondary

industry, The manufacturing industiry which existed in

Nevfoundland before 1949 was protected and inefficient,

This was proved when, with the dawn of Confederation, a

dozen or so of them went out of business, Some of these

~ industries are still protected by the heavy cost of transw

"
!
S

= N
'y
ﬁl""!."' :
.\1{‘ R
L
]
a
Sl

‘_';-I.ﬂltian invelved in importing products from mainland,
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1 has alweys faced a shortage of donmestic

are few large enternrises which were

'Tiutg,puroxy local capital, This is due mainly

%) .

Y

- ‘\
4

”;Eiitbl of personal income, Ko reliable data are

"

it

?@n; the peried prior to Confederation, But in
;;i=tl income was $472 which was half of the

f”i age, The low levels of ineome are generally
75?im§s.hsgh marginal propensities to consume and

e low capacities to seve, Desides, much of this
come was discounted by & high cost of living which

' .lj 20,0 per cent higher than that of mainland

_ffiiaih"tn. per capita income has more then doubled

_ 319 the cost of living index has also risen and thus

ome tends to remain low,

TJF? 14 be noted that s lov level of resl inecome is
f‘:fflf“hl reason: for small capital formation,

“f inerease in the marginal propensity to consume
f_lfaoatrlbutod to the change in the pattern of

fﬂ;f due to Duessenbury's demonstration effect, The
f:; :ﬂ'bttlu American countries provides cvidonoc’ror

- This is partly true of United States also, Nurkse

"Remember: the reason why even in the United States

= .-ZMil.ht i & LONOUAC veveionnent 01 LaOLiINn ALeric
rineciple Problems. (New Yorks U.N., 1850), pp. 5, 37,
9



the people are saving nothing is net that
B save, or &0 not vant, but $het Shey

, which auku them want new consumption
u Newfoundland has been ubumluﬂy exposed
£ _‘ s Confederation high tariffs kept Newfoundland
the new and superior consumption goods '
x d abroad, Union with Canada removed the

, and commodities, new and superior, moved

* e of social overhead capital is equaily

: Even after the tremendous assistance
Ommut (Tfables 3-2 and 8.3), Newfoundiand
. m provinces in public utilities, Parts

¢ce are still without roads, The rtﬂ.o. of miles

: for Canada,



CHAPTER 11
H 3,  e1AL ASPECTS OF CONFEDERATION

d Royal Commission of 1933 summarized

4

ﬂ economic difficulties of the Islend in
leC cannot indeed ulpluaiso too strongly that

i L

ions of psuperism necessitating large

‘ -1"
re. I&f have nlvayl been & feature of the

..

 history and must continue to be so, while

i'lhﬂcd on its present basis and remains

ibl country”, 1

trade had been very importent in the econcmy of
M almost everything, even the bare necessities
_ relied on foreign markets, Its mein

—

fis | ~and pulp and paper. The most important
T

-ﬁliuao on foreign trade, from the point of
ﬁlﬂno. was its significance for public

r

milu the relatively prosperous year of
rerage raote of duty on all imports was 25,0 per
e contributed meore then half of the total
eceipts, (Table A-2)

teport. { ndos fiis

Royal Commision, 193
Office, 1993),

24



1{ﬁii¢h.ry'vul not only a large component of the
| .1' Newfoundland contributing 45,0 per cent of the /

| % ‘ ylue, (Table 4-1) but was slso important as a means .
_,l'

mma and employment for a large number of people,

.- nll"‘“ on fish and fish products 2= a main source of

r '-'l employment and exports, was economically very unsound,

is industry is subject to violent fluctuation which are
utely beyond humen cohtrel and it is subject to the

es of nature, It is a'common property' resource where
er-temporal optimum use is difficult to achieve snd where
shere is purely a fumction of canital-intensive
-quach Lack of both placed Newfoundland at a gross
rantage in uﬁpaxim with other countries, Above all,

a highly seasonal indusiry where a bed or good cateh
cause fluctuations in income and employment in the lsland,
oq‘uoﬂl}. from the second quarter of ihe nmineteenth century
194!. ﬁo year of Confederation, the fishing industry

s been a Mﬁluhing element, although determining the

rse tt ih mm.
= 3 1

ntages of dependance on fishery for export
e 1ly formidable, Its income elasticity of
-* ', l its price elasticity of demand high due

of substitution., The exogenous factors

tion in the case of teriff end wars are

this regerd, The effects of the




”ifgg-tht fishery in the economy of Newfound.

1y outlined below.

r_.}'_ .

oundland before Confederation, the years of lovw

f{lairuto of unemployment were closely associated

of the fishery., The dangers inherent in an

sy .‘: -. R

' lfinipflth ané fish products had become manifest

government made the first serloa- effort to
_?tﬁiaoatly. The early years of responsible
,{Tffﬁlh"ao granted in 1858) weee relatively
s but they were not to lsst lomg, In 1860 the

‘{5" ~and in'tho following two years it was not
;if'pl. Consequently, unemployment became rampant
popalation begen to migrate to Caneda and the United
iniJiil‘! of semi-starvetion pruvatlcd and 33,0 per
rﬁblic revenue drained inte able~bodied relief, -
o s of fishery utartod in 1869 and culminated in
_ X mol*l eateh, In that year half of the population

d in catching and curing fish, the public revenues
;ﬂﬁhnir peak and the balance of peayment showed a surplus,
hery failed in 18785 but this time soaring prices came
%'"-c!o.

ftiiii‘ the credit system on which the fishermen and
'”; ‘ttrriod on their deslings led to & financial erisis

ankrupted two banks, end the failure of the Government
'ff;"ﬁl to honour its obligstiomns,
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ff;i" been underway since 1890 te diversify the

' l.

sning up the remote areas with the spread of the
-“‘, Alarge proportlaa of the workers was

y construction of railways and the discovery
uu Cove, The period 1895 to 1983 can, there-
ted as a relatively prosperous one, The most
‘ r, however, in drawing lobcur avay from the
'h. outbreak of Yorld Var 1. Newfoundlenders

p American, British and Cenadian military bases,

M left the country on war services, Nonetheless,
'f the totzl population was still engaged in

‘t_‘ euring fish in 1021, The war had brought

u wall as higher incomes caused by upwoerd price
1]WM'“'%lr‘ihen0 of fish,

i to the prolpority generated by the War came with
,ﬁ the depression of 1930's, The fishery was left
}i:!ﬂabo-o! ruinstion that a commission, The Pishery
ation Commission, was instituted in 1934, Jonditions
o somewhat in the later years but still upto one-
J population on the average lifed on relief, The
for the persistent high rates of unemployment

| sivity of foreign merkets and the stiff doupotiﬁn
he development of fishery in Korway, Between 1928/29

> the export value of fish had decreased from

lion to $8.0 million, Thereafter fish exports began



.Q;",..a until 1944/45 when their export value
"'..‘fngn, Expension in the export earnings of
te Yorld War II which shot up prices,

quf)‘h’ fishery which employed a guarter of the
k. and constituted helf of the total export
"":l’4g.p¢ndﬁn‘ on the vagaries and vicissitudes
and economic and volitical conditions

hﬁ.ﬂ%, most imporient sector of the economy was

-f??i by exogenous forces, "It is this propandtrhtt
’ ,T 'tho‘aoyul Commission, "on the outside
'ﬁ:ihlo of a single product which chiefly expleains

¢ and finencial difficulties in the past®,”

, DIFFICULTIES

L: £il history of Rewfoundland reads like a long
f?; itiiil and 1npr0§1deai policy., From the end of
_i:" upto the 1940's the Island experienced
nanciel erisis,

il! years after a fire had destroyed the city
Nevfoundland was hit by e severe financial
m the firm of Messrs, Prowse, Hall and Morris,
Tif'_. of the firms exporting fish to European

fused to honour the bills drawn by the Commercial

-

I - t“nr"e .:1 ’_P. .':



B, ‘, As & runlt, the Commereial Bank was

’..’1. lost confidence in the benking
-guo a run on the other two banks, the Union

| f »nt Savings Benk, both of which were forced
The country was left not only without
Wﬁ eurrency because the notes of these
rency of the colony,

; '  far more implications than such crisés

% Al Mornt of 2225,000 on the external publieg
ilo in l.ondm on the first of January 1895,
’Ith‘ unable to meet this obligation, had
with the Union Bank to pay it: the credit-
the » government was at stake, Bup wvas sought

‘. fl ‘an immediate grant eased the situation
.ﬂtr to service the debt the government

loan und requested Englend to guarantee
'r;:_'_ ; and refused end the only elternative left
issue of Confederation, Por reasens, which
ned in the next section, Confederation failed
.ﬂ le had the credit of the government been

« ‘Mﬁl to reise 2 loan in the money markets

'_ lﬁ York failed. The Bank of Montreeal and the
J tia which hed branches in the colony also
»‘ It is lronlnl, et the same time

ﬂnnohl position of the Government of
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m Mr. Bond the Colénial Secretary, was able
Qf $150,000 on his persomal credit, Later,

.‘_ .
"

gyas flonted in the London market and was over-

#'- m couse of this crisis was said to be the credit

i . fishing was conducted, Thue The Times wrotes
4pin and ceuse of this terrific financisl wreck

’ and further beck, It vas unsound trade that
foundlond on this fatal 'Elack Monday'. Ve know
pveral years past the Newfoundland fish trade

rl i i, with some exceptions, wholly on credit,
_"u sole basis restson sueh a freil foundation is
. | en overthrow","

ust engendered by the bank failures and the

—-"f*- ion of government in paying off the interest on
. lingered on for & number of years among the

> i.-plo vere reluctant teo invest in business and
__,H rities, Cf the tetal publie debt, hardly 5,0
in Newfoundlend, The reason wes not, it

1' i out, leck of savings as much as distrust end

Mlué

-

ial erisis of 1898, which was blomed on the

| _',"_ﬂnmundlmd Royal cmnum 1933 Repnt
Fajosty's Stationery Office, 1983), p, 26
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o that ruled the fishery trensactions and the
ture of fishery; hed brought home with eruel

T

“ woes imperetive to diversify the economy.

_. s, the government undertook & programme of
jon in the last decade of the 19th century,
| , significance to note that this wes also
which the government was faeing serious |

iculties.

e government found it impossible to pay &
lltu #hhh it owed Robert Reid who had

%h railvays on eantuet. In lieu thereof, the
: ecided to pay 5,000 ascres of land per mile of
t' e The cost thus came to 2,5 million acres,
” a few more subsequent contracts, Robert Reid
ilo government ;pproximutoly 4,220,000 acres

dng of the mails, end

mﬁly for the ear

l!’ land neer Grand Lake where coal reserves
d, He elso received an additional subsidy
r annum for a period of thirty years, $10,000
six years and another amount of $450,000,

than this was the hold that the contractor
These contracts gave him the right to
n and eperate the whole railway and telegraph

: of the Island, and the electric street

the ecity of St, John's, He owned and operated
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 +o all large bays, the St. John's dry deck and the
':? ”'£;t-rintu around Grand Lake, He also owned

i il
L4

1130n scres of land with free rights to sll minerals,
;5%# ‘ for sll this the government received a paltry sum

, ;;:i.il1£on. This shows to whaet desperate lengths the

e -

:fi':;”_... driven finencially. Thus the Secretary of

,?f’lir tht‘éalénioairote to the Governor of Newfoundland
'1itil "gontract is essentially the sale of a million and

-
. h - T 'S

acres for one million dollars®, He further noted

\l !

 1.'0105 an abdication by & government of some of its most
i;'uut funetions is without parasllel, The colony is
'efld for ever of any control or power of influencing its
 development, snd of eny direct interest in or direct

]
efits from that ﬁvvelﬂpﬂ'“*"s

1: In 1900, howcvof, the ovacgqhip of the railway, the
;;ll end telegraph system vua-tranafnrroé to the government
 ith¢ payment of $2.5 million., Progress with the railway
?trutttgnciuﬁinutd while the develooment of mining at

| Islnll.llt-iho outbreak of World War I contributed te
”divologniti of the Island, Due to wer expenditure, the

blic debt amounted to $43.0 million in 1920,

ff The period 1920-32 was marked by deficit budgets, Hialud
'.fthe t.upﬁﬂhQ’“y!blptrity generated by the high prices of

- - 3 . ne? 31 ), ) ] 9 - LA FDET ¥ F - €
$ L= v W . X :,‘,'.Ti - t 1 - ‘ ST 4 E- X L ' F “,.-1_‘; N L . - . v '
1 nl




k. ¢ World ¥ar 1, and by the defence expenditure

.p, British end Cenadien bases in the Islend,

, undertook vast capital o;pméituro; cmnquontly,
‘hﬁﬂ year period the public dept more than
M $07.6 million in 1981/32.

u revenue began to deeline in 1980/31, reflecte
if dopnuien. A large percentage of the people

,.“
_’- Il

y reilvay construction was left jobless and could

i ~ d in the fishery due to lack of fishing gear

,_'_'L_* v harvest, As e result, 12,5 per cent of the
enue in 1931/32 went inte able-bodied relief,

gh the financiol condition of the Island had been

* the War, the government could not raise a
Iiuun in 1981, partly becsuse of low nﬂ.ngo

4 f 1se of the fear created by improvident

licies, Despite the urgent appeal from government,

h ated to subseribe even a small loan of

rever, the government was able to get a loan of

m a syndicate of Canadien banks and $2.6 million

rial 0il Company, the lattir being known as the

2 of 1932, The bank loan required that the

its custom revenues (which comprised 75,0

m Public revenue) for the payment of interest,

hﬂl involved granting the Imperial 0il

elusive right to import, meanufacture and sell




M“a. including gasoline, kerosene and

for an annual payment of $300,000, The
,;u.a in such a tight situation that out of
ie expenditure of $6.2 millien in 1932/33, o

.' ':E

gtnm was peid in interest on the pabuo a.m

‘_,. .r iﬁ* " '

, had been the financial policies that the
mpmdod in 1034 end the Commission of

o £k y.
- -.l?.

ﬂn in Pebruary of that year, The perioed

_ wes marked by significant improvemrnts in
%ﬂ‘ financial conditions of the economy, The
c were numerous, In 1932, a system of
m ol nl n‘ublishad to control oxpmdituu and
u the finencial condition of the Island, m.
Wm affected some other financial refurms,
M ¥ar II again brought prosperity through high

ce umuturo.

'-- ah.

i -'

m ma of this period, however, the budget
it tnmu the volume of revenue was still
m tuld frm the fishery. Customs duties
m- was considerably reduced, remained the
nblh revenuej the averapge rate of custonm

ﬂ from M.ﬂ per cent in 1933/34 to 25,5 per cmt

e ) did not show a surplus until the outbreak
L n m defence upmditurn in the Islend proviled

"r
}
r

¥
-
I"".:"é" :
S
R .

.._A-
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unities for a large number of people., In

| 1,000 Newfoundlanders volunteered for wer
 fnecome and employment ineressed vis the

n.u effects are manifest in the sharp increase
& nt receints (Table Aw?), and a surplus budget

L

.' poriod of time,

* it may be said that there is one theme that
muoul gnd economie history of ﬁowfmdlmd

\

lul it nhaya took & benevolent aet of nature
'E;, o

b relief to low incomes, mass unemployment
“&mmt. It wes impossible for such an

itnclt.
8 _ANE HE 1SSUE OF CONFEDERATION

'f lnhm:lmd faced the issue of
 the first time in 1809. it became the main
lﬂ of that year, and the Pederal PMy
r of Confederation) suffered o hui"unuu'
ne, such as vagueness of terms, inedequate
Ml stesmship service and the fear of neglect
i-n been put forward, It is not, however,

o

} to note that 1869 was the most prosperous

—

iouﬂpfuon of var npmditur. ln. Egpork

o ‘ ‘k -.'

s Stet onery C 1 ce, 1046), PMdix A,
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year for the Island since the grant of responsible government,
Able-bodied relief, which Newfoundlanders had come to regerd
as a private right, hed been discontinued in the previous
yoar, and the fishery was extreordinarily good., The anti-
Confederate Party took advantage of this ephemeral prosperity
and told the electors the "wild tales of conditions on the
meinland and of the miserable fate that would be theirs if
they once allowed themselves to come under Canadian domination”,
The Royal Commission went on to observe that "it was the tell-
ing effect of these tactics that completed the ruin of the

Federal Paxty”.a

The second time when the issue of Confederation came up
was in 1885, This was the year of Bleck Monday —-- the day
Newfoundland was left not only without banking institutions
but also without currency. It may be pointed out that eight
years earlier an attempt to reeéentho issue of Confederation
had failed, After England refused to guarantee a lo£n that
the Government of Newfoundland needed desperately, thoughts
iofe turned to union with Canade as a means of resolving the
financial difficulties, But the negotiations were deadlocked
on financial terms, The total publie debl of Newfoundland in
18906 was $15,829,834, Canada was willing to assume

. Newfoundland Royal Gounilliou.ig;ggfg (London: His
Majesty's Stationery Office, 1933), p.
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'$1o,350,000 calculated on the basis of %50 per capita, this
being the per capita public debt of Cenada, The Government
of Canada suggested that His Majesty's Government assume the
remaining 35,479,884, but England d4id not agree to this and

the matter was droppod.g

Confederation was accomplished in 1849, By this time
the proeperity penerated by war had begun to wane, 1t must
not be inferred, however, from the consummation of Union
that the finencial terms were to the entire satisfaction of
Newfoundland, It had, in fect, placed high hopes in the
clause (Term 29) providing for the revision of the financial

position of the Island within eight yonra.lo

The financial arrangements between the Governments of
Cenada and of Newfoundland consequent upon Confederaticn are
set out in cleuses 23.290 of the Terms of Union, These are

briefly discussed b.lov.ll

Term 28: The Government of Canada agreed to assume the

T—————-—-—m

For details, see jibid, Appendix E, pp. 04345,

10 ‘
Je Ry Emallwood, Qux Cese. (St. John's: Government of
Newfoundland, 1966). y

11 see Depertment of External Affairs, Repe a0
ating to the Negotiation x_the Union of Newfc

fttava: Tingte Feiater. 1000, 3po T8t
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ock issued on the gsecurity of Newfoundland persuant to the
an Act, 1933, of Newfoundland and to take over the sinking
3 established under that Act, The public debt of

‘Ja pundlnad stood at $54,813,000 on the Ist of April, 1049,

{}, Government held sinking fund securities of the order of
li‘glc,ooo leaving a net debt of $47,597,700 which became
phe liability of the Government of Canade, The remaining
;ffion of the public debt which amounted to $4,825,470
ymained the responsibility of the Provineial Government,

Under Term 24 Newfoundland would retein any financial
Srplus” subject to three eonditions. First, one-third of
the surplus would be deposited with the Government of Canada

'1- it would be made available to the Government of New-
?;&vclsnd for the purpose of maintaining and improving its
:;,Ita services, If any balance remained with Canada at the
'?plxy'of eight years that would be placed at the disposal

¥ the Government of Newfoundland without any restrictions,

' nd, the remaining two-thirds would be available to
T;oundlun& only for the purpose of developing its resources
;':providing publiec services within the Province, Third,
Newfoundland would not use eny portion of the surplus to
Bubsidize the production or sale of produets in unfair
BPetition vith other provinses. It was free, of course,
': advance loans to any industries on reasoneble terms,

B,
- .

This term also provided for an interest of 2 5/8 per cent

~~ See pp, 57,55,
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per annum on one-third of the surplus vhich was to be
'a.poaitcd with the Government of Canada for a peried not

gxceeding ten years from the date of Unionm,

Newfoundland, by Term 28, would retain any interest on
loans end securities arising from or attached 1o loans of
public funds made prior %o the date of Unien, This would

not apply to loans or advances takem over by Cenada,

Under Term 26 Newfoundland would receive all those
subgidies paid to other provinces as provided rbr in the
Pritish North Aserica Act, in addition to a special subsidy
in recognition of its special geographical preblems,

According to Term 27 Ceneda would offer Newfoundland a
tex rental agreement whereby Nevfoundland would not impose
income tax, oorpurstién income tax and succession duties,

In return Newfoundland would receive subsidies, Newfoundland

accepted and received $6,570,222 during the first year,

Term 263 In order 1o help NRewfoundland achieve the
status of & Province of Canads and to develop its revenue
Producing services, Canada would give Nevfoundland & grant
of §42,750,000 spread over & pericd of twelve years and
expiring at the end of 1961/62, Newfoundland could keep this
amount or any part on deposit with Cenada and receive interest
at 2 5/8 per cent per annum for a period not omdoding ten

years, No amount has been on deposit with Canada,
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Term 29 provided for the appointwent of a Commission to
 reassess the financial needs of Newfoundland withinjeight

years of Uniop;

Two main reasons account for the wvast disparities which
exisled between Newfoundland and the rest of Canada in 1949,
Newfoundland, as has been noted above, did not pursue a
policy of development, Again, at the time when it was pass-
ing through the severe strains of recurrent financial ecrises,
the provinces of Canade were reaping the fruit of the develop-
ment policy of the Federal Government, It is this second
aspect which we intend to deseribe to show what Newfoundland
lost by refusing to enter Confederation in 18608,

At the time of Confederation in 1867 "development of
resources and potential of Cnnida was the first and major
task of the Hew Tederal Gevrrnpont'alg This concern is
. reflected in the functions assumed by the federal government,
The model adopted for esonomic development was the United
States and likewise the emphasis was placed on spreading the
netlwork of trensportation, This continued to be the focus
; of attention, and enormous federal expenditure was incurred

upto 1913: railways, $600 million; canals, $205 milliong

| £

L.

2 owroundland Bo?rélo

Trade
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parbour improvement, $22 millionj docks and terminals, 83
millionsy public buildings, $13 million, and harbour commi-
gsion, 830 million, Besides, 30,0 per cent of the current
expenditure in the ordinary budget in the decade precceding
World War I was used to subsidize steamship and other

¢ransportation,

By the time iorld ¥ar 1 broke out the resources of the
gountry had been fairly well exploited, Rescurce development
called for the growth of services such as education and
health, This was & provineial responsibility but the
provineial revenues were found to be insufficient to meet the
needs, Consequently, the conditional grants were increased

and the emphasis shifted to public services,

The year 1939 brought feer of another war, and defence

expenditure, vhieh had hitherto been muech less important than

resource development and social services, became top priority.

Newvfoundland joined Canada in this eres and has absorbed only
& neglipible amount of defence expenditure.

The conelusion emerges that the lagging provinces shared
in the wealth of developed areas via the federal mechanism of
income redistribution as well as its resource development
policy, The industrial aress were greatly helped by the
policy of protection which had the trade creation effect,
This poliey was particuldely helpful in establishing




f.aondary manufseturing industry which absorbs the largest
i_ppoftiﬂn of the lsbour forces 70,0 per cent of the total
pdditional jobs created between 1928 and 1953 in Canada

yere in the protected industries,'®

The preceeding discussion suggests that federel aid had
;;nofitod the Cenadian provinces substantially since 1867,
¥rwfuandland wvas unfortunate not to receive the advantages

i; the federal development policy during that period, Again,
the circumstances in which Newfoundland entered the |
?vufador§$1oa of Canade clearly indicated its hope of some « '

general economic adventage.,

13
Fsit 3

C, L, Barber, "Canadien Tariff Policy”, Canadian
?2i; of Economics and Political Sci

SNCS o ggvsoﬂifj 1955,




Table A<l
IMPORTS AND EXPORTS, BY VALUE: 1928.45
(In million dellars)

Source: Newf

ound

[

Imports Exports Fish (3) as %
Exports of (2)
(1) (2) (3)
29,2 36,7 16,0 43 ,6
31,8 40,0 14,9 87.2
26,2 33,5 10,4 21,0
18,1 26,6 6.3 23,7
15,2 24,5 n.a "
16,3 26,8 n,0 -
19,2 27,2 8,2 80.1
20,7 28,9 7.8 26,2
23,9 28,1 6.8 24,2
27,9 34,9 7 o4 21,2
24,5 32,0 7ed 33,6
28,4 33,4 8.0 23,9
35,5 87,3 0,7 26,0
64,6 39,4 12,6 32,0
52,4 30,9 12,0 3e,8
62,5 44,4 18,4 41,4
65.8 48,7 12,8 4.8




Teble A2
PUBLIC REVENUE, BY MAJOR COMPONENTS: 1930.46
(In thousand dollars)

- —

Total Texes

e Em
9,656 68 07 7,465 77.3
7,981 7 1,0 5,787 7340
8,086 78 1,0 85,710 7046
8,720 824 9.4 6,406 73.6
Nea Nef o Neta -
#,830 1,000 11,1 6,784 69,0
N0 Nyt - N2 -
12,272 1,188 0.7 8,623 7047
Ne8 Nef e Naa e
12,671 1,566 12,4 8,788 69,9
16,108 2,107 13,0 11,864 70.1
23,314 3,142 18,5 16,809 721
19,540 2,001 10,7 14,462 74,0
28,601 7,410 25.9 15,066 52,7
33,342 9,406 28,2 17,971 83,9
23,428 9,516 28,6 18,280 5447



Table A.3
THE FINANCIAL SURPLUS OF NEVPOUNDLAND, APRIL 1949

i  essssESEETRETERSIERIERR NS 018,100.086
Loar to U, ‘Q Government P ¢ 9,13',7‘“

other current 8s5ets s.eece $16,414,0860

Total sevvcsvensnvssnnssnnee 544,314,708
.

~ Accounts payable ...e0vee § 2,452,400

f;litatco stock
outstanding ,., $3,525,013

 less redemption |
. TeServe ...seee 93,861,777

$ 163,236

~ Acerued sinking fund and |
- public debt charges ,...§ 135,500

¢~ltnﬁa¢ gcertificates out-

- standing and interest -

- thereon ...cesesesveces 5 1,258,260

;f‘*h.t liabilities .ovenee 8§ 13,1‘2

| Toteal soesscccesvsvosensss $44,081,568
Pinancial Surplus $40,283,147

Sﬂurce: Dy 1’59.




CHAPTER I1I
PUBLIC REVENUE

The publie revenues of Newfoundiand are set un£ in
‘&’.blo 3-1, The index of government receipts rose te 320.5

' in 1063/64 mith 1949/50 as the base year, Most of this
iinereuse is, of course, attributable to the growth of the
iiconomy, increase in tax rates and ever increasing sale of
ﬁjmblio goods and services, There are two other contributing
factors which merit some attention: the taxable capacity of
 ¢he Province was very low because of the low level of income
?.ad consumnptiony this was aggravated by the fact that a
}ltrgc segnent of the economy i.,e., fishery was non-monetized

'j.ad prior to 1949 the transactions were mainly conducted by

: The flow of money stream after Confederation

5floana of barter,
;ln the form of family allowances and unemployment insurance
benefits from the Govcrnnonﬁ of Canada not only enhanced the
itl:lblo capacity by raising the incomes, but also made it
}i'lalblo,to exploit the existing capacity more effectively
fly the monetization of the fishery seector. To this must be
" added the contribution of structursl changes in the fiscal
.llyotcm wvhich took place since 1949, The Government of

fiowfoundltnd derived from 50,0 per cent to 75,0 per cent of

B

{ ) Newfoundland Royal Commission | + (Londoni
His Majesty's Stationery Office, is s PD. -80

66



87

ggi revenue from custom duties on the necessities of life,

joining the Dominion of Canada it was deprived ot its

piggest source of revenue overnight,

The index of revenue fell below 100 in the three years
;‘llowing the base year, 1949/50, Nevertheless, the figures
f. Table 8-1 reveal thet the receipts on current account, in
f.,e, continuously inereesed over these years, The explana.
:Ttoa of this contradictory statement is to be found in the
pre~tUnion surplus, At the time of Confederation in 1949,
?ovfanndl:nd had a lurplua of some forty million dollars,
This sum had to be deposited with the Federal Government,
..ad'th. Provincial Government could withdraw two-thirds of ii
{fbr developing its natural resources end improving and extend
:lag the publiec services, The Government of Newfoundland with-
drew $17,0 million in 1949/50, $3,0 million in 1950/51 and
' $2,0 million in 1951/52; the smounts vithdrewn in subsequent
‘years were negligible, FEven though the revenue on current
:aud capital accounts increased by 87.0 per ecent in 1950/51,

- 60,0 per cent in 1951/52 and 70,0 per cent in 1952/53 sbove
the level of 1948/50, this increase was less then the funds

drawn from the pre-~Union surplus,

| The sbrupt rise in the total receipts in 1958/59 was the
result of an increase in the federal grants which jumped to
850,83 million from $24,0 million in the previous year as is
ilvidont from Table 3.2, This table gives the total publie '



a Table 3.1

3 PUBLIC EuVENUE, BY CURRENT AND CAPI1TAL ACCOUNT

{Ii,thoulund dollars)
1949064 |

Current Capital Total

1049/50 20,433 n.a, 37,769

1960/51 28,061 .8, 31,401
061/52 30,941 . nes. 33,040
33,532 1,028 34,560

36,066 1,829 38,062

38, 562 2,731 41,642

39,764 3,068 43,026

44,059 1,058 46,079

49,207 2,286 51,493

75,328 6,684 82,012

75,184 8,93 86,116

79,699 7,085 86,784

86,127 8,142 94,269

95,450 24,266 119,706

103, 532 20,926 124,458

Sources

ndex of
Hevenus

. S bl o in

100.0
82 .4
87.5
81,6

100 .8

110,.2

113.9

122,0

136.3

217.1

728.0

279.8

249,.6

316,9

329,56

Total alse includes emounts drawn from finaneial surplus,

g i e
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Provineia
Amount 5o
n.o,
10,590 34,0
n.8,
14,453 41,8
17,901 47,0
21,821 51,2
22,640 52.4
24,078 52,8
27,467 53,4
31,698 41,5
36,994 43,0
86,502 42,2
43,088 45,7
69,236 57,8
70,632 56,8

Table 3.2

PUBLIC REVERUE, BY LEVEL OF CGOVERNMENT: 19549.64
(In thousand dollars)

W N o S

Federal Total
Amount a4

- Ma8, 37,769
20,801 66,0 51,491
Byls 33,040
20,107 68,2 34,560
20,161 63,0 88,062
20,321 48,8 41,642
20,486 47,6 43,026
22,001 47,7 46,079
24,026 46,6 51,493
50,314 58,6 82,012
49,123 5740 86,116
50,192 57 .8 86,784
51,235 54,3 94,269
50 , 470 42,2 119,706
53,826 43,2 124,458

69




Teble 8.3

PEDERAL AID AS PELRCERTAGE OF PROVIKCIAL REVERUE
1840.64

As ¥ of Current
Provincianl Revenue

As % of Toteal
Provineial Revenue

N.G, | N8,
6.0 74,0
N, ' BeB,
658.2 €1.0
63,0 €67.0
48.8 52.6
47.6 51.85
47.7 49.9
46,6 48,8
58.5 66,8
§7.0 66.3
87 8 63 .0
54,3 58.5
42,2 52.9

5240

43.2

Bogrc-o Tables 3-1 and 3.2,
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?.1pg. by level of government, Though the federal grants

| fallen in importance yet they are still the largest

T ce of the provinecial revenues,  Their percentage share
aihOIR in Table 3.3, Even when the federal share was at
lowest in 1062/63 it accounted for 42,0 per cent of the
_venues., Federal contribution is higher if comsidered inm
i;.sion to the revenue on current account only. Except for

vo years 1056/57 end 1967/58, the federal payments conmtributed
wre than half of the current public revenue of Newfoundland,

)
K

eaching a peak of 74,0 per cent in 1950/51,

In order to understand the variations in the total
J;»no-, therefore, it is necessary to analyze the provine
sourcee of the publiec revenue and the components of

e federal payments,

- On joining the Dominion of Canada in 1649 Newfoundland
came a party to all those fisecal and financiasl arrangements
?-h existed between the Government of Canada and the other
3 neial Governments, As stipulated 13 these agreements,
ff»*ifland refrained from exercising its taxing powers in
}% in field, and in return, was entitled to receive
':--nutery as well as some other grants and subsidies from
;i’bdorul Government, The amount of these grants is

ferally determined in the Federsl-Provinecial Conferences
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which are held from time to time, and in exceptioanl cases,
on the recommendations of the commissions nppointod'ror this
gpecific purpose. The eriteria underliying these grants have
varied from provincial needs to fiseal equity, and econounie

2 Thatever the

growth has been conspicucue by its absence,
eriterion used, the amount of these granis has depended,
within limits, on pelitical pressure that could be brought
to bear in the Federal-Frovincial Conferences, Thus the
Atlantic Provinces Grant was not instituted until these

prowinces made a oombinad effort towards this end,

Newfoundland receives federal grants under two categories;
conditional grants ar'grantsain-aid and unconditional grants,
Their respective shares are shown in Table 3-4, Although
the conﬁitioncl_gruntu inereased eighteen~fold and the un-
conditional grants only roughly three~fold during the period
under review, yet the latter contribute the bulk of the

federal payments,

The share of the conditiornal grants in the revenue

from federal sources has been continuously rising over the

3.

W#
For a brief statement of these criteria :oe D.V, Smiley,
ggggit;ggsl g;gngs and Cansdian Federalism,. (Toronto:
Canadien Tax Foundation, 1068), For & critique of these
critoric see John P, Grahnn, A. ¥, Johnson and Je M, Andrews,
nter-go al Fiscal Relationship. (Toronte: Canadian




G3

yearsg These are given for specific purposes only and the
Provineial Government cannot reallocate these monies to any
other uses. In order to qualify for such grants the prewince
must reach and mciutnin a certain minimum standard of publie

3

gervices, The grent is equal in amount to the expenditure

incurred by the provineial government for specified purpbsil.

The specific areas of expenditure to be covered are
decided upon by the Federal Government, and the utmost
aonsidofltien ig given to their national 1m§ortanco. These
grants can be conditional but not centingent upon proviueiil
expenditure such as health grants, grants for vocational
treining, unemployment insurance benefits, and grants for
reclamation and protection of forests, or conditional but
contingent upen provincial expenditure viz,, highway and
hospital construetion, technical education, old age pension
ete, Certain grants such at.fimily allowances are given
directly to individuals without the involovement of the

provineial government,

The unconditional grants increased by 300 per cent
during the decade 1940/50 to 1858/50, The revenue from this
source doubled between 1957/58 and 1958/89, The latter

*l "ue

Sttaeas Ringle printery

»
A% &%

..
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Table 3.4

FEDERAL GRANTS, BY COMPONENTE: 1949.04
(In thousand dollars)

Conditional Unconditional Total
Grants Grantis

1949/50 N8, 13,825 Do
1050/51 NeB, 15,760 20,801
1051/52 Det, 15,802 n.A,
1952/88 1,760 18,387 20,107
10568/64 1,807 18,354 20,161
1064/55 2,068 18,256 20,321
1965/56 3,128 17,361 20,486
1956/57 4,163 17,838 22,001
1657/58 4,781 19,245 24,026
1968/59 9,467 40,847 50,314
1850/60 12,087 87,086 49,128
1960/61 12,366 37,836 50,192
1861/62 13,861 37,374 61,238
1862/63 16,215 34,266 50,470
1063/64 18,213 35,613 53,826

Sources Fub
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year was also the peak year, The transitional grants &4
declined from $6,5 million in 1949/50 to & meagre amount of
1,0 million in 1068/69, This reduction was more than offset
by the introduction of additional grant and the Atlantic
Provinces grant, Together they contributed $21,0 million in
1958/69, that is more than the total federal grants in any
one year until 1955/56. In the following years the share
and amount of the transitional grenits dwindled continucusly
and eventually stopped in 1961/62, Although the Atlantic
provinces grant inereased by $3.0 million in 1962/63, the
unconditional grants could never reach the peak of 1958/59,

In the three years following 1958/59 the revenue from
this source remained steady till it declined once again in
1062/63 and 1063/64, This decline was not due to a fall in
the contribution of the federal government but to a chenge
in the method of accounting, The practice of placing the
standard tax yield under the unconditional grants was changed
in 1962/63 to include it in the revenue from taxation, Had
the old practice ¢ontinuoé the revenue on account of un-
conditional grants would have amounted to $42.,9 million for
1962/62 and $43.3 million for 1963/64." The reasons for
reclassification will become evident in this chapter,

The components of unconditional granis are given in

The standard tex yield amounted to $8.7 million in
1962/63 and to $7,7 @illion in 1963/64,
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Table 3.0 and are discussed below in some detail,

1, Statutory Subsidies
Newfoundland receives statutory subsidies as provided
for in the British North America Act of 1907, These are
intended for loceal purposes and for the support of govern-
ment and legislature, Besides, it receives a special grant
in view of the special problems it faces by reason of its
geography and sparse population, Thus the statutory

subsidies are composed of:

Population Grant $ 260,000
Government and lLegislature ¢ 180, 000
Special Grant $1,100,000

The population prant is calculated at the rate of 80,80
per person, The population figure used in 1948/50 wes that
reported in the census of 1941 when the population et:
Newfoundland was 325,000, Provision was made in the Terms
of Unien for revising the pupnlitiﬁn grant in the light of

population changes as reported in the decennial eonaulol.a‘

The sum of the three compondnts cited above comes teo
41,540,000, The figure for 19048/50 is high because the
gsubgidies are calculated for the calendar year instead of
the fiscal year: the amount received for the fiscal year

1949/50 included an additional amount of $385,000 for the

Doptrtmlat of Exttrncl Affairs, ' cument

telating to & : : 34-'W1ITJI!]IJTT'»z*w
¥ith Canada. Ottuwt: ing s ?rintcr, 949), pp.
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Table 3.8

COMPUSITION OF UNCONDITIONAL CRANTS: 1940.64
(In thousand dollars)

- e o S P

Transitional Additional Atlantie Tex

Statutory Total
Subsidies Grant Grant Prov Rental
Grant Payments
(1) A2) (3) (4) _(i .
1949/50 1,975 6,500 - - 4,860 13,825
1950/81 1,540 8,500 - - - 7,720 15,960
1951/62 1,869 6,500 - - 7,738 15,802
1962/63 1,569 5,650 - - 10,722 18,387
1953/54 1,569 4,800 - - 11,742 18,354
1064/86 1,569 3,950 - - 12,470 18,266
1¢66/66 1,668 3,100 - - 12,414 17,361
1956/867 1,569 2,260 - - 13,642 17,838
1957/68 1,569 1,400 - - 16,276 19,748
1968/59 1,569 1,060 13,660 7,500 17,178 40,847
1969/60 1,669 700 7,300 7,500 20,017 87,086
1960/61 1,569 350 7,656 74 500 20,767 87,836
1961/62 1,686 - 8,000 7,500 20,218 37,374
1962/63 1,658 - 8,000 10,500 13,3290 84,265
10683/84 1,686 - 8,000 10,500 14,985 85,613

Sources Publig

yundland, 1950-64
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quarter of January to March, 1049, Since population is the
only wvariable, movements in the amount of the statutory
subsidies are caused by changes in the population, The
amount inereesed in 1961/52 end apain in 1961/62 because of
the rise in population to 361,416 and 457,858 as recorded by

the decennial censuses,

2., Trensitional Grant

This grant ig popularly known as the Term 29 Award, As
is apparent from its name, this grart was provided for in the
Terms of Union, The purpose of this grant is to help
Newfoundland in developing its public services without nlace
ing extra burden on the tax payer, The grant was spread
over & period of twelve years with the amounts payable on a
decreasing scale, This scale is set out in the Terms of

Uﬂiﬂnos

It was paid at the rate of 96,0 million per year
for the first three years following Confederation, It was
reduced by $850,000 every year for the six years from
1952/538 to 1957/58 and by an amount of $350,000 every year
for the last three years, 1060/61 was the last year of

payment,

3. Additional Grant
The additional grant was instituted in 1958/59 and is

an extension of the trensitional grant, In 1949 when the

 1via, p. 20,
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transitional grant was awardedto Newfoundland, there was no
time nor enough statistical information to determine the
fiscal needs of the provinece, Therefore, the amount of the
transitional grant was reached in & random manner, FProvision
vas made, however, in Term 20 of the Union which called for
a reassessuent of the financial needs within eight years of
the Union, In pursuance of this provision, a commission,
called the Reyal Commission on Newfoundland Finences (which
is commonly known as the McNair Commission) was appeinted in
1957 to report on the financial needs of the Government of
Newfoundland, The MecNair Commission reported that at the
then existing tax rates, Newfoundland could not raise enough
revenue in 1957/68 to maintain that level and stendard of
publie scrvices which prevailed in 1956/57, The criterion
of measuring the level and standard of public services was
the publie expenditure per capita (both ordinaery and capital)
on health, hospital care, tranesportation, communication and
public works, education and welfare payments to individuals,
On this basis the Commission concluded that Newfoundland
would need an additional grant of $8,102,000 ner annum

inclusive of the transitional grant.7

The payment of the additional grant was to begin in
1957/58 but it was postponed until 1958/59 because the grant

$ Royal Commissiom on Newfoundland Finances, Report.
(0ttawas Queen's Printer, 1988), pp. 38-40,
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had not been enscted into law until July, 1959, The figure
for 1958/59 also includes an amount of $6,7 millien for
1057/568, Since the additional grant is arrived at by
dedueting the transitional grant of the corresponging year
from an amount of $8,0 million, the additional grant increases
as the transitional grant decreases, Although the Newfounde
land Additional Grant Act, 1959 made no provision for the
neriod after 1061/62 Newfoundland continues to receive the

gr&ﬂt *

4, Atlantic Provinces Grant

This grant was instituted in 1958/80 after the Atlantic
previnces jeintly made representation to the Federal Govern-
ment, The grant was made in view of the vast disparity of
personal income per cepita and revenue from provinecial and
municipal resources between the Atlantie region and the rest
of the country, This is upparént from the variebles used in
computing the emount of the grant, The manner of computation

can be expressed in the form of the following formulas

APG = gie (ko API_ = API_)N_

¥here .
APG is the A%tlantic Prowinces Grant

RPM is the total revenue from the provinecial and
municipal resources for the country as & whole

NPI is the national personal income

k is a constant equal to 85,0 per cent
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APIc and API stand for the personal per capita income
of the country and Atlantic region respectively

N is the total labour force of the Atlantic region in
¥ the age group of 15 to 60 years,

In other words, the Atlantie¢ Provinces Grant is equal in
amount to the difference between eighty-five per cent of
the national income per capita and the income per capita of
the Atlantic region multiplied by the labour force of the
Atlantic region and the three-~year average ratio of the
provineial and municipal revenues for the country as a whole

to the national personal income,

The Atlantic provinces agreed among themselves that of
the Atlantic provincoa grant Prince Edwvard Island would
receive 10,0 per cent and Newfoundland, New Brunswick and
® The total amount of the

grant was $26.,0 million in 1953/59 of which Newfoundland

Nova Scotia 30,0 per cent each,

received $7.5 million, In 1962/62 the Federal Government
raised the grant to $35.,0 million, The respective shares
of the previnces, however, remained the same, Newfoundland's

share, as a result rose to $10,5 million in 1062/63,

6, Tax Rental Payments

The Yartime Tax Agreements which were concluded in

a'Jahn P, Graham has attempted to arrive at the method
which the Governments of the Atlantic provinces may have
used in dividing this grant among themselves, See his
"The Spoeial Atlantie Provineoo Adjustment Grant, A




1941 deprived the Canadian provinces of their power to levy
personal and corporation income taxes, This pressed heavily
upon the revenues of the provinees because these tsxoa‘verc
the mein source of govermnment receipts. To compensate the
provinces for this loss the Federal Government agreed to

pay them the so ¢alled tex rental payments,

The tax rental payments are, by far, the most isportant
component of the unconditional grants given to Newfoundland,
and they have gained in relative importance over the years,
Their shere increased from sbout 33,0 per cent in 1248/80 to
63,0 per cent in 1968/64, Their contribution reached as
high as 83,0 per cent in 1957/52 as is shown in Table 3.5,

Before proceeding to discuss the components of the tax
rental payments some attention is given to their method of
caleulation, There has been & good deal of controversy
over the choice of the method employed, yet in 1949, when
Nevfoundlend joined Canada, tho'folleving arrangemonts were
in force: a8 gompensation te the provinces for the loss of
personal and corporation income taxes, Cwpada offered them,
as & minimum, the greater of a choice of A and B whichever
is the greater,

A, Sum of the following:

i) 12,76 per capita on the 1942 population of the

provinces

ii) 50,0 per cent of the revenue of the province from
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'poraonal and corporation income taxes for the year
ending hearest to December 21, 19403
iii) the amount of the statutory subsidies payable to
the province in 1847,
B, Sum of the following:s

i) $15.00 per capita on the 1942 population of the
provinces

ii) the amount of the statutory subsidies payable to

the provinee in 1947.’

Newfoundland agreed to this and chose option B, The
receipts on this account increased by one and a half times
between 1849/50 and 1981/52, This increase reflects rises
in the population and the gross domestic product of the
nrovince because the payment in every year is adjusted by
the indices of population and the gross domestic product per
capite with 1042 as the base yisr‘ In order to smooth out
any sudden movements the nnount paid in a particular year
wvas the average of the amount so determined for the three
preceeding years, These yearly payments were liable to
deduction of the statutory subsidies payable in the year in
question and 5,0 per cent of the corporation tex accruing

from within the province,

These pnymonti. as is evident from their components,

D % ; » 1P [ ¥312 ' . .
! # : . : §

0p.rtmont of Pincnao R
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bore no relation whatscever to the tax field surrendered by
the province, In 1952 new arrangements were introduced and
the guaranteed minimum payment was to be a sum ofs
i) the yeild of personal income tax at 5.0 per cent of
the 1948 federal tax rates applied to 1946 income in
the province;
ii) the yield of 7.0 per cent corporation income tax and
1,5 per cent on account of the special corporation
taxes of 1948;
iii) the average revuﬁhe of the past two years prior to
the suspension of succession duties;
iv) the statutory subsidies payable in 1948,
The new arrangements were beneficial to Newfoundland and
this is borne out by the faect that the increase between
1951/52 and 1952/53 was of the order of $83.0 million; after
that the rise in the tax rental payments was slow and steady
upt; 1955/56, However, the increase cannot be attributed
entirely to the new arrangements, for some of it would have

occurred even if the previous arrangements had prevailed,

The tax rental payments recorded a slight fall in
1955/56 over 1954/55, The reason was that the gross provincial
product declined in 1954 reducing the tax components of the
payments, This fall was reflected a year later in 1955/56
because the payments for & particular year are based upon

the data of the previous year,
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There was & sudden rise once agein in 1957/58 and this
marked the boginning of the Tax Sharing Arrangements, Under
the new arrangements the payments were linked more clesely
to the tax fields talken over by the Federal Government, It
vill be useful to look into the tax sharing arraengements in
some detail because they throw light on the behaviour of the
tax base and its impact on economic activity, They also
yield a rough motluéo of comparison with two of the richest
provinces, Ontario and British Columbia, between 19057/58 and
1961/62, and with the national average during 1962/63 end
1963/64, These payments comprise the standard tax yield and

the tax equalization payments which are discussed below,

a, Standard Tax Yield
In 1957/568 the standard tax yield consisted of 10,0

per cent of the federal personal income tex obtained from the

nrovinee excluding the old age ioeurity tax, 9,0 per cent of
the corportation income teax and 50,0 per cent of the federal

duties on succession in the prevince,

The share of the standard tax yield in the tax rental
payments is shown in Table 3-8, It increased by 50,0 per
cent in 1961/62 and by 100.0 per cent in 1962/63 above the
level of 1957/68, The whole of this inecrease must not be
misconstrued as resulting from the widening of the tax base
or rise in the tax rates, The tax rates changed very little

during this periods; some of the increase did result from
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higher incomes but most of it was the result of an increase
in the percentage share of Newfoundland in the personal
income tux._ Thus the personal income tax.cenpantat'ot the
standard tax yield was raised to 13,0 per cent in 1958/59,
16,0 per cent in 1962/63 and 17.0 per cent in 1963/3{. The
rise between 1961/672 and 1962/63 was the highest in a single
year, and it reflects a 3,0 per cent inerease in the

personal income tax component,

It will be useful for & better understanding of the
tax equalizetion payments which are discussed below to
describe the changes brought about in the components of the
standard tax yield in 1962/63., In that year it consisted of
16.0 per cent of the personal income tax less cld age
security tex, 9.0 per cent of the corporation income tax,
6040 per cent of the inheritance tax and 50,0 per cent of &
three year moving average of the gross revenue from the
natural resources of the province, The last item was added
to even out the vast diffuroﬁnes wvhich exist in the revenues
derived by the provinces from their natural resources, The
natural resources, for example, contributed 50,0 per cent
of the public revenue of Alberta and 0,2 per cent of those
of Prince Edvard Islend in 1957/88,'° It should be noted

that the natural resource component was not to be given to

A. Se Aball, “denral Provincial Tox Atrnngamout:“
1061 Conference, {(Torontos Canadian Tax anadatian,
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the province in the standard tax yield but it was included
only for the purpose of calculating the tax equalization
payments, Therefore, whether or not the new arrangements
vere fnvuurnﬁlh to Nevfoundland would be indicated by the
consequential variations in the tax equalization payments,

b, Tax Equalization Paymentis

The purpese of these payments is to bridge the vast gap
between the taxable capacity of the provinces, These were
initiated in 1957/88 in order to bring the per capita
standard tax yield of Newfoundliand, as of other provinces,
up to the level of the average of the per capita standard
tax yield of Ontarie and British Columbia, The method of
arriving at the amount of the equalization payments can be

expressed algebraically as followss

‘STI STX., STY
E = ( '1F~h) 2 - (*3"‘) P
Where

B, is the equaelization payment te Newfoundland,

STY y STY, and STY represent the standard tax yield

of Ontario, British Columbia and Newfoundland
respectively

Po, Ph and F denote the population of Ontario,
British calnmbit and Newfoundland respectively.

It is clear then that the movements in the tax equalization
paynents to Newfoundland are influenced by changes in its
own standard tax yield per capita as well as in that of
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ontario and British Columbia, Purthermore, changes in the
pef capita standard tax yield call for a study of the taxable
capacity as well as changes in the population,

The standard tax yield and the tax equalization pay-
ments are shown in Table 3.6, In order to understand the
rise in the tex equalization payments Table 3-6 should be
studied with Table 8.7 whiech compares the per capits |
standard tax yield of Newfoundland with that of the average
of Ontario and British Columbia,

As is evident from Table 3.6 there have been no wide
fluctuations in the amount of the tax equalization payments
except in 1950/60 when it increased by more than $2.0 million,
Ignoring the year 1963/64 for the time being when the method
of computing such payments was different, the year 1959/60
wves also the peak yeer in respect of the weighted average
of the standard tax yield of OCntario and British Columbia
(See Table 3-7), It means that the gep between the standard
tax yield of Ontarie and British Colunbia and thet of
Kewfoundland widened over the previous year, The standard
tax yield of Newfoundland did incremase but at a slower rate
than that of the former and this can be seen in the columns
(2) and (4) of Table 5.7: the rise vas 2,8 per cent for
Newfoundland and 11,3 per cent for Ontarioc and British
Columbia, The total and per capits amounts dwindled in
1860/61 beceause of a 4,0 per cent fall in the per caepita
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Table 3.0

TAX RENTAL PAYMENTS, BY COMPONENTS; 195764
(In thousand dollars)

I T ——— —— | .

Stendard Tax Tax Equalization Total

Yield Payment
T PSP UV D S o WRPOURR L 1A -
1957/58 4,440 11,579 16,028
1968/59 | 4,464 12,049 16,718
1959/60 5,486 18,672° 19,157
1660/61 5,143 15,314% 20, 456
1961/62 6,901 13,087 20,078
19062/63 8,746 13,329 22,346
1063/64 7,450 14,988 - 28,454

Source: Publiec Accounts of Ke

ydland, 196864

Netes:

Srax equalization ptwonﬁ. according to the Federsl
Department of Pinance, are $14,0610,564 and $12,737,5669 in
these vears resnectively.



Teble 3.7

TAX ECUALIZATION PAYMENTE TO HE‘UI?BHHDLLHN 106764
(Fer capita)

STY , /P 1, I”‘:{,“' BTY /P Inﬂ:g)of B /P
(1) (ﬂ)nm___ " i) N
1987/58 $38,73 100 .0 $10,86 100 .0 $27.88
1068/5¢ 40,87  105,5 11,79 108 .6 20,17
1959/60 46,24  116,8 12,09 111,.4 83,18
1960/61 48 ,68 112,7 15,33 141,2 28,35
1961/62 44,47 114,8 15,56 143 .4 28,91
1962/63 456,14 116,5 16,00 147 .4 28,14
1963/64 49,96  128,9 21,13 194,7 28,83
Podorsl.

Sgurce: Department of ?innneo(?odornl)
?roviacill Biv{ggga Tax Eque

Notest

ETYob/PQb is the weighted average of the per capite
standard tax yield of Ontarioc and British Columbiaj

srzn/Pn is the per cepitae standard tax yield of
Newfoundlandg

Eh/Pn is the per eapita equalization payment to
Newfoundliand,
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standard tax yield of Ontario and British Columbia and o
30,0 per cent rise in that of Newfoundland,

As has been pointed out asbove the method of caleulating
the tax equalization payments was altexred in 1862/68 so as
to diminish the disparities in the preowvineial revenues from
the natural rescurces, Although the natursl resource revenue
of the Government of Newfoundland was much below the national
average, the new arrangements did not contribute eny note-
worthy inerease in its tex equalization payment, The fore
mula under the new arrsngenents wasi

STY STY
n

B, & ('T:ﬁ"-T'n

)Pn - (mn -t ‘ma)

Vhere
En stands for equalization payment to Newfoundland,

STY, end STY  denote the standard tax yield of Canada
Newfoundland respectively,

P a and l"n are the population of Canada and Newfoundland
respectively,

APGn and mn represent the Atlantic Provinces Grant
end the Additional Grant to Newfoundland,

It is apparent from the formula that there were two
forces working in the opposite directions, one to inerease
and the other toc decrease the amount of the equalization
payments, The first force consisted .of two elements,

Pirstly, the personal income tax component was inereased to
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16.0 per cent in 1062/62 end 17,0 per cent in 1963/64,
Secondly, 50.0 per cent of three year meving average of the
gross revenue from the natursl resources was included for
the purpose of ecaleulation, In this respeet, Newfoundlend
vas the third largest heneficiary after Frince Edward Island
and Nova Scotia, On the basis of 1961.64 figures Newfound.
land received $14,23 per capite on this account alone (See
Table 3.8),

Factors which tended to reduce the equalization paye
ments were as follows, Firstly, the basis of computing
these payments was changed from the weighted average of the
steandard tax yield of Ontario and British Columbia to the
national average., In 1962/63 the standard tax yield under
the previous calenlation amounted to 557,48 per capite and
under the new calculation 345.;3; for 1063/84 these figures
wvere 364,17 and $49,18 rupwuvoly}l Secondly, the Atlantic
provinces grant and the additional grant were deducted from
the equalization payments, Thus the factors which tended
to increase end those which tended to decrease the equali.
zation payments almost balenced each other, The slight
inerease that took place may well have occurred under the

old formuls also,

The sense in which we are talking of the standard tax

yield here does not include the natural resource reveaue |
component, This is to show that the switch from Ontario and
British Colunbis to national average hurt Newfoundland,



Table 3.8

NATURAL RESCURCE REVENUE OF CANADA, BY PROVINCE
(50% of three year aversge, 1961-64)

Tetal Per Capite fraﬁ

{000) national
pov Sapite
Newfoundland $1,806 $3,21 ~14,23
Prince Bdward Island 16 0.15 «17,29
Nove Scotie | 1,397 1,87 «15,57
New Brunswiek 3,794 8,26 ~11.18
Guebes 85,735 6.66 ~10,78
ontarie 42,108 6.64 -10.80
sanitoba | 4,670 4,99 -12,45
saskatchewan 27,0617 %A . ne
Alberta 187,907 100,74 83 .30
British Columbia 69,013 41,58 24,11
National Average - 17,44 é

Source: Department of Finance (!bﬁtrtl), !béctalﬂ

Pravinaitl Bivinioa, Tax L
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The revenue from provineial sources increased from
$10,6 million in 1950/51 to $70.6 million in 1963/64 and
their share in the total public revenue increased from 84,0
per cent to 56,8 per cent, From Table 3.7 we can see that
the share of the provineial sources inereased upto 1957/858,
it fell sharply next year, recovery begen in 1958/60, and in
1062/68 it surpassed the previously highest level of 1957/58,.
These fluctuations were due to the federal payments, which
payments doubled to reach $50,0 million in 1958/59, whereas
the corresponding inerease from the provincial sources was
only $4,0 million, The large dispropertioneate increase in
the federal payments lowered the share of the provineial
sources from 53.4 per cent in 1957/68 to 41,5 per ecent in
1958/59, After that the federal payments remained in the
vicinity of 850,0 million, vhctéaa the revenue from provine
¢ial sources increased gradually, The sharp rise of $26,.2
miliion in 1982/63 ves partly the result of a change-over
from the Tax Eental Agreement to the Tax Sharing Agreement,
It meant that the funds which Newfoundland was receiving
from the Federal Governemnt as 'standard tax yield' would
thenceforth be classified under provineial taxetion, This
amount, which wes $8,7 million in 1962/63 end $7.7 million
in 1963/684, was a windfall gain to the revenue from provine

¢ial sources, PFailing this change-~over the share of the



Tablle 3.9

CURRENT PUBLIC REVERUE, BY SOURCE; 194964
(In thousand dollers)

fcx-o Coods Liconooc Other Total
80:22003 W sz:::;l
1949/50 1,079 2,541 906 N8B, NeBe
1950/51 2,222 8,050 690 1,208 7,260
1981 /82 4,782 3,686 1,304 4,114 12,834
1952/83 6,598 3,017 1,587 2,397 14,449
1958 /64 8,059 5,219 1,517 1,110 15,908
1954/85 9,282 5,299 1,468 2,198 18,241
1065/56 10,470 5,688 1,708 2,402 19,267
1956/87 12,061 6,229 2,274 1,504 22,058
1957/68 12,437 8,616 8,020 1,081 25,154
1958/59 18,317 6,763 3,219 1,726 26,014
1959/60 14,830 7,208 ~ 2,673 1,452 26,061
1960/61 17,071 7,158 3,676 1,608 29,507
1961/62 20,781 8,302 4,029 1,690 34,891
1962/63 30,387 8,078 4,643 1,908 44,980
1963 /64 33,137 9,439 4,870 2,258 49,704
Source: FPuk and, 195064,
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| Table 8-10
. PUBLIC REVENUE PROM PROVINCIAL SOURCES,

BY MAJOR SOURCES; 1949-64
(Percentage Shares)

Taxes Goods Liconco.

6.7

Other
8::51095 oo

T e R R W
AR PSRN S VSN ADUNN A TN 1) SR 1
1049/50 - 5,2 o 18,4 o Bk o« i
1050/51 30,6 7.9 42,0 10,8 0,9 0.2 26,5 4.6
9981/52 87,2 15.4 28,3 11,7 10,1 0.4 24,4 1333

9052/53 45,6 18,9 27,1 11,1 10,6 0,4 16,7
1083/54 50,6 22,3 82,8 14,8 9.6 0.4 7.2 3,0
1954/55 50,9 24,1 20,0 13,7 8,0 0.4 12,0 B.7
1955/58 54,3 26,8 29,5 14,3 B8 0.4 12,4 6,0
j{fpa/57 84,6 27,3 28,2 14,1 10,8 0,5 6,8 9.4
1057/58  49.4 26,2 94,2 17,6 12,0 0,6 4.3 2.2
1988/59 83,2 17,7 27,0 8,9 12,8 0.4 6,9 2,8
1959/80 66,90 19,7 27,6 9.6 9.9 0,8 5.8 1,9
1960/61 57,8 12,4 24.2 98,0 12,4 0.4 5,4 2,0
2961/62  59.8 24,1 24,0 9,7 11,6 0.6 4,8 2,1
2/63 67,56 31,8 17,9 8.4 10,8 0.5 4,2 2,0
3/64 66,6 32,0 19,0 9,1 0.8 0,6 4,8 2,2

Sources Tables 3-1 and 3-§;

Notes: (1) As percentage of current revenue from provineial
| gources only
(2) Ae percentage of total current revenue.
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provineial sources would have been 50,0 per cent in 1062/63
gnd 51,0 per cent in 19623/64.

The composition of current revenue from provinecial
gsources is shown in Table 3.9, Tax revenue is the most
important component followed by the sale of goods and services,
The percentage share of taxes rose from 5,2 per cent to 32,0
per c¢ent while that of goods and services fell from 12,5 per
cent to 9,1 per cent during the period studied, The revenue
from permits and licences inereased four-fold but its relative

share remained the same (Table 3-10),

Taxstion

Nowhere was the impect of constitutional change in the
status of Newfoundland felt more than in its fiscal systenm,
Before Confederation import duties (and most of the imports
consisted of necessities) onjq&od paranount impertance in
the publiec revenue, a<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>