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PREFACE

b The object of this bulletin is to bring to public attention a
brief survey of the financial practices of the provincial govern-
‘ment. At present the taxpayer is unable to obtain information

oncerning provincial finances without close study of detailed
‘documents and reports. The financial reports prepared by
vincial departments and Royal Commissions often are illumin-
but seldom are they presented in a form easily understood
those unfamiliar with the technique of public administration.
n this publication an effort has been made to present significant
aets in a readily understandable manner.

No attempt has been made to appraise the policies of various
administrations. No position has been taken on questions that
the concern of “‘party polities’’. Nor have theoretical issues
n raised that are subject to academic controversy. In so far
acts have been available they have been presented objectively.
the title implies, this bulletin is no more than an introduction
provincial finance. It is intended as the forerunner of a more
nprehensive and detailed survey of governmental finance in
provinece of Nova Scotia.

The outbreak of war occurred at the time the bulletin was
ready for print. Some additions and changes were made in order
0 illustrate the problems most likely to be faced in the formulation
of provincial financial policy. It was impossible, of course, to
cuss fully the effects of Canada's war effort upon the provincial
nomy. At some later date a comparative survey of provineial
nee during both peace and war time may prove illuminating.
In the preparation of this bulletin two publications: The
.C. of Illinois Finance, published by the Illinois State Depart-
nt of Finance, and State Finance by Mr. R. S. Mitchell, provided
dance in the presentation of both textual and graphic material.
writers wish to acknowledge their debt to various provineial
cers, particularly Mr. L. E. Peverill, Chief Auditor of the
partment of the Provincial Treasurer, Mr. G. V. Haythorne,
etary of the Nova Scotia Economic Council, Mr. C. Lamb,
the Department of the Provinecial Secretary, and Mr. C. D.
is, Deputy Provincial Treasurer. To both Dominion and
neial authorities appreciation is extended for the use of
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statisties, files and other hitherto unpublished ma;
writers also are indebted to Professor S. Bates, Profe
Maxwell and Professor L. Richter for their eriticisr
manuseript, to Professor H. E. Theakston for sugges
cerning the presentation of charts and graphs and to 1
stance Grant, Miss E. Archibald and Mr. W. R. Stu
verification of details, editorial work and proof rea

Though the authors’ indebtedness is great they of
assume all responsibility for errors of omission, of inte
and of fact.

W. F. LouGHEED.

W. C. MacKEeNziE,

Dalhousie University, '
Halifax, Nova Scotia.
November, 1939.



Provineial Finance in Nova Scotia v

TABLE OF CONTENTS

....................................................... iii-iv
oueps Gt ProvInoial Basiness. o . tomems s s mmaam) s Vii-Xv

~ Course of Annual Current 11D T2 (1 (RS, B RN (N ix
Course of Annual Current Revenues. ........................ xi
(e otirse of Provineial Debt. . .. uoms s e s e monsn xiii
Revenues and the Provineial Economy....................... XV
................................................ 1

IO vincial Bapendibiires s wm sms s wmmaraioms v ey m 5-18
Expenditures on Relief and Public Welfare. ................ 19-26
PEET G TR eVenIes s s iuoste pelymwessan Ko a it S 27-44
The Disbursement of the Provincial Income................ 45-50
BEARARIn gl Budgeb:: vocennn nuss it in i ges Susamees 51-60
Provincial Funds and Accounts.................c.ooevionnn. 61-66
T e R A S Y ) e 67-78
‘Sourees of Financial Information. .................c.c....... 79-84
Problems and Policies. ... ....couvtneiiiniiienneenn. 85-92



vi

No.

1I
111
1V

VI
VII

VIII

IX

XI

1I

111
Iy

VI
VII
VIII
IX

XI
XIT1
X111

X1V
XV
XVI

Provineial Finance in Nova Scotia

TABLES

Analysis by Services of Provincial Expenditures (1937).... . . =
Analysis of Highway Department Expenditures (1937). ... . :
Highway Paving (1984-1988) . . ... coivunonevnnien st nn il '

Direet and Indirect Expenditures for Relief and Relief Wor]{s - b
(BOB1=1988) ... s v msiamimisnmin wipe wraimnse. st il

Analysis of Provinecial Revenue by Sources (1937)......... .
Analysis of Provineial Tax Yields (1925-1937)...............
Existing and Proposed Levies on Motor Vehicles in Nova Scotia

CLOBAY . . .o ot i sl it s 55 4 vy o '

Comparison of Actual and Estimated Revenues and Expend..
itures in Nova Seotia (1925-1937) . . .........covninnn.

Provineial Sinking Fund Investments (1938)......... o i :
Financial Costs of Provincial Borrowing (1924-1937)....... .. '

Condensed Statement of Provineial Revenues and Expend-
itures: in Novea Scotio (1938): .. oiliicviomm e male Sy liEpn

CHARTS

Total Ordinary Expenditure (1913-1937)
Expenditure for Education (1913-1937)
Expenditure for Public Welfare (1913-1937).................

Total Tax Revenue (1913-1937)
Revenue from Corporation Taxes (1913-1937)
Revenue from Gasoline Taxes (1913-1937)..................

Course of Provineial Debt (1913-1937).......ccvvinnvnnnn..
Revenues and the Provincial Economy (1926-1937)..........
Distribution of the Provineial Revenue Dollar (1937)........
Distribution of Provineial Expenditures (1913-1937).........
Trends in Highway Maintenance Finance (1930-1938)........
Distribution of Provineial Aid to Edueation (1937)..........
Provineial Expenditure on Public Welfare (1937)............
Sources of the Provineial Revenue Dollar (1937) .. ..........
Sources of Provineial Revenues (1926-1937).................
Revenues from Public Domain (1925-1937).................

Percentage Differences in Actual and Estimated Revenues and
Expenditures (1025-1937).. .00 vreineninneviiiienns y

Provincial Income (borrowing +revenue) (1913-1937)........
Trend in Expenditures Charged to Capital Account (1913-1937)
Trends in Interest Rates on Provineial Loans (1925-1937). ...



The Course
of
Provincial Business

Graphie illustrations of govern-
mental financial activities suech as
annual spending, revenue collee-
tions, borrowing and other economie
trends provide a starting point from
which a diseussion of the financial
activities of a governmental unit
may begin. The following charts
may help the reader to appreciate
the tendencies that have been
operative in the public business of
Nova Seotia during the past decade.
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Chart I

COURSE OF ANNUAL CURRENT EXPEND

Fiscal Years 1913-1937
(000’s omitted)

12,000 |
000 L TOTAL ORDINARY
10,000 |. EXPENDITURE

9,000 L
8,000 |
7,000 L
6,000 L z r(gm.. c:ngm':_uu'(
0 B w000
5,00 _ [
4,000 L / 10.000f
3000} (A) osst W et e
/ e | /_,-"' ORDINARY EXPENDITURE
l)aw m.‘ e % -
|' 1903 21 2526 2T 28 29700 TR N3 %% 35" 3 ]
* * 1L 2 3 b 1 1 L 1 4 A A4 A4 oL
913 21 25 26 27 28 29 ‘30 WU ¥ B MK B W6 W
$

1500 LEXPENDITURE

FOR EDUCATION
1250 |

1.000 L

750 L

ol o~

e 1 1 v 1

913 21 25 ‘26 27 "28 29 30 ¥ 32 3 4 35 3

1750 LE XPENDITURE
s FOR PUBLIC WELFARE
1,250 L

1,000 L

e

OTHER PUBLIC WELFAREL o

S

Data adjusted—14 month fiscal year 1935.

913 ‘20 25 26 27 28 29 30 WU R B W 35 W W




Provincial Finance in Nova Scotia X

Course of Annual Current Expenditures

- Trends in annual expenditures are perhaps the most revealing of all
ses of provincial finance. Expenditures indicate the money outlay
emed necessary from year to year to meet the collective needs of the
ople of the provinece, determined by economic conditions within the
ovince and by the social consciousness of the citizens. Part A of Chart 1
ws the course of expenditures met, in the main, by taxes, fees and Federal
It will be noted that these annual disbursements have been in-
ing steadily since pre-war times, except for breaks in the trend in 1928,
1931 and again in 1935. In 1926 provincial expenditures began to rise
pidly. Before that time, the expenditures were devoted primarily to the
ent of what were then considered to be the routine funetions of a
cial government such as administration, justice, education, highways.
1t after 1926, as a result of changing public opinion on social questions,
responsibilities were undertaken by the province and expenditures on
services were begun. At the same time, capital expenditures increased
“highways and on power development and this added to the debt charges
had to be met from the current revenues. During the depression after
the provinee found it necessary to undertake additional expenditures,
the main, for the development of agriculture, assistance to the fisheries,
relief of the unemployed.
Part B of the Chart indicates the eourse of expenditures on edueation.
1 1925 to 1933 they did not increase as fast as might be expected in the
ht of popular interest in education as well as the general trend in total
enditures. Beginning in 1933, a rise in the outlay for education oceurred
ely as a result of the efforts made to increase the salaries of teachers and
- provide retirement pensions.
In Part C the course of expenditures for publie welfare is shown. From
1921 to 1930 expenditures remained relatively constant. These expenditures
y mainly for provineial institutions, (hospitals, sanatoria, ete.). By
the amount necessary to maintain such services had inereased by over
er cent and relief expenditures entered the budget for the first time.
een 1931 and 1933 expenditures for welfare service again remained
tant. But, beginning in 1934, these increased considerably while ex-
nditures for direet relief fell off correspondingly. The rise in recent years
due to the payment of mothers’ allowances (1931) and old age pensions
The deeline in direet relief expenditures was due, in part, to the
ey of providing relief through capital expenditures on highways.
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Chart II

COURSE OF ANNUAL CURRENT REVENUES
Fiscal Years 1913-1937
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Course of Annual Current Revenues

In Chart One it was shown that expenditures have been increasing in
 the last two decades. It is natural, therefore, that revenues to meet the
nditures should show a corresponding inerease. Since a major part of
al eurrent revenue is obtained through the use of the taxing power, it
ows that tax rates have had to be raised or new taxes levied or a combina~
1 of both methods used.
Part A of Chart Two shows the trend in tax collections and other current
renues since 1925. Following the war period, corporation taxes were
ased and succession duties were readjusted in order to meet inereased
diture needs. From 1926 to 1932 the tax structure was not seriously
tered except to add additional taxes on corporations. In 1934 such in-
es as were made in taxes on gasoline resulted in an expansion of revenues
reflected in the graph.

Part B indicates the trend in revenues received from the various levies
corporations. Despite the many and diversified corporation taxes as
1 as periodic adjustments in rates the returns have remained relatively
tant.
In Part C is indicated the returns from the gasoline tax. The levy on
oline sales began at three cents per gallon. It has been revised several
until it is now ten cents per gallon. Between 1927 and 1932 the rate

ained unchanged at five cents, yet the returns increased almost fourfold.
L 1932 the rate was increased to six cents per gallon, and again in 1934
t cents per gallon, resulting in a considerable increase in the revenue
gasoline. The gradual improvement in highway facilities after 1936
an additional stimulus to the growth of revenue from this source.
The course of returns from two main provincial taxes indicates, in a
ral way, the difference in the revenue-yielding capacity of certain taxes.
taxes are capable of providing relatively large returns, while others,
present arrangements, may not yield the desired revenues even if
d to the extent of inconveniencing the taxable object.
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Chart III
COURSE OF PROVINCIAL DEBT

Fiscal Years 1913-1937
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Course of Provincial Debt

The course of governmental borrowing may indicate (a) that the ex-

‘penditure needs of the people are greater than the existing revenue system
‘ean supply, or (b) that the administration deemed it more desirable (political-
Iy or economically) to borrow than to raise revenues by other means, or
(c) the expectation that the expenditure of borrowed funds in time will be
fficiently productive to absolve the citizen from the burden of repayment
through taxation.
Chart III presents the trend in the debt of the provinee since 1913.
The graph indicates the accumulated debt each year—for example, the
vince in 1925 owed its creditors about thirty-seven millions while in
7 it owed its ereditors over ninety millions.

The fact that Nova Scotia, in common with other maritime provinces,
led to enjoy economic prosperity between 1925 and 1929, as did the other
s of Canada, induced the government to try to expand the productive
ilities of the provinee. Accordingly, after 1926, capital expenditures on
1ds and on the hydro-electric system added to the debt growth. In the
pression years after 1930 the expenditure needs for social services increased
existing revenue sources were contracting and this caused a further im-
s to debt growth. The adoption of the program of hard-surfacing the
in highways led to the further increase in debt after 1933.

During the period 1926 to 1936 about half of the debt inerease went to
ed assets; twenty-six millions to highways, ten millions to the power
mmission, eight millions to unemployment relief works, six millions to
ficits resulting from inability to make revenues meet expenditures, and

million on loans to the Land Settlement Board.

~ If such government investment expenditures do not produce new social
me but merely serve to maintain it at the present level, the debt associa~
. with such investment is non-productive and the debt payments have to
16t by heavier levies on existing incomes. Capital expenditures of an
nsive sort such as highways, power and ports, frequently require other
pplementary expenditures to aid in developing particular industries.
r example, after the provision of highways the province may find it nee-
'y to make certain new expenditures to encourage the tourist trade.
How far the process of adding to total provineial debt can continue with-
serious repercussions, and what steps the government may take to liquid-
the present debts will be among the financial problems of paramount
portance in the next few years.
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Chart IV

Fiscal Years 1926-1937
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Revenues and the Provincial Economy

The economie status of a community determines, to a large extent, the
ility of the people to pay taxes. When “‘business is good” people are less
, to feel the burden of some taxes than at times of economie stress and
ive hardship. Aeccurate measures of business activity and income
cators of taxable ability), however, often are difficult to obtain since
in factors are expressed in other than monetary terms. To illustrate
cally one phase of the economic life of the provinee two [factors
vineial income” and employment are utilized as indicative of ability
contribute to governmental revenue needs.

The term “‘provinecial income”, as used here. means the total annual
payments received by all individuals and firms within the provinee.
ex of provinecial income presented in Chart IV includes the money
to wage earners—farmers, fishermen, business and professional men,
ss firms and investors. The index of employment represents the
to which the population is engaged in normal productive aetivity.
Chart IV presents an index of revenues obtained by the government
taxation, liquor sales, license fees and other sources. The index of
shows that while the gross income aceruing to the people of the pro-
has been increasing, by 1937 it had not reached the level of 1930.
ly the increase in unemployment was checked by 1933 and the per-
of employment was greater in 1937 than its peak in 1929. Thisis an
ly interesting fact since it indicates a period of relative depression
a time usually associated with business prosperity elsewhere. The
in income and employment beginning in 1929 may to some extent
e reasonable ground for governmental action toward the stimulation
dustry through such services as improved transportational faecilities.
borrowing policy of the province also may be rationalized on such
nds. However, indicators such as these provide no positive guide to
ses or effects of provineial poliey.



INTRODUCTION

FTO-DAY, as never before, the governments—particularly the
Dominion and provineial—are playing a part in economic
activity to a degree hitherto considered outside the purview
of governmental intervention. Whether or not this is a desir-
able development is at the moment a subject of heated debate.
- As one result of this inereased government activity many people
_are rediscovering the significance of the statement that taxes
are bridles which may be used by the state to guide, directly
" and indirectly, the activities of the citizens along certain channels.
Governments to-day are spending money in amounts far beyond
the wildest dreams of “forward thinkers” of the past century.
- The services provided by the governments are significant mani-
pstations of governmental policy. But of paramount importance
the necessary corollary to this expenditure: the sources of
evenue. Since there is a functional relationship between econ-
ic conditions and the yields from various revenue sources,
further since it is evident that once governmental services
ome established, they are rarely curtailed or eliminated, it
follows that existing governmental financial arrangements are
of vital importance to citizens in the light of changing economie
conditions.
- The methods by which a government raises revenues, as
as the purposes for which such revenues are spent, have
mportant effects on the economie welfare of the -ecitizens.
Direct effects are felt through the utilization by the government
ts taxing powers as well as in the various social benefits ac-
ing from governmental expenditures. Other, less direct, ef-
¢ts result from the interrelation of governmental action and
idustrial activity. It is desirable, therefore, that financial prac-
of a government be determined with regard to their possible
ets on the different economie groups within its jurisdietion.
If the annual revenues of the government and general
onomic conditions remained unchanged, the main financial
of the governmental authorities would be the equitable
ribution of public funds. The fulfilment of the task would
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require a knowledge of the needs or demands of the
tion and a rational technique of allocating the monies avaj
to meet these needs. If, however, revenues fluctuated
demands on the government remained fixed, the gover
—assuming it knew the relative intensity of various
needs—then would have to determine periodically an eq
method or methods of raising the necessary revenues. W
as happens in fact, the government is faced with both fluctuat
revenues and fluetuating demands, it has to determine not
an equitable method of securing revenues but also to determ
the urgency of the various public requirements. This task
comes increasingly complex and its solution increasingly diffic
as government functions expand. Obviously there can be.
simple “formula’” for the solution of the problem—hence -
apparently inexhaustible supply of panaceas designed to d
the thinking of governmental authorities.

Various governments have taken somewhat different
tions concerning the manner in which revenue should be ra
and the services upon which such revenue should be spent.
the pretext of ‘“balancing the budget’” (making expenditure
equal revenues or vice versa) various political leaders have b
placed in power. On the other hand, wild spending progra
mainly from the proceeds of borrowing, occasionally have
ceived popular approval and support. The techniques adopted
by a government for the raising and spending of money form
what is generally called that government’s fiscal policy.

In order to understand the problems of governmental finance
and fiscal policy it is desirable to bear in mind the distinction
between public and private business organizations. A private
concern, whether large or small, is ereated to provide, at a price,
goods or services for the convenience of the consumer and for
the benefit of the owner. A governmental organization, on the
other hand, provides services for the general public, often re-
gardless of the price. It is true that in both public and private
organizations money is received and disbursed, but as between
the two the manner of revenue collection and the purposes of
expenditure are quite different. Hence the divergence in ad-
ministrative technique. Governmental business activities, in
the main, supplement private business, except in cases where f
it has been found desirable, in the interests of public welfare, to
control or assume certain economic activities. |
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Governmental agencies, particularly provincial and Federal,
their taxation and expenditure policies, cause certain re-
ngements in the economic position of individuals within
jurisdietion. In the field of taxation this is especially true,
p taxation often results in changes in the distribution of
ate income. The levy and collection of a tax which curtails
e expenditure of the person taxed but which provides the means
improving the health of some of those unable to buy medical
re is an example of this rearrangement. Expenditures, on such
items as welfare services and debt services have a tendency to
ocate the incomes of individuals within the governmental
risdiction.

At the beginning of the modern period of democratiec govern-
t it was considered the purpose of the state (in the general
e of government) merely to protect the people from outside
on and to protect them from one another. Thus, armies
and navies, law courts, jails and police officers were maintained
¢ a levy on the people in varying amounts, depending upon
ieir economic position. During the past half-century, under
e impact of socialist thought and the necessities of modern
1strial society, ideas concerning the powers and duties of
vernment have undergone many changes. Now the state
vides many services which private enterprise cannot or will
provide. Taxation and other sources of revenue necessar-
have been utilized to a greater degree than previously in order
maintain and expand these functions of government. But
as been at the instigation of the people themselves that the
esent extent of governmental activity has evolved.

Taxpayers universally are quick to comment upon the
len of taxation, and sometimes slow to admit the benefits
ved from governmental expenditures. The measurement
benefit received from public expenditures is to some extent
trary, while actual dollars paid in to the Treasury are more
counted. But, when highways are constructed and main-
, children are educated, diseases and epidemics controlled,
itals maintained for public use (and benefit), contributions
the support of governmental activities cannot be considered
pst to the taxpayers. It is the right of the taxpayers, how-
, to demand in these services the standard commensurate
th their contributions.
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In times of war certain problems become intensified -
others become less significant. In normal times, problems e
either as a result of legislative enactments (both provinei
Dominion) or as a result of administrative policy. When a
of war or national crisis exists, however, many difficulties i
ministration arise not because of policy but because of ;
cussions resulting from the dislocation of the national ecor
Due to defence measures within Canada the military unit
absorb some of the unemployed, thus relieving somew!
strain of relief payments by the provinces. On the oth
the debt position of Nova Scotia, and other provinces ;
may become precarious should interest rates rise or the
nion government, through artificial controls of one sort or an:
gain complete control of the existing money markets.
and other issues of importance to the provincial econom
discussed in a final chapter.




CHAPTER 1

Provincial
Expenditures
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Chart V

THE DISTRIBUTION OF THE PROVINCIAL
REVENUE DOLLAR

Fiscal Year 1937
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chart is arranged to show the percentage distribution of provincial re
—for example 43 cents out of every dollar spent is allocated to
construetion, 18 cents for debt service, approximately 6 cents for ed
and so on. Why the administration should allocate each dollar in su
manner is a major problem in the examination of governmental fiseal




CHAPTER I
PROVINCIAL EXPENDITURES

sousEHOLD usually bases its expenditure on the size of
4 X jts income. A government appears to proceed differently—
decide first upon the size of its expenditure, and then to search
'or sources of revenue adequate to cover the determined expendi-
e. This difference, however, is more apparent than real,
yecially in the case of many of the provincial governments. The
venue possibilities of such governmental units are limited. At
given time, a government, like a householder, must adjust its
penditure to available revenues or else go into debt. Never-
eless, as expenditure needs increase, with the passing of time,
o government must try to tap new revenue sources. For this
rpose the taxpayer may be allowed time to adapt his schedule
expenditure to higher or new government levies. Hence, in-
sing expenditure needs often must be met, in the first instance
least, by the creation of new debt.
Unlike private corporations, governments, generally, do
make it their aim to provide goods and services at a ‘‘profit’’.
other words, the expectation of direct monetary return is
t the motivating force behind all governmental expenditure. It
to governmental organizations to provide those services in
h private enterprise is not interested, as well as those in which
mtrol or regulation is necessary for the public good. However,
ope and detail of public business are by no means constant—
blic demands and social consciousness change. So long as
people of the province demand public services, expenditures
1st continue. But there is no simple formula for allocating
penditures as between the various services. Whether, for
aple, the government should spend more on public health
d less on highways, cannot be determined by the application
accounting techniques. The usual direction afforded the gov-
nment is the popular will expressed by ballot.
At the time of Confederation what were then the main
ernmental functions were entrusted to the Dominion govern-
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Chart VI

DISTRIBUTION OF PROVINCIAL EXPENDITURES
Fiscal Years 1925-1937
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1 Does not include payments into the various sinking funds. Ineludes
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footnote, page 11.

2 Includes expenditures for administration of justice, grants and other
miscellaneous expenditures.
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nt, while to this and other provinces were delegated the admin-
ration of justice, welfare and certain public works and other ser-
3 of a provincial nature. As public opinion on social issues
ged, there emerged a wider interpretation of provineial
ligations, and consequently a rise in total expenditures, as
licated in Chart I.

To provide and administer modern public services in Nova
otia some degree of organization is necessary. Departments,
mmissions and boards have been created to administer the
y services now provided. The departments of the publie
vice are those of the Provincial Secretary, the Provinecial
surer, Attorney General, Municipal Affairs, Lands and
sts, Public Works and Mines, Labour, Education, Pub-
 Health and Highways. The nature of the services pro-
ded by these departments may to some extent be inferred
m their titles, but some services cut across these departmental
iops. For example, in addition to the services administered
the Departments of Public Health and Labour, certain other
are services are provided by the Attorney General’'s Depart-
nt and by the Department of Public Works and Mines. Special
rvices have been delegated to permanent boards and commis-
ns, notably the Power Commission, the Liquor Commission,
8 Workmen’s Compensation Board and the Board of Publie
ties.

In any discussion of governmental expenditures one has to
nsider not only how much the province spends through its
ous departments and commissions, but also on what or for
1at purpose the expenditures are made. It is necessary to
nine carefully the relative amount of expenditure on the
ous services in order to understand their importance in the
cal policy of the Government. Chart VI indicates the dis-
bution of expenditures over the period 1925 to 1937.
Table I, (p. 10) presents in summary form the purposes for
h expenditures were made and the amounts of money dis-
ed during the fiscal year 1937. It will be noted that expendi-
es are divided into what are called current and capital: current
Ing those ordinary recurring expenditures which are financed
' Federal subsidies, taxation, licensing, etc., and are anticipated
eh year in the regular discharge of business: capital those which,
the fact that they are in the main met by borrowing, are dis-
2uished from current expenditures. This distinetion was
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made in the accounting technique of the province in the
part of the nineteenth century so that expenditures cou
made under the heading of capital without causing an ap
deficit in the current budget. In practice this classification
continued. The significance of the capital account is discus
in Chapter VII. In the present chapter discussion centr
expenditures charged to ordinary revenue.

Table I

ANALYSIS BY SERVICES OF PROVINCIAL
EXPENDITURES

Fiscal Year 1937

CURRENT EXPENDITURE
Service

Debt Administration:

() AR enersT INENE 507 e LA e e it S e ol e

(b) N. S. Power Commission...................
Public Welfare:

O [ L e MY i 1 2

(b)) OREeE iy e s S
WRHOREION - . < - sosdiaa i st e AR s
Administiation of JUBLIO0 i i« denismtis sl
Legislation .......... T e i o T e T
(CEnErRl CLOVETIINENE Loy foriis Al Tl s Ay et
APTICTINILE: Sl 555k el 5 = o W b s 0 sk
Pablio DO v s s = st ol sy i e g
Highways, Bridges and Ferries (Maintenance). ... ...
B T R o e S et S A e P e I

Total Current Expenditure . ... ... ...........

CAPITAL EXPENDITURE
Public Works:

(), /Babhe BRilangnine e TR sl 0 Bl s ,0C
(b) Highways, Bridges and Ferries (Construetion) 8,925,000

@)L IO o e e B A DR e e D e o 206,000
OShan 7 it i e, B Sk bl L B gt 67,000
Total Capital Expenditure. .. ................ 9,345,000
Total Expenditure. ............c.ccvnunnnn 20,365,000

1 Financed at present by Nova Scotia Power Commission.
2 Including payments to sinking fund and for debt retirement ($285,000).

It will be noted from Table I that debt service was the largest
single item of expenditure in 1937. The approximate figure



Provincial Expenditures 11

00,000 indicates the cost to the people of the provinee in
year 1937 for the use of goods and services to the accumulated

unt of about $90,000,000. This expenditure is classified
to two divisions: general debt charges and Nova Scotia
‘Power Commission debt charges.

- The annual outlay for the servicing of general debt increases
with the growth of new debts, but not quite so rapidly in recent
s because interest charges on borrowed funds have been
ng. In 1937, general debt charges amounted to $3,130,000
approximately twenty-eight per cent of total current expendi-

s. The debts for the most part were created for the construc-
of highways, public buildings and refunding of past debts.
Interest payable for debts contracted by the provineial
vernment! for electric power development in the provinee
nounted to $676,000 in 1937. This, however, is not a direet
ge on the taxpayer since the government is reimbursed each
by the Commission for the amount of interest. In 1919
Power Commission was created to develop electric power
urces throughout the province. The work of the Commis-
has been mainly the construction and operation of power
ons, particularly on hitherto undeveloped waterways. It
engages in retail distribution of power to rural areas. But
latter function, in the main, is incidental to its power de-
lopment program.

- Expenditures for public welfare took second place during

e fiscal year 1937. Approximately $2,210,000 or twenty per
at of total current expenditures represents disbursements
ade through provincial channels. The Federal Government
co-operated with the provinece in providing certain relief
d welfare services. If Federal grants and municipal contri-
tions were included in the net expenditures on relief and wel-
the total would amount to about $6,000,0002.
Unemployment and relief measures served to increase ex-
nditure in the depression years. The position of Nova Scotia
the matter of relief is discussed in the following chapter.

1 The Power (l“.fll:nmniaaioni &gr the ﬂvr:; c?a?e) ﬂoart-:d( its most recent lo&:d l;ni 3"?3 oiwn in-
itlative. However without pro su expressed or impli mpro-
~_ bable that it can conduct it«? finances as I:rl';(’i.nlimm:'u:’mm: organization.

2 Dominion contributions for welfare during 1937 were as follows:

e N e U $1,817,000

Direct 399,000

...............................

120,000
............................... 1,137,000 (+accruals)
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Expendires for the maintenance and upkeep of highwg
amounted ® approximately $1,982,000 in 1937. This ]','ﬁ
sents aboutézhteen per cent of total current expenditures
it will be s from the figures in Table IT and Charts VIT

Table II

ANILYSIS OF HIGHWAY DEPARTMENT
EXPENDITURES
Fiscal Year 1937

(Figures to nearest thousand)

CURRENT EXPENDITURES
Purpose

M aintenance:
Ma_in high“fs ........................................
Secondarighways and district roads..................

Brides. . ..o v v o s s nee e
AdriniStrall OV0L: slor damiss swde R Son G e i de

Total Cerent Expenditures. ........... ..o
CAPITAL EXPENDITURES

Construction, Ma.cement, Ele.
Main or truhighways:

(2) ordimlBONBIEROLION .y o/s rore e oo binicion wiwins dmmua o 11,000
(b) hardsrfacing: |
(1) prepatory Work. ... 3,534,000
()1 v sl v b s e Ry 2,324,000
Secondary rls: : -
(a) ordimfeonstruetion. ... ... 725,000
(b) hardsfacing:
(1) pregatory Work........ ... 130,000
(2) SUMHIE . o . oot 76,000
TR s o oathsihis o5 5 mocn vt isomin/s wimwiaa slpimsnce s sieis’ meims 29,000
Bridges. . ..cococ-rene o e iy . RS o 731,000
Aid to incoprated towns(For road building) . ............ 191,000
UnemploymetRelief Projeets. .......................... 1,173,000
(Joint exwiiture Trans Canada Highway") _—_—
OPDR]. s i it S aanesis WA Goh R . RSARE AT $ 8,925,000
Miscellanees
Ca_pltap__, .......................................... 153,000
OB e eoey ofoie S50 A RS e PP R e s a 190,000
Al RIOIEILD 1 v 9.0 (155, mAT 80 B S5 5 R B0A S $11,250,000

! 24, d i
é %2;,%12?’ L34 , real estate, storm damage, office equipment.
3 Office and Account, general inspection, surveys and drafting.
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XV that when capital expenditures are added the total outlays

Two factors, in the main, account for the outlay for the
building of hard-surfaced highways: firstly, the desire for
improved communication in order to encourage inter-town
ommerce and the extension of the market for the natural produets
the province; and secondly, the attempt to encourage the
tourist trade.
The cost of constructing, highways in 1937, amounted
o almost $9,000,000. The earnings from the various
purces of revenue “‘allocated to highways”, that is, the muni-
ipal highway tax, the gasoline tax, and motor vehicle regis-
tion fees, amounted to approximately $4,800,000. This
presents a sum which for the first time since 1930 was sufficient
maintain and finance the roads already built although, of
urse, not sufficient to provide for the complete and early
mortization of the total debt incurred for the construction of
ese highways. In other words, up to 1937 the general taxpayer
contributing to the maintenance of the roads and the annual
iterest charges. But after 1937 the motorist maintained the
oads while the general taxpayer still contributed to the amort-
ation of the debt. However, in this instance, it appears ridie-
lous to attempt to allocate the costs of highways to particular
ps within the province. Such cost is in the nature of an
verhead cost”. The distribution of maintenance revenues
18 Indicated in Chart VII (p. 14.)
- The average difference in the past few years between the
expenditures on highways (including debt service charges)
| returns from the various taxes imposed on the motorist is
mewhere near six million dollars. It is doubtful whether the
crease in tourist traffic or industrial traffic will prove adequate
make up this deficiency which hitherto has been an increasing
and which may have to be met by the taxpayer. If the tour-
tra.de should ennch the provmce to the extent of making poss-

If this should fail to materialize, highway finance would
me a burden on the provincial economy. It appears that,
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although the building of roads to encourage the touris
is both offered and received in some quarters as a rationa
for these large expenditures, the transportation needs
the provinece, irrespective of “windfalls” resulting from
traffic, have provided the main justification.

Chart VII

TRENDS IN HIGHWAY MAINTENANCE PINAN
Fiscal Years 1930-1938 :

0005
OMITTED LEGEND
$4.500 |— [ ] prOVINCIAL GRANT

4,000 |— £ casoLiNe TAX

[[l] moTOR VEHICLE—
3,500 1— LICENCES

HIGHWAY TAX' E:E

3,000 |

2,500

2,000
1,500

2 il

930 3l 32 33 B4 35 36 37 38

Within the past few years the distribution of relief through
public works has encouraged the general policy of highway con-
struction. In this particular instance it provided a relatively
expedient method of dispensing relief to unemployed persons
throughout the province—a method preferable to the dispensing.
of direct relief.

The paving of trunk highways is to be completed by 1940
if the government'’s plan is successfully concluded. The follow-
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- ing figures presented in Table III illustrate the progress in the
past five years.
Table III

HICGHWAY PAVING 1934-1938

Year Miles prepared for paving | Miles paved
OB, oo o, sxsciin s 173 18
{BERET S TS 272 146
ROBO L st ol 243 184
LIS I N 139 300
HOBR sty 119 120

The next item of ordinary expenditure in order of size is
public education. It has been increasing in recent years. In
1937 the province spent $1,283,000 or almost twelve per cent
of ordinary expenditure for the purposes outlined in Chart VIIL.

Public education is organized on a regional basis, with the
eater part of the burden of finance falling on the school see-
flons and the municipalities.? Provincial expenditure for publie
ducation includes annuities to retired teachers, grants to teach-
, assistance to needy school sections (at present about twenty-
e per cent of all rural school sections), the provision of free
ext books in the common school grades, and the payment of
laries and expenses of school inspectors. The expenditure
n 1937 for these services amounted to $994,000 or about twenty-
ee per cent of total expenditure on education within the pro-
ce.® In addition to the above expenditures the Department
Education is responsible for the administration and mainten-
of the Provincial Normal College, the technical schools
and the Technical College.® Other services such as circulating
raries and rural education also are provided by the Depart-
nt. These bring the provincial government’s share in the

cent. Compared to 1925, this is an increase of twelve per
it in the province's share, due mainly to higher teachers’ an-
les, larger grants to schools and the provision of free text

oks.

'here are 1758 school sections at present in the province. Of this number 1,480 are

rural sections, 233 village and 49 urban, i.e. cifies and incorporated towns.

€re is an inspector in each of the fourteen inspectoral districts into which the pro-

vince is divided.

proximately $4,315,000 was spent on education by all educational authorities.
technical education the province each year receives a Dominion grant amount-

- Ing, in 1937, to about forty per cent of the total outlay for the province. The Col-

- lege of Agriculture is administered by the Department of Agriculture.
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Chart VIII

DISTRIBUTION OF PROVINCIAL AID TO
EDUCATION 2
Fiscal Year 1937

TEACHERS
ANNUITIES
50-41

% $1.276,000. NORMAL

COLLEGE |
MISCELL.8.2% 42%
Ushass \  TECHNICAL
ot €00 Soo\ COLLEGE
. N 8.5%
FREE A,

GRANTS.
842 12.5% Cb%
56%

The weakness of the financial organization of public edu
tion in Nova Scotia, as well as its administrative defects, is
ly recognized as the chief obstacle to the development of a br
program of popular education. In view of this fact, reform prol
ably is inevitable in the near future. In any financial reorgar
tion that may be proposed, it is highly probable that the provin:
will be called upon to assume larger financial and administrative
responsibilities.” Inequalities in financial resources as between
section and section, county and county, and rural and urban
areas, point to the necessity of centralizing education finance.
Equalization of assessment and rating to provide school revenues
require the establishment of a central authority.

It may be argued that the Federal Government should as-
sume a portion of the expense of certain educational services on

7 See Fletcher, B.A., The Next St:zuin Canadian Education, (Toronto, Macmillan Co..
1939), for an elaboration of view.
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the ground that their scope and quality are unequal as between
the various provinces, because of variations in taxable capacity.
But such Federal aid obviously would be contingent upon an
economic reallocation of responsibility between the Dominion,
provinces and municipalities.
It has been pointed out that one of the problems of policy
is the relative distribution of expenditures among the wvarious
ervices. The government now spends over eleven per cent of
eurrent revenue on education. It is difficult to see how this could
be increased under existing financial arrangements. It may
assumed, however, that the rationalization and centralization
the public school system would result in considerable economies.
hermore, an educational program directed to the needs of
community would yield indirect returns through the increased
ductivity of the people and of the provincial economy as
a whole.?
In 1937, expenses for general administration amounted to
approximately $550,000 or about five per cent of total ordinary
enditures. These expenditures were distributed as follows:

I nistars’ BRIATIEEE & v oo i e s s R $ 35,000
Salaries of departmental staffs..................... 112,000
Departmental expenses. . ... .........ciiiiinna.n. 110,000
Maintenance of departmental offices. .............. 94,000
IMotor Vehicle IDIVIBION .« st winieslsans ofa ol aisis o 80,000
Rureancof Information sne i S idnminil vae 24 Feti 110,000

According to the provisions of the British North America
the provincial government maintains courts throughout the
ovince for the trial of eriminal and ecivil cases. The cost to
people of the province of administering justice amounted to
35,000 in 1937. This sum was made up mainly of salaries of
t officials ($8,000) and costs of prosecution ($20,000), the
ies of judges being paid by the Federal Government.

The Legislative Assembly costs on an average $49,000 per
. There are thirty members each receiving a remuneration
1,000 per year as well as necessary travelling and other ex-

Fletcher, op. cit. p. 55. “If a country thinks it is too poor to afford good schools, it
will remain too poor, until it has the courage to invest in good schools. There is
an economic foundation that justifies the setting apart of 25 per cent of the &)‘fula-
tion as students and at least 2 per cent as teachers, yet it is difficult to the
money to do so. Fifty years ago the growth of machinery and productive capacity
was not enough to justify the kind of extended modern educational program every-
where envisazed by educational planners. To-day there is no question that this
productive capacity exists and indeed can through education be increased."”
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penses. In a year in which an election occurs, larger s
necessary. The expense of the general election in 1937 amoun
to $137,000, as compared with the expenditures of $123.00¢
1933 and $42,000 in 1925. Greater care is now being
the compilation of voters’ lists and the supervision of polline
accounting, in the main, for this increase. f

The development of agricullure has long been one of
primary interests of the provineial government. At preg
the Department of Agriculture is active in bringing to the
tention of the farmers new developments in the practice
scientific agriculture. This is done, in the main, through
Extension Division of the Department of Agriculture. Slig]
less than $250,000 is spent annually in the interests of the :
ing communities.

During the last two decades the provincial government
been spending the major portion of available revenues for
velopmental purposes. The inadequacy of existing methods
production (particularly in the primary industries), the inei
of national policies, and the emigration of enterprise and e
have resulted in the dislocation and retardation of the dev
ment of the provincial economy. In order to offset these te
encies the governmental expenditures have been directed towsa
the provision of productive facilities such as cheap and abund
electric power and improved tfransportation systems. (It
become necessary to supplement these expenditures by subsidi:
ing certain industries in order to obtain the optimum utilizati
of the equipment and resources already provided.) Along wi!
this trend in expenditures, welfare services have been expan
in order to ameliorate the effects of a relatively stationary period
in the development of the provincial economy.
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CHAPTER II

EXPENDITURES ON RELIEF AND PUBLIC
WELFARE

A N examination of Nova Scotia’s position with regard to
the financing of unemployment relief and other public wel-
re services is necessary in order to complete the picture of
ovincial expenditure. A detailed discussion of the many inter-
ated aspects of administering social services is beyond the
e of this bulletin. The brief outline presented in this chapter
designed to place the problem of relief in its setting in the whole
ld of provinecial finance.

Until 1926 the standard of public welfare services in Nova
otia was considerably lower than that of most other Canadian
ovinces. In that year expenditure on such services were
icted to provisions under the poor law and included public
th, hospitals, and the care of indigents. These expenditures
nounted to $416,000 or fourteen per cent of the total ordinary
cpenditure. In 1936 the proportion had increased to twenty-
e per cent, (or approximately $2,157,000), the highest of all
vinces except Manitoba. The increase was due mainly to
introduction of Mothers’ Allowances in 1931 and of Old
Pensions in 1934, although all the social and welfare services
re extended in this period.

Since 1931 expenditure for unemployment relief has been a
or item in the budget for public welfare. The unemployment
lem created by the economic depression after 1929 has
ed highly intractable, despite a measure of recovery in some
stries. Although the structure of the provinecial economy
latively diversified as compared, for example, with that of
Prairie Provinces, certain sections are very vulnerable.
fishing, lumber, and coal and steel industries are especially
ive to fluctuations in outside markets. Nova Scotia, there-
€, in common with other provinces, is subject to the cyelical
ations in the economic system and the concomitant periods
idustrial unemployment. The severity of former periods of
mployment was mitigated, however, by the proximity of
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the province to the expanding economy of central and wes
Canada and the United States. .
Until the present period, therefore, the province has ne
found it necessary to be greatly concerned with measures
the relief of unemployment. Public Welfare services, whiel
under the British North America Act are mainly a provin
responsibility, had been left largely to the local units (citie
towns and municipalities). Until 1930 relief to indigents we
provided only under the Poor Law or by local voluntary effo
Under this system, institutional care on a county basis, is give
in a poor-house, and ‘“‘outdoor relief” is provided occasion
at the discretion of the Overseers of Poor in each Poor Distrie:
The residents of the county and district are rated to provide th
services.

approximately $12,000,000 was spent for relief purposes, m-
cluding direct aid, public works and highway relief, and land
settlement. About a third of this sum was contributed by the
Federal Government, at first on a tri-partite plan and later by
agreement with the provinece on the basis of need. (

The causes of unemployment in Nova Scotia are various.
Much unemployment is seasonal—in lumbering, fishing, ete.
Unemployment of a temporary nature also occurs, due to dis-
turbances in outside markets. Some unemployment appears
to be relatively permanent—in regions where resources have been
worked out or where industries have closed down. The volume
of unemployment is greatest from January to April, and least
from August to October. Construction projects are halted by
the winter season, and production in the coal and steel industries
falls abruptly with the closing of the St. Lawrence ports. The
increased activity in lumbering and at the port of Halifax is
not enough to offset the prevailing trend and usually there are
from eighty to ninety per cent more unemployed in February
than in August. ‘““The halting of emigration to the United States
and the reduced opportunities in central and western Canada

9 Ads of Nova Scotia, 1932, 1934 and 1935.
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have caused a growth in the population beyond the normal ab-
orptive capacity of the provincial economy”.® Thus, while
e volume of employment in 1937 surpassed the peak of 1929,
d while it has been possible to curtail relief services until at
the beginning of 1938 relief was administered in only five munie-
lities (as compared with thirty-one in 1933), the problem of
employment remains.
Chart IX

DISTRIBUTION OF PROVINCIAL EXPENDITURES ON
PUBLIC WELFARE
Fiscal Year 1937

OLDAGE
PENSIONS
31.6%

PROVINCIAL
INSTITUTIONS
12.2%

$ 2157,000.
UNEMPLOYMENT
RELIEF

HOSPITALS

MOTHER'S
ALLOWANCES MISC:

CHILD
WELFAR 18.4% LAagl'i

49% 1%
PUBLIC ol

HEALTH 3.8% UNEMPT

OFFICES

. The present cost of welfare services is indicated in Chart
A above. It will be noted that in 1937 the province from cur-
0t revenues supported seven main services. These expenditures
include public works and highway construction designed

ies of the Institute of Public Affairs, Dalhousie Un.lveraltr Canada's Unem-
ment Problem ed.it-ed by L. Richter, (Macmﬂ]an Toronto) p. 18, herein-
eﬂnd Richter, Canada's Unemployment Problem.
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also to reduce unemployment. The major expenditures in
were for old age pensions, unemployment relief and mothe
allowances. Should the Dominion Government assume compl
responsibility for Old Age Pensions and Mothers' Allowa

as is urged in some quarters, a considerably larger sum
at present available could be allocated by the provinee to ot}
welfare services.

The question of work relief versus direct relief may be ¢
cussed at this point. It is probably impossible, without the soei;
ization of the national economy, to take care of all the unemploy
through a program of public works. On the other hand, t
policy of direct relief alone has proved very costly in terms o
morale. The argument that the cost of public works is exces
ly high is not particularly well founded. In certain types n“"
public works such as secondary road-building, it is estim
that it requires three times the expenditure to maintain a m
and his family on relief works as on direct relief—due to co:
of materials, equipment, transportation and management.!
the other hand, it has been found in certain W. P. A. pro;eetw
in the United States that from eighty-five per cent to ninety
per cent of the sums spent on materials goes ultimately to wages
to labour.’? It appears, therefore, (ceteris paribus) that the bulk
of all monies expended for work relief are spent on consumption
goods, thus stimulating production in many lines of the primary
and manufacturing industries. The financial outlay required,
however, makes it economically impracticable, perhaps, for
governments to depend exclusively on this form of relief during
a period of economic crisis. Admitting this, it is essential that
work relief should be undertaken whenever possible, in order
to prevent workers, during long periods of idleness from becoming
unfit for reemployment. For this purpose, some system of work
relief relays might be used.

Throughout the depression period Nova Scotia has carried
‘out as part of its unemployment relief program a number of
public works projects, undertaken in cooperation with the Fed-
eral and municipal authorities. In addition to various municipal
works, the provincial government contributed to the cost of
constructing 135 miles of the trans-Canada highway, and in
1934 embarked upon a program of hard-surfacing of trunk high-

11 Richter, op. cit., p. 317.
12 Ibid., p. 318.
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s and other roads. Other provincial works included the
aration of roads for surfacing, the construction of bridges
1d the elimination of grade crossings.

Table IV

_-:___-‘f'iul DIRECT AND INDIRECT EXPENDITURES FOR
RELIEF AND RELIEF WORKS

Fiscal years 1931-1938

(In thousands of dollars)
1931| 1932 |1933/1934(1935) 1936 | 1937 (1938 Total
$ s $1 &L 3 s g ] -
i 208 | 151, 449
tnbutlons to
B EWarlos., | L] e T R sl et 108 | 90| 198
ce to Fish-
............ 93 | 147| 240
I i .| 112| 216 | 678 559 404 B85 | ool |« 22]/2:060
ntributions to -
un. Pub. Works. | 144/ 172 7l 75| 34 W ez | ses] BER
............. 028| 1,376 | 791| 276 796/ 1,057 | 1,173 | 464| 6,861
stoFishermen| ...| .... | ...| ... ... 37 89 21| 117
Settlement!..| ...| 113 | 510/ 264 58 31 24 | 20| 1,020

4 Disbursements for Land Settlement are me.de through the Land Settlement Board
mted in 1932 (Acts of N. S., 1932, chap. 8.)

Table IV above summarizes the expenditures for various
lef and unemployment assistance projects from 1931 to 1938. It
st be noted that the Federal and municipal governments contri-
to thp finance of relief as pointed out above (p. 11). Ex-
tures for highway relief including the Trans-Canada high-
v accounted for the major percentage of the total outlay.

- It is vitally important to the economic welfare of the pro-
vince that social services should be maintained and, if possible,
panded. Because of the predominantly rural nature of the
fovineial economy it would appear that some encouragement
ould be given to the primary producers. A step in this diree-
on has been made by the provincial government under the

va Scotia Land Settlement Aet. In addition, loan funds have
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been created for the rehabilitation of fishermen who have s
fered through loss of equipment.® '

One solution to the problem of maintaining welfare
has been suggested, namely, a national system of social
ance.’* Under such a plan the province would be reli
the costs of old age and widows’ pensions and of short-te
employment. It has been recommended also by the Nati
Employment Commission that the Federal government she
assume responsibility for unemployment aid for the employ:
Because of the relative flexibility of its revenue system
Federal authority is in a better position to meet the wi
fluctuating requirements of this service. This would leave
the cost of the care of unemployvables to the province and
cipalities, which service could be organized along with the p
hospital and other institutional services, according to the
of need to be met. However, the problems of revenue r
as well as the tasks of uniform administration and expendi
are not likely to be shouldered by the Dominion governm
without considerable opposition. ;
13 Acts of Nova Scotia, 1931.

14 Richter, see particular! 390 et
15 National %’mployment ommjssignp alepm 1938. p. 30.



CHAPTER III

Provincial
Revenues



28 Provincial Finance in Nova Scotia

Chart X

THE SOURCES OF THE PROVINCIAL
REVENUE DOLLAR

Fiscal Year 1937

ORDINARY
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LIQUOR £Re
6.9% \
X
SUBSIDIES LICENCES
9.8% 778
¥
b INTEREST
PUB-.D.?MAN 5.1% '
4.2 s :
= TREASURY S%
BILLS
101¢

BONDS
30.2%

BORROWING

The various sums that make up the provincial revenue each year
were derived, in the main, from the sources illustrated above. Nearly 7
cents from the sale of liquor, approximately 10 eents from the Dominion
Government, 23 eents from various taxes, 30 eents from long term borrow-
ing, and so on, make up each revenue dollar in 1937. Whether or not the
present arrangement of revenue sources is satisfactory is among the more
important questions of financial management.



CHAPTER III
PROVINCIAL REVENUES

FT'HE activities of the provincial government involve not
-4+ only the spending of money but also, as a consequence, the
- raising of revenues to meet the expenditures. Each year the
~ citizens are informed, through the press or elsewhere, that a
stated amount of money will be necessary for the continued per-
 formance of the public services throughout the province. Con-
tributions to the “public purse” are not merely an occasional,
unpleasant duty. Indeed the many and varied ways of raising
revenues have made the citizen extremely tax-conscious. In
return for his contributions the taxpayer obtains a diversification
of services. A major task of the government is to determine
(and justify as far as possible) the schedules of taxes, rates and
charges to be borne by the various economic groups within the
_province.

- The revenues which flow into the provincial treasury may be
classified as follows: (a) that from the direct sale by the provinee
,ef commodities and services; (b) that derived from a part of the
‘income of the citizen and paid by him to the Treasury in satis-
tion of some particular revenue law; (¢) those revenues avail-
le to the province due to its position in the hierarchy of gov-
ernmental organizations, i.e. federal grants and subsidies; (d)
those revenues obtained by the province through the use of its
credit, i.e. through the creation of debt." A brief discussion
of each kind of revenue is presented in the following paragraphs.
- Included in the first classification of revenues—namely the
sale by the province of goods and services—are items like the
venues derived from the sale of liquor, the leasing of mineral
‘rights, the granting of timber licenses or sale of timber from
wn Lands, the charges for supplying electricity, water, ferries,
pitalization, etc. In all these instances, the government
goods or services to citizens at a price. If the price charged
more than sufficient to cover the cost of the goods or services

16 A discussion of borrowing is presented in Chapter VII,
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provided, then the government secures a revenue becauge
price includes something in the nature of a hidden tax. Qpn
other hand, if the government sells goods or services at a
below the cost of production, then it is subsidizing the consuy
of that particular good or service. When it sells above
it is presumably trying to add to its revenues but if it makeg

price so high that consumers cannot afford to purchase as my
as they would otherwise, then it is likely that fewer units g
sold and revenues fall. Thus, in the case of the sale of liquo:
the government desires to get the maximum revenue from ligy
in general, it would vary the relative prices of the different ki
until it found out by trial and error just what prices maximiz
revenues. Of course, if the government desired to reduce ¢
consumption of liquor then it would simply raise prices high
enough to reduce demand—and, incidentally, revenue. i

It is not necessary, at this point, to discuss the extent t;:q
which governmental agencies should own or control forms of
activity which may be undertaken by private business organiza-
tions. Such services as electricity, water supply and transporta-
tion are sometimes provided by governmental agencies and some-
times by private concerns, the latter often being subjected to
government control over their prices or profits. Whether certain
industries should be under governmental or private ownership
depends upon the comparative efficiency of both forms of or-
ganization and the degree to which, as a factor of public poliey,
it appears desirable for the government to control monopoly
practices.

When the government sells goods at a price below cost,
then it is presumably trying to extend the sale to consumers
who could not otherwise purchase. Thus in the case of hospital
services, if a government wishes to extend this service so that
it may be available to persons of small means, then it may sell
its hospital services for fees that do not cover the total cost,
the general taxpayer being called on to make up the difference.
It is not so long ago that education was sold at a price (fees).
Now, on the ground that education should be available to all, it
is provided freely, in its elementary forms at least. It may
be asked whether health services are not as necessary as edu-
cation in the maintenance of human resources and why they
should continue to be sold at a price while education is free.
The solution of the cost-price problem to a large extent is de-
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~ pendent upon the availability of resources and the demands of
the people for services.

Somewhat similar considerations apply in the case of licenses,
fees and fines charged by the province. In the case of motor
licenses the price should have some relation to the costs of the
services given (i.e. highways), to the other charges laid on the
- motorist (i.e. gasoline tax), and to the general policy of the gov-
~ernment (i.e. whether or not it wishes to subsidize road trans-
port at some expense to the general taxpayer). The other li-
~censes, permits and fines charged by the province cover many
gervices, usually representing payments for some privilege given
by the government, or representing a method by which the gov-
“ernment controls particular privilege. Apart from motor li-
censes, the revenue coming from the many other licenses and
‘permits is comparatively small.

. Public Domain, at one time, was an important source of
- public revenue. The term includes the natural resources with-
‘in the jurisdiction of the government. Thus an area that possess-
es large timber and mineral resources may utilize these for revenue
purposes through the sale or lease of rights to exploit these re-
sources. Various techniques may be employed such as a specific
levy per unit of timber cut or minerals mined as the case may be.
The policy of the government with respect to this source of re-
venue will, to a large extent, determine its continued productivity.
The second kind of revenue available is that derived from
taxation. A tax, for present discussion, may be considered as a

vincial governments in Canada they are limited by the British
North America Act to the use of certain types. Some of these
s lie on certain expenditures made by citizens and firms,
for example, the amusement tax, the gasoline tax and, in cer-
ain central and western provinces, the retail sales tax. Other
es lie on the property of citizens like the tax on real property

‘f'!'oﬁnd the “‘best” definition of a tax is an interminable inquiry. For a collection
of definitions see, R. Jones, The Nature and First Principle of Taxation, (London
P, 8, King & Son). A discussion of principles of taxation is not within the scope of
“this bulletin. Such pr!nd%l:a as ‘‘taxation according to benefit" or ‘‘taxation ac-
-_eordins to ability-to-pay’’ have served so many masters in such devious ways that
a complete historical survey would be necessary in order to t the objectives
and theadmhiskaﬁvedilﬂeuldes. Onaeannosavoidthn ‘erence to some politi-
. ﬁans who advocate taxation either according to the principle of ‘“least outcry’’
d “‘according to inability to resist”. It is a sad commentary on democratic institu-
ﬂm.a. cularly on this continent, that in the application of what are accepted

tical principles, organized selfishness appears to a predominant part
fn IS fonutation of tax policy. e L e
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under the Public Highways Act, the taxes on the capital stg
of certain companies and the succession duties on the 1;1-'
of property at death. Still other provincial taxes lie on ine
in this province a tax is levied on the revenues of certain co
tions, but some other provinces in Canada apply income ft;
to both corporations and persons.

In any examination of the various provincial taxes, quest;
concerning the nature of the present tax structure are lj
to arise. It may be asked whether the tax system of N
Scotia is calculated to place the burden of public expendi
on those most able to bear it, whether all available sources
side of obvious ones have been tapped, and whether the di
of the present tax system leads to administrative difficul
and leaves obscure the final incidence of the burden. In
circumstances, it is natural to expect that some people shoul
vocate a ‘‘simple system’, in the light of confusion and incon
petent administration resulting from the present heterogen
taxes. But no single tax, yet devised, can express the obligation
every citizen to the government. Wealth is held in many form
people benefit in many ways, and money (or income) is deri
from many activities. Furthermore, (within rational limits
one tax could yield the necessary revenues. While the present
- diversity of taxes seems to be a cumbersome method of raising
revenue, it is probable that the inequality of one tax in the sys-
tem is offset by that of another so that in all the system may
avoid great inequalities in relative burdens.

But as provincial taxes rise, it becomes necessary to devise
a tax system which has some administrative simplicity and yet
is fairly certain to be on the shoulders most able to bear it.
The most reasonable method of achieving these purposes has
been found to be in the greater use of income taxes on both
persons and corporations, and taxes rising progressively with
incomes.

The third source of provinecial revenue is subsidies from the
Dominion government—these having been established at Con-
federation, when the province transferred to the Dominion the
right to levy customs and excise duties. The actual subsidies
paid by the Dominion have been adjusted from time to time,
particularly since the war of 1914. In addition, the Dominion
makes grants-in-aid to the provinces for specific purposes in the
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ormance of which the Dominion is interested, such as old age
nsions, employment agencies and technical education.

The emergence in recent times of acute social problems has
mpelled the provinces to increase their expenditures, some-
nes for services that are really national in scope (like old age
ions), but their revenue raising powers are limited as com-
d to those of the Dominion. Hence, grants-in-aid from the
pminion to the provinces have provided a method for allowing
the provincial services to be extended. They are still somewhat
limited in scope, however.

A grant may be made in many ways. Between grants com-
tely free from any restrictions and those acecompanied by
rious conditions there are innumerable -classifications. A
rnificant illustration is the distinetion between grants exclusive-
Iy financial in character and those implying administrative control
n the part of the donor. The direct grant for the support of
chnical education falls into the former category, whereas a
1t that must be matched by the provinecial government, like
for the employment service of Canada, may result in ad-
mistration by the Dominion to ensure the equalization and
'adual improvement of governmental services.

'l‘he use of the above methods of raising revenue form what
8 known as the ‘““revenue system’ of the government. Thus it
e seen that the fiscal policy of a government is partly
rmined by the availability of sources of revenue. The major
lem is to determine the effects and effectiveness of certain
s in the light of the needs of the government as revealed
- its expenditures.

The various methods by which the province has raised re-
in the last two decades are presented in the following
art, Chart XI, (p. 34).

Tt will be seen that in 1913 the major sources of revenue
> the Public Domain (mainly royalties from coal min-
and Dominion subsidies. Taxation yielded a very small
nue. It was, in the main, a tax on real property. Examina-
M of the chart shows that total revenue in 1921 was almost
luble that of 1913. A notable inerease in tax receipts and the
€ of licensing charges provided the additional income. Since
- total revenues have increased year by year (in keeping
-expenditures as indicated in Chapter I) with the exception
le years 1932-1934 inclusive, in which years a slight decline
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Chart XI

SOURCES OF PROVINCIAL REVENUES
Fiscal Years 1926-1937
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oceurred. The federal policy regarding subsidies has been re-
vised from time to time notably in 1927 and again in 1935.1%
‘Two other features of the chart merit specific notice. In the first.
- place the sale of liquor by the government has not played such
‘a predominant part in the raising of revenues as often reported,
though the returns from the sale of liquor have been increasing
the past two years. In the second place the revenue from
taxation shows a steadily upward trend. This is due largely
to the taxation of gasoline sales and to a lesser extent to taxes
on corporations, and to succession duties.

Table V

'ANALYSIS OF PROVINCIAL REVENUE BY SOURCE
Fiscal Year 1937

Current Revenue:

Dominion of Canada! (subsidies)................. $ 1,953,000
RSN ol b it Moo SR BRIl e g ik L e 4,413,000
Licenses, Permits and Fees............co.oovou... 1,581,000
O I O AT L oot v o T A e T 850,000
15301 (o ol B0 v (M0 SRS N, RSN Sy S iy 1,315,000
Fines and Penaltios. .. .....ouvvmennennenwennens 23,000
Sale of Commodities and Serviees................ 12,000
Interest Premium and Diseount................. 1,190,000
Miseellaneous. . .............. NS e W e~ Tl 4,000
$11,341,000
Borrowing:

Bonds, Debenies et0i: v vus i car S s s $ 5,809,000
R gt (BB e oo v Bum st mule PUnn o 4t 2,250,000
INETODOERIY BOBNE trmssio v o wams mom s shitd oanv s 150,000
AGEOUNTE DAYEDIE v v miw vieis sxem snbe simt st drvaiesa 1,000,000
EOtAL BOTTOWATE, o-aeha o5 00 it s s S e aize $ 9,209,000
ALy R TR O S| O A P i S 1 $20,550,000

1 Dominion subventions and grants amounted to approximately $1,820,000 in 1937.
This figure is not included in Provincial Revenues in this table since such money
depends upon the ability of the province each year to match the Dominion grants.

The main items of provincial taxation are gasoline taxes,
‘corporation taxes, and succession duties. The revenues from
hese sources depend, in the main, on the rate applied and on
economic condition of the province. For example, given

18 The increase in 1927 was a result of the Duncan Report and the increase in 1935
i was an outcome of the White Report.
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the gasoline tax rate, the yield depends upon the volume of mo
traffic which in turn reflects the general prosperity of the province
given the tax rate on corporations the yield depends largely upor
the size of the firms and the profitability of industry. In gen
the rates of the existing taxes are perhaps reaching the L
to which they can be pushed expediently under the pre
system of manifold taxes and conflicting taxing authoriti
The summary in Table VI below indicates the extent to which
various taxes have been used during the period under discussi

Table VI

ANALYSIS OF PROVINCIAL TAX YIELDS

Fiscal Years 1925-1937
(000’s omitted)

Prop- Cor- Suc- Gaso- | Amuse-
erty | poration| cession line ment | Total Total
Fiscal | Taxes | Taxes | Duties | Taxes | Taxes Tax Current
Year Yield | Revenue
Yield | Yield | Yield | Yield | Yield

8 B 8 8 - $ $

1925
1926
1927
1928
1929
1930
1931
1932
1933
1934
1935
1936
1937

ment is that on gasoline sales. In 1937 the gasoline tax ymid
a revenue of over $2,000,000. The rate has been adjusted con-
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portion to the usage of the roads.!* But to-day it is something
s than an accurate instrument for compensating for the usage
roads by automobiles and trucks. The extent to which a
icle uses the roads depends not only on the mileage it covers
t also on its weight, size and speed. While the gasoline tax
be a fair means of measuring a vehicle’s use of roads, aceord-
to mileage travelled, it cannot exact proper charges from the
ner for any road destruction that may occur by reason of
e weight, size and speed of his vehicle.

The gasoline tax is supplemented by a substantial annual
motor vehicle registration tax, or license fee. The extent to
which the present fee provides the necessary supplementary
enue and adequately distributes burdens is difficult to de-
mine. Highway engineers claim that, assuming the present
rate on gasoline, much heavier license fees (particularly
for some classes of vehicles) are necessary if the highways, as
they are now constructed, are to be maintained by revenues
rom the gasoline tax and license fees.

~ The increasing use by motor transports and passenger busses
of public highways has forced administrations everywhere on
s continent to consider the allocation of taxes and other charges
highways as among the various classes of users. A recent
estigation in Nova Scotia yielded interesting recommendations
and findings.® Consider the following:

_ “(2) That commercial vehicles shall not be bonused at the expense
of the general public by paying less than their fair share on basis of
use for the highways provided.

(3) That all capital for the improvement of highways invested
since 1918 be chargeable to motor vehicle operation.

_ (4) That the annual interest and sinking fund necessary to carry

- such capital, plus the annual maintenance costs of the highways less

- highway tax be the amount which must be paid by motorized trans-
poluth”!l

Based on the above assumptions the commission set out to
ompile a schedule of rates and taxes that should be levied on

| Acts of Nova Scotia, 1926, “The Gasoline Act'’, Chap. 2, A
revenue raised through this tax shall be Daid Into the Provineial M e Hails
pvince of Nova Scotia, Report o, 1 Ci
e ows P f Royal Commission on Transport, 1936, (Halifax,

t 10id., pp. 16, 17. Compare discussion on p. 13. For a 1
h‘anﬁportation problem see the forthcoming l:;trud:;r by Gilbaﬁm aSEer’.;mym Of Sty
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all classes of motor vehicles in order to meet the total cost
highways. In 1934 the situation may be summed up thus

Revenue from motor vehicles. . ............. $2,317,121.86
(Licenses and gas tax)

Expenditures on highways.................. 3,107,509 .87
fLe@s highway tax) '

neluding interest and sinking fund payments.

The following table based on statistical data for the year
1934 illustrates the proposal of the commission. It must
kept in mind that with every increase in capital outlays a re.
vision of the license rates would be necessary. '

Table VII

EXISTING AND PROPOSED LEVIES ON MOTOR
VEHICLES IN NOVA SCOTIA 1934

of No. of Present Proposed
ehicle Vehicles | License Fee | License Fea
Pleasure Vehieles. . ............... 34,443 $ 18.63 $ 17.28
Motor Cyeles........onsinessinmss 329 6.00 2.66
Auto Busses:
VEREOEID. i atee b i is 6 50.00 674.00
ovel BLO00ID .o idie e aia s as 37 SO 27 780.45
Trucks:
- upto3000 lb. wt. Farm........ 838 24.00 36.79
" % Geanoeal. ..o 2,259 24 .00 122,66
3,000 1b. to 400011). iy ra ) R 658 31.50 61.03
S * General.... 1,759 31.50 200.55
4,000 - % 50000 Parm....:. 242 45.00 106.13
O R LR © T ) R 693 45.00 286,58
5,000 - 6,000 “ B e 263 66.00 324.16
6,000 “ “ 7,000 W i 111 96.00 331.00
Z7.000 ' wt. and OVEr. . . as oo 104 132.00 517.11

In 1937 Corporation Taxes yielded approximately $1,127,000.
In 1925 these taxes formed about eighteen per cent of the total
current revenue and in 1937 about ten per eent, although the
number of taxes and the rates have been increased and the latter
are now relatively high. This, to some extent, reflects the re-
tarded condition of the provincial economy and the consequent
limitation, under ordinary conditions, of taxable objects within
this group.

22 Province of Nova Smtla Report of Royal Commission on Transport, 1936, (Halifax,
King's Printer), p
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Corporation taxes are levied on business and industrial
‘organizations of all kinds, both individual and corporate, doing
business within the provinece. These taxes are of several kinds—
. taxes on real property, capital stock taxes, and corporate income
taxes—depending upon the type of corporation. Under a pro-
perly integrated system of income taxation, present taxes on
‘business might be relegated to a minor role. Under present
- eonditions numerous firms do business in the province, and in
- some of these the head offices, managers, stockholders, ete., re-
side largely outside the province. Since these firms receive bene-
fits from operation in the province, the government uses cor-
poration taxes to tap the incomes of such outside companies
‘as well as those located mainly in Nova Scotia. But these cor-
‘poration taxes are extremely diversified in nature and in the
amount of levies. Certain kinds of corporations are singled out
for special taxes; for example, banks, power companies, insur-
ance and railway companies, ete. In some cases the tax is laid
on the capital stock of the corporation, sometimes on the volume
of business or place of business. In each kind of corporation tax,
“moreover, different rates of levy are applied. In consequence,
it is not easy to see whether or not the corporation taxes as
levied at present have any close relation to the income of firms,
‘or whether they are equitable as between firms in different in-
‘dustries. Itisnot even certain that each tax is, in itself, expedient.
Some simplification of the structure of corporation taxes seems
to be called for in the interests of both government revenue and
“more equitable taxation as between different kinds of corporations.
The revenue yield of provincial znheritance taxes or succes-
‘sion duties as they are called naturally is subject to consider-
?’gble fluctuations from year to year. In 1937 it amounted to
'8$606,000, the highest of any year since these taxes have been
imposed. The rate scale is based on some measure of ability
to pay, being graduated progressively according to the size of
the estate. Rates also vary with the degree of relationship be-
tween the beneficiary and the decedent and there are several
exemptions.

. The tax is levied on all estates valued at over $5,000, if
not passing in direct line, and all estates valued at over $25,000
1 __ passing to an immediate relative. Suppose Mr. A dies leaving
‘an estate valued at $50,000, half of which is left to his wife and

al
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the other half to his brother. The property bequeathed to the
wife is exempt from taxation, while $20,000 of the $25,000 le

to the brother is subject to taxes according to the schedules pro-
vided by the Succession Duties Act and amendments thereto,

Two sets of real property tazes are employed by the province,
General land taxes®® are levied on the assessed value of fo
land holdings plus a flat rate on the acreage of forest and oth
uncultivated lands. The first of these is designed to reimbu
the government for the alienation of these lands for pri :
exploitation. The second is intended to bear the cost of fire
protection services in the forest areas of the province. Both
together yielded a revenue in 1937 of approximately $80,000.

In addition to the above, a tax is collected from the cltm&h
towns and municipalities within the province based on the net -
value of property and personal income, assessed by the local units.
The proceeds, (which in 1937 amounted to $444,000) are to be
used for the maintenance of highways in the communities where
collected. Thus this tax is in the nature of a benefit charge.

Provinecial real property taxes yielded a total revenue in
1937 of $526,000. They are, in the first place, of no great im-
portance in the tax structure and secondly, are subject to
inadequate and inequitable administration.

The only other tax imposed by the provinee is the Amuse-
ment Taz, levied on admission fees to theatres and other places
of entertainment. This is a species of commodity tax collected
by the theatre proprietor who acts as agent for the government.
It is borne by the theatre-gomg public. The yield in 1937 was
$148,000.

Subsidies, Grants-zn—Azd and Subventions are the second most
important source of provincial revenue. In recent years Domi-
nion grants have provided the treasury with about one-sixth
to one-fifth of total current revenue.

Prior to the passage of the British North America Act the
provinces raised the major portion of their revenue by means
of customs and excise duties. The Dominion in taking over
these revenue-raising devices undertook to make payments to
the provinces to aid in the financing of governmental activities.
The amount of the grant and subsidies were to be based mainly

23 Rervised Statutes of Nova Scotia, hereinafter cited R.S.N.8., 1923, Land Taz Adt,
chap. 17; Acts of Nova Scotia, 1927, chap. 16; Adls of Nova Scaua. 1934, chap. 17.
Ads of Nora Scotia, 1935, chnp 4, part 2.
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on population figures, size of the debt at time of the passage
of the Act, and needs of the government.

In 1937 the province received approximately $653,000 from
this source, $410,000 on the basis of population, $53,000 for debt
service and $190,000 for governmental services. A special
‘grant of $1,300,000 was also received as a result of the submis-
“gion of the White Commission. Thus in that year the total
- grants amounted to nearly $2,000,000 or over seventeen per
cent of current revenue.

The province also receives conditional grants from the
| Dominion from time to time. These grants are conditioned
on the ability of the province to raise some specific amount to
mateh the offer of the Dominion. The provinece has received
(and contributed to) funds for the construction of the Trans-
Canada Highway project, old age pensions, technical educa-
- tion, employment exchanges and venereal disease control.

The use of Licensing powers as granted by section 92, of
- the British North America Act has provided the Treasury with a
fairly productive source of revenué. In 1937, licenses, permits
| and fees yielded a total of $1,581,000. Motor vehicle licenses
| yielded $1,391,000—of which $776,000 was provided by the levy
on passenger cars, and $425,000 by that on commercial cars
~and trucks.
_ All other licenses and permits, such as company and agents’
licenses, provided a revenue of $128,000 in 1937, vital statistics
- and other fees a further $34,000. Revenue from the sale of
liquor permits is included in the total liquor control revenue,
that from ‘‘censorship” fees in the ‘“Amusement”’ tax revenue,
d that from court and legal fees in the revenue from fines
and penalties.
- The control of liquor through supervised sale provided ap-
proximately $1,441,000 in 1937, or over twelve per cent of cur-
rent revenues. The entrance of the provinece into this field
18 in keeping with the general trend in other provinces and in
‘many of the American states. Operation by the provinece of this
Andustry results in a measure of supervision of the trade through
ice fixing, as well as the obtaining of an additional source of
venue that otherwise would be unavailable, through the
x System. In view of the present trend in expenditures, it may
pertinent to inquire where alternative revenues would be avail-
le to finance existing services and af the same time yield suf-
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ficient additional revenue to suppress effectively the use of liquor
in the light of past (and present) smuggling activities along th
coast line of the province.

Interest on investments, generally referred to under the head-
ing Interest, Premium and Discount, have provided the Treasury
with a fairly constant source of revenue. In 1937 this source
provided over $1,100,000 or about ten per cent of total current
revenues. The ability of the province to collect such sums is
due largely to the loans made to the Power Commission and to
the municipalities for unemployment projects. The returns
(determined by the scope of the lending policy) form a fairly
stable return and will continue to do so as long as credit condi-
tions are not impaired. This source, however, is not one that
should be considered seriously in view of expanding revenue
needs.

The Public Domain, once an important source of revenue,
includes the sale and lease of provincial property, royalties from
coal and other minerals, and fees for the privilege of cutting
timber. As demands for revenue increased, the sale and lease
of provincial property became less important. In 1937 this
source yielded about $832,000 or approximately seven and one-
half per cent of current revenues. The following chart, Chart
XI1I, indicates that royalties from coal mining have doubled
and all other sources have remained relatively constant.

Fines and Penalties collected from law-breakers (under
duress) of one sort and another, together with the profit from
transportation services amounted to $35,000, or about three-
tenths of one per cent of total current revenue in 1937.

“As pointed out previously, a distinction has been made for
purposes of discussion between current revenue and the total
annual income of the provincial government. It has been found
necessary from year to year to supplement ordinary revenue
by borrowing both by short term loans from banks and by the
sale of provinecial bonds. It follows therefore that the total funds
available to the province each year are larger than those from
ordinary revenue sources as indicated in Chart VI on page 8.

There is an evident relationship between current ezpenditures
and revenues—often the current revenues are sufficient to meet
what are called ordinary or current expenditures. But, the
necessity of borrowing to supplement the ordinary sources of
revenue may not be so evident, from an economic point of view,
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Chart XII

REVENUES FROM THE PUBLIC DOMAIN
Fiscal Years 1925-1937
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1921 was obtainable,

‘ment. Each fiscal year, when the various departments and
igencies present their annual demands upon the taxpayers, the
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Shall services be continued and expanded or shall a policy ¢
rigid economy be adopted? Is the budget to be balanced? Shal
the province continue to borrow in order to provide additional
revenues? What forms of tax levies should be utilized? Upon
the apparent unanimity of the Legislature that public services
must be maintained and/or expanded the final problem is to
devise a method (both economically sound and politically ex-
pedient) of raising sufficient money.
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CHAPTER 1V

THE DISBURSEMENT OF THE PROVINCIAL
' INCOME

TTENTION has been drawn to the annual expenditures
' for governmental services. The manner in which the Gov-
ernment obtains money to meet the necessary expenditures also
has been discussed. It is equally important to understand the
actual techniques of distributing public money. This chapter,
therefore, will deal with the following questions: Who auth-
orizes the actual disbursements of public monies? Who is res-
ponsible for the payment of those individuals or firms who pro-
- vide the goods and services purchased by the Government?
Who is responsible for the custody of public monies? What
- safeguards are provided to ensure an accurate distribution of
funds in accordance with public demand as expressed in the
~annual appropriations?
Authority to distribute public money is neither divided nor
- apportioned by statute among the various governmental officials.
Rather, it may be said that this responsibility falls upon the
~ Legislature, the Provincial Treasurer, the Auditing Division of
- the Treasurer’s Department, and the departmental heads. In
- outline, the Legislature approves of the expenditures and sanc-
- tions the methods of meeting them; the Treasurer’s Department
receives all revenues (except in certain cases—p. 49) and also
distributes the money according to the requirements of the de-
partments, boards and commissions, subject to specific rules
- and regulations.
In theory, at least, authority to raise and spend money lies
~ in the hands of the people. This authority is exercised by elected
representatives in the Legislative Assembly.? This body sanc-
tions (within legal limits) the raising and spending of public
funds. The most important duty at each annual session of the

24 In Chapter V, on the meaning and significance of budgeting, the function of the
Legislature in relation to finances is discussed. In the present chapter attention
is drawn merely to the control over public expenditures exercised by the legislative

body.
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Legislature is the passage of measures authorizing expenditures
for various public purposes, such as health services, education
and public works. These authorizations are known as appropria-
tions, and it must be remembered that appropriations indicate
limits to expenditure rather than fixed amounts.

The active supervision of provincial finance is carried out
by the Department of the Provincial Treasurer. This department
is responsible for the receipt and disbursement of all public monies
(with the exception of those revenues specifically assigned to
other departments).?® As pointed out elsewhere the Depart-
ment also is charged with the keeping of financial records and
accounts, the control of the Consolidated Fund and the prepara-
tion of the Budget.

All revenues from taxes, fees, licenses and other sources
are deposited by officials responsible for their collection to the
credit of the Provincial Treasurer.® The banks wherein collee-
tions may be deposited, are designated by the Governor-in-
Council and generally are located in the districts where the monies
are received. Statements of such deposits are transmitted reg-
ularly to the department both by the depositors and the res-
pective banks. In this way the revenues available for distribu-
tion are checked continuously.

The Internal Audit Division (created in 1933), is a
subdivision of the Treasury, and is under the direction of a Chief
Auditor, whose duties are not only to make a detailed audit of
inter-departmental accounts, but to cover the offices of certain
sheriffs, police magistrates and other public officials who are
responsible for the handling of provincial funds. Members of the
staff are allocated to make a pre-audit of all vouchers payable
and to approve the classifications of expense, as set up by the
Chief Clerk of the Treasury Department.

The distribution of Public Funds is under the direct super-
vision of the Deputy Provincial Treasurer. Government books
are in balance at the close of each month, and in the course of
ten days full reports are made from all departments, so that by
the fifteenth of each month a statement of all charges entered
against the several appropriations and funds allocated to that
department are shown. By this method departments are in-
formed when appropriation of funds are near exhaustion. A

25 R.S.N.S., chap. 9, 5. 20. SaeChapta'VItoradimsﬂonorthhpolnt
26 R.S.N.S., 1923, chap. 9, s. 23
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member of the audit staff is custodian of the cheque book record,
with each bank upon which cheques are drawn.

Whenever it is necessary for a department or board to spend
‘money, the head of the department or other authorized official
‘must prepare and present a voucher signed by him which is pre-
‘sented to the Provincial Treasurer.” Every payment of public
‘money is made by a cheque upon a bank signed by the Provineial
‘Treasurer.”® Cheques are prepared in the Department of the
‘Treasurer, signed by him or an official of his department and
eountersigned by the chief clerk. No countersignature is made
‘until it is determined that the cheque has been authorized.

' The auditor and his staff make a special audit of the acecounts
of each department several times each year.. The departmental
‘records of bills, receipts and expenditures are checked with the
ledgers. An account of all monies received and paid by the Pro-
vincial Treasurer's Department is presented to the General
Assembly every year for examination and audit by a joint com-
‘mittee appointed by the Legislature.?® In addition to the checks
‘provided by the internal audit, the Governor-in-Council requires
‘that the accounts of the province be audited annually by an out-
side firm of chartered accountants. The firm so appointed is re-
‘quired to report to the Provincial Treasurer respecting such
examination.

For many years the purchasing of ‘many departmental sup-
plies was left in the hands of the respective departments. Con-
siderable criticism of this policy resulted, due mainly to the fact
‘that such purchases, at times, could not be made in quantities
sufficiently large to take advantage of the economies of large
scale buying. As a result of this ecriticism the Government
Purchases Act® was amended and a purchasing department was
created in 1926 to handle the purchasing for all departments,
boards and commissions.

Government purchasing is carried out by a Purchasing
Bureau presided over by the Minister of Public Works and
Mines.*t Under the direction of the Minister, a purchasing com-
‘ittee of three departmental officials (deputy heads of depart-
‘ments) supervises and controls all purchases made by or on be-

27 R.S.N.S., 1923, chap. 9. s, 24.

‘28 Acts of Nova Scotia, 1926, chap. 12, s. 24a. '‘Such other persons as may be appointed
. by order-in-council may sign cheques.'

29 Acts of Nova Scotia, 1924, chap. 15, s. 2.

80 R.S.N.S., 1923, chap. 11.

31 Acts of Nova Scotia, 1926, chap. 15; Acts of Nova Scotia, 1936, chap. 10.
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half of the government. Itis the duty of the committee to arrange
for the purchase of all commodities required for the use of the
various departments, boards and commissions. Purchases must
be made in an economic manner and competitive offers must
be obtained by public tender whenever possible. In every case
the lowest bidder, (corporation, firm or individual) quality and
terms being satisfactory, receives the order, unless the committee
have reason to believe that it would not be in the “public interest
that the lowest quotation should be considered. A call for pub-
lic tenders is made in such manner and for such time as the
committee determines. Tenders are tabulated and submitted for
approval to the Minister of the Department affected. On his
approval, the committee has formal contracts drawn up for the
signature of the parties concerned. These contracts are presented
to the Minister of Public Works and Mines for execution.

Whenever the committee finds it advisable to purchase goods
in bulk it may do so with the approval of the Governor-in-
Council. The total cost of such purchases is defrayed out of an
appropriation provided for this purpose by the Department of
the Provincial Treasurer. The department is reimbursed from
time to time as the commodities purchased are distributed to
the various departments of the public service. '

The present techniques of disbursing public money appear
to fulfil the conditions necessary to its careful and accurate dis-
tribution. These conditions include ease and speed in the hand-
ling of authorized payments, and sufficient devices for the com-
plete accurate and continuous recording and checking of financial
transactions. From the foregoing discussion it will be seen that
the key-point in the existing mechanical procedures is the De-
partment of the Provincial Treasurer. Refinements of present
procedures therefore are, in the main, subject to the approval
of, or evolve from the Treasurer's Department. In conclusion
one question is raised. Why is the auditing function merely
a division of the Treasurer’s Department instead of a separate
and distinet function, with the chief auditor being responsible
only to the Legislature?
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ORDERS-IN-COUNCIL*
Classified by Departments
(Fiscal Years 1927-1937)

Attorne Agri- Publie Prov, Prov. Publie
General | Education | culture | Health | Secretary| Treasurer | Highways | Mines Labour | Service Total
$ $ $ ] $ $ $ $

1927 | 8,750(3) [ 33,500(1) | 9,900(8) 62,500(3; 250(1) 1,000(1) | BOOMA) | cewiswn]  saes 250%1; 116,150(18)
1928 29,80053; 10,000(1) | 53,400(9) | 45,500(2 175 1; 130,802(3) | ....... 8002) | ..... 51,200(2) | 321,677(23)
1929 | 40,000(2) | 15,000(2) | 11,300(3) 20.000EI} 200(1 3,150(2 8,375(1) IS0 cwews | Temasmes 98,075(13)
1930 | 72,600(8) [ ....... 8,400(4) | 25,000 2; 1,350(2) | 60,000(1) 7,000(1) | 13,000(1) | ..... 1,400(2) | 188,700(18)
1931 | 57,80016) | 35,000(1) | 38,300(4) | 10,000(2 2,00053) 60, 78002) |  wiowrmioe 100000 o vne 300(1) | 195,150(20)
1082 |2 70008) | . srospena|| . ma i [ 6 e 1,160(2) | 107,600(2) | ....... G000 wasne | wwaing 135,350}10)
1933 | 26,800(2) | 15,000(2) | 52,000(1) | ...... 200(1; 63,000(4) | 353,000(2) | 10,000(2) | ..... 50,800(2; 570,800(16)
1084 [ 'BLB00E20 1 s || asidie 29,000(4) | 1,200(1 35,000(3) 2,000(1) | 19,000(4) | ..... 2,600%3 150,300(18)
1935 700(1) | 100,000(1) | 56,000(4) | ...... 44,800(2} 4,500(2) |  9,500(1) | 162,000(5) | ..... 4,100(2) | 341,600(18)
:1 1 PR 9,000(1) | ...... 22,500(3) | 9,500(1 64,700(2) 5,350(2) | 18,000(2) | 1,000(2) 2,150(3) | 132,200(16)
1937 [ ...... 15,000(1) | ...... 23,500(3) 100(1) | 19,600(2) | 42,100(2) | 24,000(1) | 8,500(2) | 138,000(2) | 270,800(14)

Note: ( ) Figures in parentheses indicate the number of orders-in-council each year. Amounts are in nearest thousands of dollars.
* See footnote 35, p. 59.




CHAPTER V
THE ANNUAL BUDGET

N order to achieve a balance between revenues and expendi-
tures over a given future period, (from December first to
November thirtieth in the case of this province) a finaneial plan
or budget is prepared by the executive branch of the government.
In its final form the complete budget document includes both
an estimate of future financial needs and a plan for meeting these
needs. The satisfactory application to public finance of a bud-
getary system requires, (a) a carefully prepared plan, (b) its
general acceptance and (e¢) its execution.

Budgetary procedures substitute, in a large measure, care-
fully prepared plans and forecasts for haphazard decisions. It
is through the examination of a budgetary program that the
legislative body is made aware of financial requirements neces-
sitated by the general policy of the executive. The existence
of such a plan provides the legislature with a picture of the
financial requirements of the various governmental departments
as an integrated whole. Without a budget the legislative body

has no real basis for intelligent discussion of the financial policy
of the government.

In order to understand the scope and limitations of budgetary
techniques it must be kept in mind that even the most carefully
prepared financial plan is based merely upon plausible expecta-
tions concerning the trend of revenues and expenditures in the
particular budgetary year. Due to any number of causes, as,
for example, trade conditions, the actual revenues or expenditures
in the given year may not coincide with the estimates. In this
way the pre-arranged financial program may be upset before
the end of the budgetary year.

It is possible to continue expenditures from year to year
without carefully planning them in co-ordination with the revenue
system. Moreover, the existence of a budget in itself will not
insure the character or quality of public services. Nevertheless
when those officials, who direct the expenditures for publie ser-
Vices, co-operate in the preparation of the budget—and comply
with it—then its prime purpose, that of achieving some degree
of finanecial stability, will be accomplished.
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The Legislature has, in cases relating to provincial financial
matters, the final word concerning the raising and spending of
public monies. Only the members of the House have authority
to determine broad questions of financial policy, as, for example,
how much the province shall spend on roads, institutions and
relief, in each fiscal year. The Executive consolidates the various
departmental estimates for the approval of the Legislature,
This body (in the main, composed of departmental ministers)
is in the most advantageous position to examine the activities
of the government and to present in detail the manner in which
public funds can best be applied.

The annual budget begins to take form when the heads of
all departments and sub-departments of the government esti-
mate in detail both revenues (insofar as they are a revenue rais-
ing department) and expenditures for the current year. The
tentative estimates are prepared on forms provided by the
Treasurer’s Department for this purpose. On these forms in-
creases or decreases in departmental expenditures are indicated.
Should a department wish to increase the expenditures for some
particular item or items, this must be pointed out and reasons
for the increase may be demanded by the Legislature.

The tentative or preliminary estimates of each department
and sub-department are drawn up at the end of the fiscal year,
November thirtieth, and presented to the Provincial Treasurer’s
Department. The various estimates of revenue and expenditure
are consolidated in this department and discussed in a session
of the Executive Counecil. The estimates as prepared by each
department usually remain intact unless special circumstances
arise. The budget in its final form is prepared about six weeks
prior to the annual session of the Legislature which begins early
in March. _

The next step in the provincial budgetary system is the
presentation of the complete budget to the Legislature. It is
introduced by the Provincial Treasurer in his annual budget
speech. Mimeographed copies of the document are placed in
the hands of the members of the House. In this way the members
are able to examine and discuss the proposed program of expendi-
tures and the methods of meeting it.3?

32 Possibly because of a ominantly two party Legislature rather than in the in-
terests of sound finan practice, it is often the case that criticism of the estimates
is made onl% by the “‘Opposition”. Otherwise it might be construed that general
criticism ted a of confidence in the prevailing government.

d
A
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Here we may pause to answer a question which perhaps has
oceurred to the reader—how does the government operate from
November until March without any authority to spend money?
According to a statutory amendment in 1924 provision is made
- in the following way:

“After the close of a fiseal year, and pending the granting of ap-
propriations for the new year by the Legislature, the Provineial Treasur-
er may (subjeet to any restrictions that are at any time imposed by
the Governor-in-Council), authorize the payment of all proper claims
for the ordinary and usual services of the several departments of the
Government. The sum so paid in any fisecal year in respect to any
service shall not exceed one-half of the sum appropriated for such
service in the preceding fiscal year."s

The annual appropriation or Supply Bill passed some time in
‘March by the Legislature not only approves future spending
by the various departments as set forth in the estimates, but also
ratifies the expenditures made prior to March of the fiscal year
‘under discussion.

- For the consideration of the complete estimates, the House
‘resolves itself into Committee of the Whole. In committee the
‘estimates are studied one by one. The responsible ministers
reply to criticisms, explain departmental policies, and move the
‘votes of the estimated monies for their particular departments.
Votes, or resolutions, which at present vary from four to twelve
for each department, depending on the breakdown of the esti-
‘mates, must be passed individually. Statutory (or mandatory)
pxpenditures—members and ministers’ indemnities and certain
ants—are authorized once for all and the Assembly merely
‘takes note of them. In the final analysis, all appropriations are
recommended by the government. The Assembly may reduce
or strike out clauses of the budget but in practice the estimates
e passed as prepared by the Executive Counecil. Should ad-
ional expenditures be deemed necessary, supplementary esti-
tes may be brought down—inecluding those to finance new
islative measures. On the basis of the decisions arrived at
committee the annual Supply or Appropriation Bill is drawn
It is brought before the House and passed like an ordinary

- Few statutory controls are provided to ensure the taxpayers
that the disbursement of funds is in accordance with the financia]

33 Acts of Nova Scotia, 1924, chap. 15.



Table VIII

COMPARISON OF ESTIMATED AND ACTUAL PROVINCIAL REVENUES
AND EXPENDITURES

Fiscal Years 1925-1937

Fiscal between col- % between col- A
Year | Estimated Actual umns é'l) & (2) (2)+(1) | Estimated Actual umns (5) & (6)| (6) + (5)
(1) (2) 3) 4) (5) (6) (7) (8)
1925 | $ 5,524,550 | $ 4,467,484 $1,057,066 80.87 | $ 5,694,544 | § 5,969,544 $374,658 106.70
1926 5,277,782 5,369,515 01,733 101.74 6,604,324 6,598,213 96,111 098,56
1927 5,851,027 6,388,852 537,825 109.2 7,133,306 6,937,225 196,081 97.3
1928 7,044,304 7,375,924 331,620 104.7 7,476,025 7,621,425 145,400 101.9
1929 7,275,809 7,619,160 343,351 108.2 7,770,904 7,596,384 174,520 97.76
19: 8,263,064 ,494,992 231,928 | 102.81 8,664,768 8,729,458 64,690 100,75
1931 9,350,489 7,990,948 1,359,541 84 46 9,703,883 9,417,037 286,846 97.04
1032 9,667,152 9,083,649 583,503 93.97 9,692,901 9,246,753 446,148 95.40
1933 8,771,820 8,128,989 642,831 92.67 9,296,199 9,747,873 451,674 104, 86
1934 8,226,320 85,078 41,242 99.5 9,524,460 9,477,410 47,050 99,51
19356 10,406,138 10 821,949 415,811 103.99 11.449.785 11,707,549 267,784 102.34
1936 0,988,883 10, 289 369 300,486 103.00 9,983,696 9,759,479 224,217 97.75
1n7 10,610 063 11.096,227 486,164 104.58 10 220 606 10 748 666 528,060 105,17
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plan approved of by the Legislative Assembly. A system of
recording, accounting and auditing was partially installed in
1925 and revised on the suggestion of the Treasury Department
in 1933.** This resulted in a somewhat closer echeck being made
on actual expenditures. This system presumably was based
on the only reasonable assumption, namely, that an acecounting
system is a means to an end. In other words, such a system should
reveal the financial position of the government at any given time;
it should readily provide the Treasurer and Executive with any
desired information; and finally, it should be the basis of checking
the operation of the budget.

In order to determine the effectiveness of the financial plans
- and their execution over a twelve year period certain items in
the annual statement of accounts may be examined. For
example, a comparison of actual and estimated revenues and
‘expenditures provides some indication of the accuracy of methods
~employed in estimating departmental needs. The amount of
short term borrowing necessary to ‘‘carry the government”
ntil the following fiscal year also reveals the difficulty of making
accurate forecasts. '
Table VIII (p. 56) presents in summary form both the actual
‘and estimated revenues and expenditures from 1925 to 1937.
Columns three and seven of the table indicate the differences
‘between the actual and estimated figures. It will be noted that,
‘with the exception of 1925, actual revenues were from approx-
imately ninety-two per cent to one hundred and eight per cent
©of the estimates. Expenditures, on the other hand, varied
from ninety-five per cent to one hundred and six per cent of the
timates—a relatively smaller degree of variation. This is
phically shown in Chart XIII.

All governments at one time or another resort to short term
‘borrowing for various reasons, e.g. tardiness in revenue collec-
tions, unpredictable emergencies or economic disturbances.
The number of times, however, that it is found necessary to
Tesort to the above devices to rationalize or explain short term
‘borrowing reflect the degree to which present methods of fore-
cast fall short of their purpose. Difficulties involved in estimat-

34 P. 8. Ross, Reﬁo;i on Financial Position of Nova Scotia, 30th September 1933 and
1 Matters Relating Thereto, (Province of Nova Scotia, 1934) p. 5. Although in
P.S.Rom&ﬂonswereemployedmtnstallacbanﬁle the system of account-
records of the province, it was not until 1933 that ons of the newly

rDcl?fu 'I‘rmerwere implemented and installed, as per the Ross
port of t

E?

£
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Chart XIII

PERCENTAGE DIFFERENCES IN ACTUAL AND
ESTIMATED REVENUES AND EXPENDITURES
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ing the needs of the several provincial departments are to some
extent indicated by the number of orders-in-council® and the
amounts of money authorized in each case. On an average over
a twelve year period from 1926-1937, there have been orders-
in-council amounting to approximately $200,000 each year.
There is little doubt that short-term borrowing has played a
predominant part in the fiscal practices of the various govern-
ments since 1926.

Should an interested taxpayer wish to see the manner in
which revenues are to be disbursed, the annual Estimates, pub-
lished by authority of the Legislature, will provide this informa-
tion. For instance, an examination of the Estimates of 1938 indi-
cate that the provincial departments estimate that the ordinary
‘revenue from various sources for the fiscal year ending November
thirtieth 1938, will be $11,653,961.60 (page 4). Current expendi-
tures for the several services provided by the departments are
estimated at $11,284,440 (page 9). From pages 11 to 56 a de-
tailed analysis of the expenditures required for each department
d sub-department is presented. The latter section of the pub-
ation indicates in tabular form the extent to which the province
lans to borrow. From a survey of pages 57 to 59 it will be seen
hat the province intends to borrow $6,625,427, of which approx-
mately ninety-six per cent is to be allocated to the Highways
partment for the construction and maintenance of highways
d for unemployment aid. The remaining four per cent is to
allocated to the various other departments for the acquisition
nd replacement of equipment.

In fairness to the governmental officials, it should be taken
to consideration that outside factors beyond forecast and con-
rol disrupt even the best calculations. Moreover, although
Ippropriation acts are passed allowing expenditures for purposes
1sidered necessary for the public well being, there is no man-
tory requirement that the entire sums so appropriated be spent.
Che appropriation acts serve merely to set outside limits and to
de the departments and sub-departments in the expenditure
public income. i '

Authorizations for short-term borrowing are made through orders-in-council, R.S.N.S.

y Gharg 19, s. 5. A more complete discussion of this technique of borrowing is in-
cluded in Chapter VII. In summary form the number and amounts of orders-

in-council for each department from 1927 to 1937 are presented on p. 52.
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CHAPTER VI
THE PROVINCIAL FUNDS AND ACCOUNTS

ST HIS chapter deals briefly with the mechanics of provincial
financial management. The simplicity or complexity of
accounts often is an important factor in the complete understand-
ing of financial transactions. The discussion has now covered
- the planning, collecting and disbursing of public monies. The
- technique of “ear-marking” and recording the various financial
tfransactions requires some explanation.

It is necessary at the outset to distinguish between the terms
,:fund and account. Funds are used, in the main, for the purpose
‘of allocating revenues for certain specific purposes. Technically
‘a fund is a distinet financial entity.® In many governmental
financial arrangements one finds such funds as Special Revenue,
Bond, Sinking, Utility, Trust and other funds, where specific
‘activities require special attention.

Connected with each fund there may be a series of accounts
to record the various transactions. As in every form of record-
- keeping there will be controlling and special accounts set up to
facilitate the accurate recording of the revenues, expenditures,
- assets, liabilities, reserves and surplus. In this way an accurate
picture of the government’s business can be obtained readily.

The main funds that have been created by the provinecial
Legislature are the Consolidated fund, the Highway fund, the
Fire Prevention fund and the Sinking funds.

In the administration of provincial revenues the most im-
portant fund is the Consolidated fund. The law specifically states
| that all revenue, from whatever source derived, over which the

Legislature has the power of appropriation—except in cases in
‘which monies have been by act of Legislature set apart as special
- funds, or to be devoted to special purposes—shall form one
- consolidated revenue fund to be used for the public service of
the province.¥

- 38 National Committee on Municipal Accounting, Municipal Accounting Terminology,
M L
37 IES.N.S.. chap. 15, s. 1.
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The consolidated fund has two main accounts, namely,
current and capital accounts. The current account is made up
of several controlling accounts, one or more for each of the de-
partments, boards and commissions. Several of the departments
are revenue collecting agencies but all collections are turned
over to the consolidated fund, the administration of which is
conducted through the Treasurer’s Department.®®* Records of
these transactions are kept both by the Treasurer's office and
by the department concerned.

Proceeds from the sale of bonds and debentures generally
are allocated to the Capital Account. At the time when borrow-
ing is authorized, the purposes and objects for which the funds
are to be expended are outlined. In other words, the money is
“ear-marked’” before it is raised.

Although the Highway fund has become closely connected
with the Consolidated fund, due partly to the fact that highway
construction has provided a medium through which relief is dis-
tributed, technically a Highway fund is provided for by the
statutes of the province.?® Revenues to meet the expenditures
for highway purposes, for the most part, come from the gasoline
tax, motor vehicle licenses, the highways tax, grants from the
Federal Government for the improvement of highways and such
additional sums as may be provided, from time to time, by the
Governor-in-Couneil. All these revenues are collected by the
Highways department. They are deposited with the Treasurer’s
Department and the technique of expenditure discussed in Chap-
ter IV is followed by the Department of Highways.%®

All money received and paid out for the maintenance of the
office of Fire Marshal is included in a special fund known as the
Fire Prevention fund. Revenues for this purpose are raised
specifically through the levy each year on all companies transact-
ing fire insurance in the province of an amount up to three-
quarters of one per cent on the net adjusted amounts of premiums,
receipts and assessments. Financial transactions are made
through the Treasurer's Department but the expenditure of
money for various purposes is directed by the Fire Marshal.
The Marshal is required to keep an itemized statement of all
money received and expended and it is his duty to approve all
vouchers before payment is made by the Treasurer.

39}2 NS cgp'm

40 In the a.dm.‘lnlstrahnn of the Highway revenues there is a separate cheque issning
unit within the Treasurer’'s Department.
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Upon the authorization of Nova Scotia bond issues the
Governor-in-Council may provide for special sinking funds with
respect to such issues. The Council may also provide for a
general sinking fund for which certain sums are allocated each
year for the redemption of the various issues. Both methods
have been followed. In addition to the general sinking fund
there are twenty-three sinking funds pertaining to various pro-
vincial bond issues. However, a number of issues have no sinking
funds and no payments at present are made into the general
sinking fund. Monies for the sinking funds are included in the
Current Estimates and appropriated out of current revenues.
As of November 1938 the general sinking fund amounted to
$163,596.19 and the amounts in special sinking funds are sum-
marized in the following table, Table IX.

Table IX
PROVINCIAL SINKING FUND INVESTMENTS
November 30, 1938.

Debenture Year of Date of Amounts
Issue Issue Maturity |accumulated in funds
£ 164,000t * 1899 1949 $ 624,612
£ 650,000t 1904 1954 2,075,706
$ 2,000,000 1935 1945 776,919
2,103,000 1936 1956 12,915
12,370,000 1927 1952 874,187
500,000 1928 1953 31,153
2,000,000 1928 1948 177,982
500,000 1928 1953 30,893
3,000,000 1928 1948 183,751
500,000 1928 1958 28,476
2,560,000 1929 1959 141,530
2,028,000 1929 1959 112,432
1,500,000 1929 1959 82,721
5,054,000 1930 1960 243,885
4,043,000 1930 1960 194,375
4,404,000 1930 1960 205,463
2,115,000 1931 1961 86,075
2,800,000 1933 1943 76,962
2,000,000 1933 1945 53,986
5,111,000 1937 1952 103,749
1,796,500 1935 1950 697,736
1,528,000 | 1937 1941 15,419
2,549,000 1937 1946 25,747
. J

UEIOGRL. ..o coicernmmmsibs et sioecimrimt s e SmrSin gt s 3t it s $6,856,674
General Sinking Fund.............................. 163,596
$7,020,270

—

1 Nova Scotia Redeemable Stock held in London.




66 Provineial Finance in Nova Scolia

It will be noted that the amounts in each fund vary and that the
variations are considerable relative to the similarity of bond
issues represented. One reason for the variations is that at the
time bond issues are authorized, the Legislature provides that
some annual sum (not exceeding one per cent of the total issue)
be allocated each year to a sinking fund. 1
Funds, in the main, have been superceded by a general bud-
getary system. The purpose, particularly in many States, of using
funds was to assure that revenues designated for particular
purposes would not be diverted. Also some direct control of
expenditures was anticipated through this device since expendi-
tures for various functions were limited to the revenues paid
into funds. On the other hand, some activities often require
more revenue than is available, while the funds of others may show
large balances. Such results occasionally have been particularly
inconvenient and embarrassing. One large fund together with
an efficient budgetary system eliminates the need for a multiplie-
ity of funds since control is provided through the Legislative
sanctions of proposed expenditures.
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Public Debts




Chart XIV
PROVINCIAL INCOME
Fiscal Years 1913-1937
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1 “Net borrowing”



CHAPTER VII
PUBLIC DEBTS*

AT various times in the financial history of the province,

and particularly during periods of economic disturbance, it
has been deemed expedient by the Executive to spend more
money than is available from ordinary revenue collections. The
policy of the provinecial government in this respect is graphically
depicted in Chart XIV.

In order to acquire the supplementary revenues the province,
like the private individual or business organization, applies to
the banks and investment houses for loans. However, unlike
the private concerns which usually borrow in the anticipation
of monetary gain, the government borrows in order to maintain
or expand public services. When the province contracts debts,
they are said to have been incurred for public purposes.

It is not always realized that the Federal and provincial
governments have been assuming a social responsibility far
exceeding the notions of governmental funections held even a
generation ago. Under the Canadian Constitution it happens
that the functions which are expanding, namely education, pub-
lic health and other social services, lie within the jurisdiction
of the provincial and the municipal authorities. The scope of
“social”’ and ‘“public”’ services has so broadened that, as a re-
sult, the municipalities, generally, both from a finanecial and an
administrative point of view are in no position to provide them.

It has now become a provineial responsibility to provide the
major proportion of welfare services. Aid to those who have
suffered as a result of unpredictable changes in the economy is an
important factor in provineial expenditure. In order effectively
to protect the community from disease, it has fallen to the gov-
ernment to assume certain public health and sanitation services.
The province now maintains some charitable as well as corrective
institutions. To protect the citizens from exploitation it is con-
sidered a social necessity to regulate the rates charged for such
* This chapter in condensed form appeared in the June, 1939 issue of Public Affairs, a

publication of the Institute of Public Affairs, under the title **Provinecial Borrowing
in Nova Scotia''.
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things as light and water. In addition, the province has assumed
complete responsibility for constructing and maintaining high-
ways, and extensive responsibility for providing educational
facilities. As a result of the increasing demands on the provinee
it has been necessary to engage in ever widening expenditure
programs.

Governmental expenditures as pointed out in Chapter I
are classified as ordinary recurring and capital—ordinary recurring
being those which are expected each year in the normal discharge
of business; capital those which may be considered in addition
to and apart from the regular expenditures. Based on this
classification, it is considered a sound business principle to finance
ordinary recurring expenditures from current revenues (e.g. taxes,
subsidies, fees, and licenses) while on the other hand, capital
or periodic expenditures may be financed by borrowing. Fur-
thermore, these non-recurring expenditures often require the
utilization of equipment and resources beyond the immediate
command of the government. The scope as well as the urgency
of such a program, therefore, necessitates the spending of larger
sums than currently are available, and hence a policy of borrow-
ing may be justified.

Emergency financing also falls within the category of eapital
expenditures. In order to alleviate the distress resulting from
such emergencies as severe temporary unemployment, storms
and fires, funds may be raised by borrowing, either through short
or long term loans whichever may be deemed fiscally expedient.

This classification of expenditures is relatively arbitrary.
If such classifications are not utilized with great care in the
formulation of fiscal policy, it may result in expenditures falling
first into one class and then into another without any change in
the technique of financing them. Should a government find, for
example, that a capital expenditure, has, in reality, become an
annual recurring expenditure, then prudence suggests that the
tax structure be revised to finance this expenditure out of current
revenues.

The life expectancy of a municipality or province is con-
sidered to be greater than that of private individuals and even
corporations. Also, large governmental units have, in the main,
the power to draw upon wider resources than are available to most
firms. Thus, the possibility on the part of a prudent govern-
mental administration of maintaining a good credit standing is
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good. At the same time, it is of vital importance to the citizens
that a good eredit standing should be preserved since the ability of
a government to borrow is often the determining factor in the
maintenance of social security. Finally, good credit relations
enable the government to raise funds at relatively low interest
rates thereby saving the taxpayers additional costs.

A number of examples of the credit standing of the provinece
may be cited. Consider, for instance, the $4,500,000 bond issue
of 1936. The province was required to pay three and one-quarter
per cent (nominal) annual interest for the use of the money for
a twenty year period. The interest on this debt amounts to ap-
proximately $138,000 each year.®* Had the provinece a less
favourable credit standing and, as a result, been forced to pay
four per cent as in Alberta, then the taxpayers would have been

forced to pay approximately $185,000 rather than $138,000.
~ The rates of interest at which the provinee has been able to bor-
row are seen in summary form in Table X, page 75.
' By virtue of section 92, subsection 3, of the British North
- America Act, the provincial government may (among other
things) ‘‘borrow money on the sole credit of the province”.
The utilization of this borrowing power is, in the final analysis,
. subject to control by the Legislature.®? Briefly, there are two
‘ways in which the province is granted the privilege of borrowing.*
- The first and most important is the sanction of the Legislature
- provided—(a) in an annual act “To provide for Defraying Cer-
tain Charges and Expenses of the Public Service of the Pro-
wvince”’, and (b) by special acts passed to authorize the raising
of a loan for a specific purpose* In the former case certain items
- regularly are chargeable to capital account, and funds to meet
 these charges are raised by borrowing. Authority is given by
- the Legislature as follows:
“The Governor-in-Couneil is authorized to raise by way of loan

on the eredit of the Province—the several sums of money for the Pub-
lic Service that are ehargeable to capital and granted by this Aet.”

_ The second method of granting the provinee the right to
borrow is through Orders-in-Council. Due to miscaleulations

u This figure is calculated on the basis of the effective rates of interest. See page 76

'or further elaboration on thj.s point,

12 R.S N.S., 1923, chap. 15,

‘43 No mention is made here ofahelnan funds made available to Dm by the
pomlen Sevennent, PR 5 e L, 9, Do Soreament

es solu on o w not y and t
.. fore cannot be he brief co Bga.ss of this chapter.
44 Bee, for example, Acts of Nom Scotia, 1938, chap. 12.
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in estimated revenues, emergencies, or unanticipated demands,
it may be determined that funds are necessary in order to dis-
charge certain obligations. In such cases the minister of the
department or departments involved makes a recommendation
to the Executive Council. If, after careful examination, the
recommendations are approved, the Provincial Treasurer ig
authorized to provide the funds deemed necessary.®

When private individuals borrow money from banks or
investment houses usually some security is pledged, collateral
deposited, or other similar procedures are followed. In the case
of the province, however, public property is not pledged as
security for the repayment of the loan. Instead, the province
pledges its ability to collect revenues by virtue of its taxing
powers. Although the possibilities of governmental borrowing
may seem limitless, the economic resources of the province, in
the final analysis, govern the scope and extent of provinecial
indebtedness. :

When authority is given by the Legislature to borrow money,
it is usually obtained by the issue and sale of Nova Scotia de-
bentures or Nova Scotia stock.?® The amount deemed neces-
sary having been decided upon, the first act of the Treasurer’s

45 R.S.N.S., chap. 19, s. 5., cf. chap. V, p. 45, supra. Although emphasis here is placed
on long term borrowing, the province also engages in short term borrowing. Changes
in the laws relating to short term borrowing have been made from time to time.
Chapter 20 of Acts of Nova Scotia, 1933, provides that:

“The Governor-in-Council may authorize the Provincial Treasurer: to bor-
row from any bank....by overdraft or by the issue, sale or pledge of Nova
Scotia Treasury Bills or any other form of security or otherwise, or from any
person, com]ﬁany or corporation in such amounts as are from time to time
required, such monies as are necessary for the use of the province when the funds
in the Provincial Treasury are insufficient for that purpose. The monies so
borrowed, the amount of the Treasury Bills so issued or the overdraft so made,
shall in no case exceed the amount of the deficiencies in the funds in the Pro-
vineial Treasury to meet the charges thereon when due or payable and shall
be applied to no other purpose whatsoever."

Bank Overdrafts or Temporary Loans for Current Financing,

Fiscal Year, 1926-1937

Accounts Accounts
Date | e
Current | Highways Current Old Age Pensions
1926 118071 | iswes 1932 1,326,420 | ., .....
1927 309,324 26,302 1933 2,151,087 | @ ......
1928 895,133 i 31,371 1934 685,237 672,006
1929 129699 | ... 1935 190,042 280,159
1930 450,802 |  ..... 1936 1,565,167 298,033
1931 921,064 |  ..... 1937 1,684,756 328,356

* Figures to the nearest dollar.

46 The terms “‘stock’ and “‘debentures’ to all intents and purposes may be considered
Eynonymous,
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Department is to call for tenders or bids from the various in-
vestment groups or syndicates (e.g. such groups as those headed
by the Royal Securities, the Bank of Nova Scotia or the Bank
of Montreal). These groups offer certain amounts; either par
- value, less than par or more than par, depending upon market
conditions. The bid considered most satisfactory to the province
is accepted. Bonds are printed and signed by the Deputy
Treasurer and delivered to a designated bank for further dis-
tribution. The investment house deposits in an aceredited bank-
ing institution the sum agreed upon to the credit of the province.
Sometimes, due to the condition of the money market long
term loans are not considered expedient. In order to meet the
immediate financial requirements and at the same time remain
in a position to take advantage of favourable interest rates,
‘Treasury bills are issued or loans are obtained from banks. These
‘bills are short term borrowings usually of six to eight months
‘and are bought by banks and other institutions looking for re-
latively safe short investments. In recent years rates of interest
charged for short term borrowing have been relatively low and
this has encouraged governments to depend more on this type of
‘bhorrowing.
Borrowing has been resorted to by the provinee for various
reasons for many years. In the early part of the twentieth
e t.tu'y debts were incurred largely for development and ex-
e Increased demands on the government, as mentioned
above, accompanied by relatively little change in the tax strue-
ture, have resulted in an extension of the policy of borrowing.
In the past ten or twelve years, as it will have been noted from
Chart III, the debt burden has been more than doubled.*” In
the main, borrowing has been resorted to for the following pur-
poses, namely: construction and maintenance of highways—
unemployment relief** (beginning in 1932)—the erection and
uipment of public buildings and the refunding of loans pre-
usly contracted for these purposes.
~ In Chapter VI the significance of the Capital Account was
discussed. Chart XV below presents in graphic form the various
expenditures that have been charged to eapital.

47 See Chart III, p. XII, supra.

48 Under the * Nova Scotia Unemployment Act, 1931, Acts of Novsa Scotia, 1932, chap.
7. the provincial go twasa.ut-hnri:.edwpunﬂmsed ebentures of cities, towns
and mun&dpdiﬂes issued to finance unemployment relief in the loml units. This

virtually amounts to provincial borrowing to aid ‘‘the local units
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Chart XV
TREND IN EXPENDITURES CHARGED TO CAPITAL
ACCOUNT
Fiscal Years 1913-1937
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At the end of November, 1937, the total of approximately
$95,219,246 remained pledged against the credit (i.e. the economic
future of Nova Scotia)*® In its entire history the province has
‘never repudiated an issue. The debt is now over eight times the
revenues annually collected.

Although the credit rating of Nova Scotia is higher than that
of some Canadian provinces, an examination of the cost to the

. Table X

SOME SIGNIFICANT FINANCIAL COSTS OF
PROVINCIAL BORROWING*
Fiscal Years 1924-1937

Amount of
Term of Amount Amount Rate of Annual
Issue Borrowed Discount Received Interest Interest

$ $ b % %
20 2,530,000 29,854 2,500,146 5 126,500
25 12,370,000 319,418 12,050,582 43 556,650
25 500,000 : 467,600 4} 22,500
20 2,000,000 96,592 | 1,903,408 | 4} 90,000
25 500,000 24,906 475,094 43 22,500
20 3,000,000 144,888 2,855,112 4} 135,000
30 500,000 26,750 473,250 41 22,500
g 30 2,560,000 35,200 2,524,800 5 128,000
: 30 2,028,000 27,885 2,000,115 5 101,400
! 30 1,500,000 15,000 1,485,000 5 75,000
0 30 5,054,000 54,280 4,999,720 5 252,700
? 30 4,043,000 43,422 3,999,578 5 202,150
i 30 4,404,000 104,331 4,299,669 4} 198,180
331 30 2,115,000 15,291 2,099,709 4% 95,175
3 10 2,800,000 114,800 2,685,200 4} 126,000
)33 12 2,000,000 62,400 1,937,600 43 90,000
5 5,050,000 49,995 5,000,005 34 176,750
5 3,534,000 24,031 3,509,969 3 106,020
10 | 2,000,000 41,964 1,958,036 3 60,000
15 1,796,500 55,659 1,740,841 3 53,895
5 3,012,000 11,747 3,000,253 23 75,300
12 4,140,000 140, 346 3,999,654 3 124,200
20 4,579,000 78,896 4,500,104 31 160,265
20 2,103,000 103, 1320 1,999,680 3 63,090
15 5,111,000 110,909 5,000,091 3 153,330

4 1,528,000 27,351 1,500,649 23 38,
9 2,549,000 48,176 ,500,824 33 89,215
83,306,500 1,839,811 81,466,689 i 3,344,520

|

_tmt issues are not included in this table (see footnote below). The amount of sterling
issues outstanding at present is $6,572,746 (4.86 2-3) or about seven per cent of
total debt. Nova Scotia stock outstanding amounts to $75,000.

Provh:loa % )E;wua é?;glic Accounts, 19371“1’ X.XX({V This Mdoee not
include s es ou ding and payable in England. The pro govern-
ment has not gone to the London market for loans since 1913.
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taxpayer of maintaining this record should be made. Table X
indicates in summary form some of the costs of borrowing sings
1924. It will be noted that, on an average, for every hund

dollars borrowed, one hundred and two dollars must be paid b
to the creditors. Each and every year interest to the amoun
of nearly three dollars and seventy-five ecents is paid for ev
hundred dollars borrowed by the provinece. For the use of
dollar for a twenty-year period the taxpayers are paying approx-

R

imately seventy-five cents in addition to the return of the bor-

Chart XVI
TRENDS IN INTEREST RATES ON PROVINCIAL LOZ
1925-1937
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rowed dollar. Also, and of more direct significance, the annual
cost to the taxpayer of maintaining this debt burden is approx-
imately three and one-quarter million dollars.

In order to give a further indication of the cost of borrow-
ing to the people of the province, a comparison of the “effective”
and nominal rates of interest is of some significance. Chart XVI
above graphically presents the trend in interest rates on pro-
vincial loans over a twelve year period. It will be seen that
rates have been dropping slowly in recent years. Of more signif-
icance is the fact that a discount always has been paid on pro-
vineial bond issues. This is indicated in- the trend in effective
interest rates.
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As a result of the outbreak of war the cost of borrowing is
likely to increase because of readjustments in the money market.%
the last six years interest rates have been falling and conse-
ently the province has been able to borrow without debt
ice charges becoming too burdensome. Despite this faect
bt charges now absorb approximately thirty per cent of cur-
nt revenues. If the average rate of interest on provincial debt
e to rise by one per cent an additional million dollars of cur-
revenue may be required and the debt charges would then
absorb about forty per cent of present revenues.

It has been argued that in this province many ‘‘capital”
enditures have become annual or recurring expenditures.
seording to this view the effects of borrowing to finance such
penditures should be distinguished from the effects of borrow-
to finance periodic capital expenditures. If loans are floated
after year to finance continuing expenditures, (even of a
tal nature) the indebtedness mounts rapidly. Such a policy

persisted in gradually results in a growth of annual debt and
service charges which in time may come to dominate the whole
budget. Insofar as this is a faet it should be clearly recognized
and a quota of the annually recurring capital expenditures should
be financed by taxation. Of course, for those capital projects
recur only periodically, a complete ‘““pay as you go’’ program
not economically feasible. But, with long range planning of
pital improvements, financed by a combined policy of taxa-
on and borrowing—taxes should, so far as economically pos-
, be levied to finance annual recurring capital expenditures,
resort to borrowing to cover only periodic capital expendi-
s. Increases in tax levies, of course, often give rise to un-
sirable political repercussions from which proposed bond
ues are relatively free. Yet, a policy of cash financing properly
ented to the voters should be met with some support.

On the other hand, many experts regard the above pro-
als as practically impossible. Since a budget is merely an
fimate of expenditures and anticipated revenues, there can be

e possibility of achieving a balance under present conditions.
irthermore, it is pointed out that expenditure needs do not
cide with revenues and more often are in inverse proportion.
Moreover, in contracting a debt for annual or periodic capital

50 See chap. IX, p. 87.
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expenditures, resources are utilized that otherwise might remg
idle. This school of thought does not regard debt as an ey

itself; it argues that the evil lies in the improper manage

of debt. According to this view it is considered wise po i
borrow during depressions and to pay off the debts during
perous periods by expanding the tax rates or adding new le
Any fiscal policy that increases economic productivity
welfare to a greater degree than if expenditures, either p
or private, were not made, presents a major justification for
increasing the debt, according to this view.
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CHAPTER VIII
SOURCES OF FINANCIAL INFORMATION

THE periodic publication of reports of governmental activities
and particularly those on the raising and spending of money,
i s a necessary function of any governmental organization. Ade-
quat.e and well written reports, regularly presented, serve, first,
;to encourage efficient administration on the part of the public
servants and, seeondly, provide the interested taxpayer with
intimate and understandable survey of a business in which
he is, in reality, a “'stock-holder”. Unfortunately, however,
there is neither general agreement concerning the type of report
r the medium by which the taxpayer should be made acquaint-
with the activities of publie officials. Pages of statistical
aterial serve only to confuse and bore the reader while con-
nsed reports do not provide any measure of information for
enquiring individual. Whenever a citizen finds time to ex-
amine a public report he is discouraged by the maze of figures
d tables therein presented. Usually, after one or two inef-
tual attempts to understand “‘his business’, in all likelihood
assumes that the government is quite satisfactory or quite
poked, depending upon his political complexion, and turns
other diversions. Yet, periodic reports of governmental ac-
ities are necessary to assist in the guidance of public
inion.
~ Each of the provincial departments, boards and commis-
sions, annually prepares a report outlining the activities of the
fiscal year. As these reports are not prepared under the
ction of one individual, the form in which they are presented
haturally varies comsiderably. Yet the information that is
ailable should reward the patient reader. The King’s Printer
8 authorized to provide these reports to any individual without
\rge.
The main financial report of the provincial government
nmarizing, in part, the financial activities of the various
encies) is the Public Accounts. This annual publication which
may be secured from the King’s Printer, gives, in detail,
ey of the business of the province over the fiscal year. The
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’

Public Accounts for the year 1938 will serve as a basis for the
following discussion of financial reports.

Pages I to LXIV of the Public Accounis present the key
statements, i.e. a summary of revenues and expenditures, balance
sheets and bond issues. Pages 1 to 104 present department
expenditures in detail with the exception of those of the Depart-
ment of Highways®™ and pages 105 to 115 summarize the caplt.a,l
expenditures.

Pages VII and XX illustrate the previous discussion m‘
Chapter V concerning supplementary appropriations. It will
be seen that the majority of the requests from the various de-
partments have been towards the latter part of the fiscal year.
These requests indicate, in the main, that the estimates were
too low or that unforeseen circumstances had arisen beyond fore-
cast. Supplementary appropriations totalling $197,700.01 were
made which will be chargeable to the respective departments
in 1939.

Page XXII presents in summary form the results of t.he
transactions of the government, exclusive of the operations of
the Power Commission, Liquor Control Commission, and the
Land Settlement Board. This Balance Sheet shows the position
of the province as of November 30, 1938. On the right hand
side of the sheet the bright side of the picture is presented, while
on the left side the outstanding obligations of the province are
tabulated. The various items comprising the balance sheet
are shown in detail under appropriate headings in the preceding
and subsequent pages.

The statement Table X (page XXIV of Public Accounts)
shows in summary form the actual revenues collected by the var-
ious departments and their expenditures for the fiscal year. These
items represent the normal discharge of business financed by
charges levied by the government on the public. Notice, for
example, the items both of Revenue and Expenditures under
the heading Attorney General. The amount $930,865.62 on the
revenue side is broken down into its various sources on page
XLITI. On the expenditure side of the statement the item
Attorney General is shown to be $160,496.57. On pages 1 to 11
the items of expenditure are shown in greater detail, for example,
court reporting, eriminal prosecutions, etc. Page 2 of Part II
of the report shows a breakdown of the item Court Reporting,

51 A detailed analysis of way expenditures is presented in the annual report of
the Department of Highways.
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Table XI

AND EXPENDITURE
Fiscal Year 1938

83

DENSED STATEMENT OF PROVINCIAL REVENUE

REVENUE
Department of— .
EREtorney General..........coociveeinen $ 930,865.62
i ueatlon ............................. 63,200, 84
BRI, - oo i s G B 4,302,092.92
............................ 2,810.82
.......................... 624,967 .31
P meml BOCTOLALN. . .. cov ot aivios simision 1,348,406.78
P cial Treasurer—
................ $2,399,085.74
Nova Seotia Liquor
RO . .. . Lt 1,338,904 .12
$£3,737,989 .86
.......................... 51,557.05
blic Works RO MIDOE ;- 5 oo v sns sy 737,639.83
.............................. 4,852.37
EXPENDITURE
....................... 160,496. 57
............................. 1,340,244 .87

) e, ST $2,367,524 .25
Interest on Funded Debt. 1,725,694.70
— $4,093,218.95

........................... 207,353.78
ie Health. .. ....................... 2,350,391 .72
vineial Secretary .................... 78,910.00
Interest on Funded Debt.. 82,179,955.72
Less: Received from Nova
Scotia Power Commis-
B o s 676,347.09
1,503,608.63
................ 415,465.64 1,919,074.27
.......................... 198,074.41
bhe Works ROd MEGEE L5 & i e n s laes 344,775.11
L - RS R 514,123.96

ue Surplus for the fiseal year ended 30th November,
before eharging Fund Instalments........
Fu.nd Ins ents and Serial Retiraments, inelud-
a{sgsg‘unds paid dnrmg the year ended 30th

$11,804,383.40

$11,296,664 .34
507,719.06

361,581 .66
$ 146,137.40
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giving an itemization of each expenditure. This arrangem
is followed for all other departments.

A consolidated balance sheet showing the results of al
provincial business is presented on page LXIV. This is, in p
the balance sheet on page XXII combined with the statemen
of the Power Commission, the Liguor Commission and the
Settlement Board. It epitomizes the provineial business fi
1938. The interesting statement on page LV reveals the comp
cash transactions of the Provincial Treasurer’s Departme;
and supplements the previous statements of revenue and
penditure. The annual business of the government is completely
summarized in this statement.

It may occur to the reader, at this point, that the manner
in which the province presents financial statistics and the man-
ner in which statistics have been presented in this bulletis
differ considerably. Again it may be emphasized that the present
purpose is to illustrate the cost of achieving certain objectives.
One serious criticism of governmental accounting is thus raised.
The Provincial Secretary’s department, for example, is given
the task of administering and collecting certain taxes while the
demands on the Provincial Secretary’s department (necessitating
expenditure) are relatively insignificant. From an examination
of the above statement, Table X, it would appear to the novice
that the Department was running quite effectively: revenues
$1,348,406 and expenditures $78,900. The Department of Publie
Health, on the other hand, according to the same reasoning is
not operating on a sound basis. This technique of presentation
when used alone (1) fails to illustrate the cost to the taxpayers
of various services and (2) encourages misconceptions concerning
the significance and objectives of various departments.

The value of complete, well written and well presented re-
ports cannot be over-emphasized. Every government likes to
feel that it has the full confidence of the citizens for whom it is
running the province’s business. To allow rumours, newspaper
comment and incomplete data to be publicized is only to invite
criticism. There is no necessity for secrecy in the operation of
the finances of any government. In the first place the money
belongs to the people. In the second place the money is used
for the people. By the simple expedient of preparing financial
reports citizens who desire to know what is being done can satisfy
themselves that the government officials who have been placed
in authority are discharging effectively their obligations.
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PROBLEMS AND POLICIES

HE survey of the recent financial history of the province
indicates that the government has been confronted with
many new problems. The economic conditions that followed
the Great War of 1914-1918 and the further disturbance of the
depression after 1929, forced governments everywhere to readjust
their financial policies. Expenditure needs increased for welfare
purposes, and capital expenditures for public works and highways
seemed necessary in order to compensate for the disturbing condi-
tions in private industry. But, while expenditure needs increased,
the revenues of the province were less easy to expand, because
the province is constitutionally limited in its taxing powers and
because economic dislocations arising from additional taxation
might offset such advantages as resulted to the provineial econ-
omy from governmental expenditures. In consequence, the re-
cent financial history reveals rapidly expanding expenditure
requirements, met largely by a growth in public debt which has
been most exceptional for peace-time.

The province of Nova Scotia meets the conditions imposed
by the war under unfavourable financial circumstances. Prior
to the outbreak of the war the government had been attempting
to expand certain services such as welfare and education with
" a relatively inflexible revenue system. Fixed charges for debt
service and the maintenance of capital equipment absorb nearly
fifty per cent of current revenues. Problems of debt manage-
‘ment, the encouragement of industry and relief of unemployment
‘were of considerable importance. The outbreak of war raises
an additional set of financial problems for the provincial govern-
ment. New financial policies may be necessary to cope with
them. Despite the fact that the provinces and the Dominion
have equal status in the federal organization, the Dominion gov-
ernment is responsible for the conduct of the war and therefore
will require additional revenues and new borrowing, all of which
will tend to affect (and possibly to limit) revenues and borrowmg
available to the province.
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The budget brought down by the Provincial Treasurer in
March of 1939 provided for certain measures which may be
rendered unnecessary by new ecircumstances. In the light of
changing economic conditions, as well as changes in Dominion
policy, the recent trend toward expansion in certain govern-
mental services may be checked. Possible inflationary tendencies
in the money market, plus the addition of many Dominion taxes,
may curtail a number of provincial revenues. Due to war condi-
tions, the problem of relief may be alleviated but it is highly
unlikely that welfare and social services in general can be cur-
tailed since they are not yet on a satisfactory level. In addition,
the province is dependent to a great extent on Dominion subsidies
and grants which, under war conditions, may become fixed.

As indicated previously, the great bulk of capital expendi-
tures have been made for the construction of roads. In view of
the tremendous outlay that the province has made, it is neces-
sary to keep the roads in an adequate state of repair in order to
maintain and preserve the capital investment. Prior to the out-
break of the war, the revenues from the gasoline tax and the
registration of motor vehicles and other such license fees have
been sufficient to support service charges for the maintenance
and upkeep of the roads (but not for the complete amortization
of existing debt). Should the tourist trade decline as a result
of the war, it is possible that a heavier burden may fall on the
general current budget.

In Chapter VII it was pointed out that the provinee in 1937
had a debt of over ninety million dollars. By 1939 this had in-
creased to one hundred and ten million dollars. Annual interest
payments have been in the neighbourhood of three and a half
million dollars. In Table IX, p. 65, the maturity dates are
shown. Within the next two years approximately nine million
dollars must be repaid or refinanced. Very small sinking funds
are available to amortize this debt. The present provincial
practice of refinancing debt obligations under declining interest
rates is likely to be no longer available. Should the Dominion
government demand war loans and should private investors
attempt to liquidate bonds in order to invest in stocks, it is pro-
bable that interest rates will tend to rise despite artificial controls.
The conduct of the Exchange Control Board may eliminate
provincial borrowing from the United States-and British markets
in which event the provinece would have to compete with the
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Dominion and other provincial governments in the Canadian
market. If the activities of the Central Bank in rendering fin-
ancial assistance have inflationary tendencies the bond market
may be adversely affected. In other words, as a result of the
war, the province is likely to have to offer more money than
hitherto anticipated in order to refinance maturing debts. Should
the province allow its total debt to increase further (assuming
no Dominion control of provinecial borrowing) the problem of
the debt burden would become one of the first magnitude.

Should the province, as a result of dislocations in the economic
system as well as repercussions due to Dominion policy, be faced
in the near future with increasing burdens, the alternatives avail-
able to the administration are basically either the reduction of
total expenditures or the increase of revenues. The possibility
of either of these alternatives being employed is extremely sig-
nificant to the taxpayer. Shall the province seek to maintain
the existing load of provincial taxes while the taxpayer assumes
an additional burden of Dominion taxation, or shall the provinece
attempt to alleviate the provincial burden in order to assist
the taxpayer in meeting the new Dominion burden?

In any attempt to reduce expenditures it is necessary to
examine the various services now provided by the provineial
government. It has been pointed out elsewhere that welfare
services, while not up to standards in other parts of the Dominion,
are necessary to the people of the province. It is unlikely there-
fore that these services can be curtailed. Although there is some
indication that the Dominion government evenfually may under-
take the complete responsibility for old age pensions, mothers’
allowances and the relief of unemployment, expenditures for
these services will be for some time matters of provineial conecern.
Thus, any economy in this direction is attendant upon Dominion
“action.
_ In the past few years efforts have been made to improve
the standard as well as the extent of educational facilities through-
out the province. This development calls for increasing expendi-
tures on the part of the government. Such obligations as are,
at present, included in the educational policy cannot be avoided
without seriously affecting the whole structure of education
throughout the province.

A considerable sum of money has been invested in highway
development. In order that the investment may be preserved,
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it is necessary to make relatively heavy maintenance expenditures
each year. In view of the need for higchway facilities any econ-
omies in this direction will be negligible. Furthermore, it may
be necessary for the government to subsidize certain industries
in order to achieve an economic utilization of existing capital
equipment.

The many additional services provided by the government
have shown a tendency to increase. Since the administration
has been attempting to bring the function of government to a
new level of efficiency, efforts to curtail its activities will be met
with opposition. Moreover, the expenditure for minor services
if compared to those in other provinces substantiates the comment,
that government in' Nova Scotia is frugal by contrast with other
governmental organizations.

So far as economies are possible (and expedient) no doubt
they will be made. The alleviation of the unemployment pro-
blem, if only temporary, offers a possible economy of expenditure.
But any savings in that direction may be more than counter-
balanced by increased charges for refinancing the maturing debt
obligations. Furthermore, the question of municipal solveney
has not been considered. Should the province be forced to as-
sist municipalities in order to preserve provincial credit, the
expenditure needs may increase sharply.

The most feasible alternative courses at present facing the
province are either the maintenance of revenues at the existing
level or, should debt charges increase, as well as other costs,
the necessity of increasing revenues. Under the first altern-
ative the taxpayers will be forced to assume the additional
burden of Dominion taxation while maintaining the same level
of payments to the province. Should the latter alternative be
forced on the province then search for additional revenues as
well as reorganization of the existing revenue system is of para-
mount importance.

Certain possibilities may be considered as a partial solution
of the problem. They include rearrangement of the present
structure of the tax system and the inclusion of additional taxes
or the substitution of certain taxes for those now relatively un-
productive.

The present arrangement of corporation taxes does not
appear to be economically sound. While no substantial increases
in tax rates, at the moment, appear necessary, it might be worth
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while to consider the levying of the tax on a uniform base. Banks,
~ insurance companies, building and loan associations, fiduciary
‘institutions and other financial organizations may have to be
- distinguished from mercantile and manufacturing corporations
~and the taxable status and ability of each classification should
‘be considered. Levies proportioned to net income should be
‘applicable to the end that any business when profitable shall
~ bear its share of business and privilege taxes.

. It has long been argued by competent economists that an
~ income tax is the most equitable method of apportioning burdens
for general governmental services. Consideration of political
‘expediency often resulting in borrowing must, under existing
eircumstances, be superseded by considerations of equity. It
- seems, therefore, that a provinecial income tax collected by the
Dominion government and transferred to the province—thus
avoiding administration expense—might provide the additional
‘revenue.

__ Motor vehicle license fees, based on considerations outlined
“in Chapter I may be examined as a possible source of additional
revenue. Since the highways provide the means of transportation
necessary to the conduct of industry within the province, and
since the gasoline tax cannot be pushed much higher without
;_:,:ecoming punitive, a revision in the scale of license fees might
be considered. Since the aim of special levies is to provide for
the financing of special services, an increase in license fees might
be justified.

' In view of the relatively precarious financial position of the
province, the sale and distribution of liquor within the province
might well be geared up to the most productive position possible.
As a result of the Dominion levy on liquor—not {0 suppress it
but for revenue purposes—it may be necessary for the Liquor
Commission to adjust continually the price scale for the various

done, the revenues may shrink due to the effects of Dominion
taxation.

Search for additional revenue always raises the issues of
‘eollection costs, administration costs, and swiftness and certainty
of collection. The revenue yield is also an important considera-
‘tion. Thus, selective sales taxes or (to keep within the doubt-
Tul bounds of constitutionality) retailers’ occupational sales taxes



92 Provineial Finance in Nova Scolia

may be considered in some circles. Such a tax of so much per
dollar of business done may be collected from the retailers for
the privilege of doing business. The retailer would be considered
as agent for the government as in the case of gasoline taxes. Ad-
missions, cosmetics, cigarettes and even food can be included in
this tax. This form of regressive tax should not be contemplated;
before a tax on personal incomes is imposed.

In the determination of administrative policy two factors
are of extreme importance, namely, the ends in view and a know-
ledge of alternative methods of achieving them. Ends and means
often are confused, with the result that certain objectives are
overlooked. The program as outlined in the annual budget is
often considered the ultimate end of government business, where-
as such planning is in reality only part of a long run policy. Since
governmental activities are subject to fluctuations in the econ-
omic system (or vice versa), policies of revenue collection and pub-
lic spending must be considered with reference to the structure
of the economy as a whole.

Federal policy may seriously affect provincial finance with-
out any apparent intention and few compensatory actions are
available to the provinecial government. Furthermore, the pro-
vinee may be called upon to assist some of the municipalities
which are in a doubtful financial position. The government is
going to be faced with the refinancing of provincial obligations,
and it is likely to be faced with periodical adjustments of industry
within provineial jurisdiction. The relative inelasticity of the legal
framework of rules whereby the administration is guided, as
well as the inability of legislators to foresee future events, makes
it difficult to formulate administrative policy to cope with the
problems. It seems necessary, therefore, that the whole financial
structure of the province and the municipalities be continuously
under examination in order that the taxpayers will not be over-
burdened with inequitable and non-productive taxes and in
order that the province may preserve its existing level of financial
independence and integrity.
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