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Public Finance.

Parti.
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which once supported a dense population, is now thinly
settled and backward.

The Increaie in tba Functions of Oovemment.
Much greater is the influence of a Government which,

like most modem Governments, considers that its func-
tions embrace, besides the foregoing, education of various
kinds, the construction of great public works, the managc-
nient of greh public services, and the control of the great
nidustnes of the country. Such a Government can, by an
enlightened and progressive po. cy, rapidly increase the
production of wealth, or b^ a mistaken policy, though with
the best intentions, bring the country to the'voige of ruin.

All governments require for the proper discharge o}
their functions, largo sums of mone/ which are collected
froi the inhabitants of the country. All the public
revenue is collected from the pockets of individuals either
in return for some special service performed by the gov-
ei'nment (such as the postal service) or as taxation. The
study of the best methods of its collection and expendi-
ture is called Public Finance.

Increase of Revenue Necessary to Perform Functions.

Now as the functions of the State in almost all civilized
countries are being extended, it is evident that the cost
of supporting the State must be increasing. And this is

what we find. In ten or fifteen years the cost of central
and local government iu the United Kingdom has doubled,
partly because of the South African var and increased
expenditures for defence, but principally because of the
lavish expenditure on education, municipal tramways,
waterworks, lighting and on the housing of the poorer
classes. So, too, the ordinary expenditure of the Do-
minion Government has increased from $42,975,000 in 1900
to $98,161,000 in 1912. In all civilized countries the
state is appropriating an increasing part of the indi-
vidual's income.

Now, so far as the State is giving increased value for
this increased burden on the individual, the increase is not
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considerable body of armed men, and if the nation be a
maritime one, it should keep up also a navy proportionate
to its needs.

This is, no doubt, th" greatest single item of expendi-
ture among all world powers, and the cost of preparation
for war, m these days of inventions, continues to increase
with startling rapidity.

nnn n'n^^^''
*''*' 1^''"*''^ Kingdom was spending about $400,-

000,000 per annum on its army and nnvy ; the military and
naval expenditure of the United States in 1913 was $288 -

0iJO,O00, besides $163,000,000 in pensions—a total of $453,-
000,000. (}ermany, apart from the extraordinary levy of

fo?2'To'frL'!l,"^^' "P*""* $350,000,000, and Prance in
laid $283,000,000 on her army and navy. Russia, Italy,
Austria-Hungary and Japan are also groaning under the
burden of armaments. Nor in spite of the efforts of
statesmen to secure a limitation of armaments, does it
appear that the end is yet reached.

Canada has so far got along with remarkably little
expenditure in this direction—only about $16,000,000 at
the present time. She has probably been wise in • jtrict-
ing her military expenditures hitherto, but it does not
seem that she can do so for long. The enormous increase
in military expenditure on the part of Japan and the
United States, the new world-powers, makes it necessary
for us to reconsider our position. As Great Britain can-
not afford to keep a large fleet in the Pacific, it seems
necessary that we should co-operate with Aust-alia andNew Zealand, which, like ourselves, are threatened by
the advance of the yellow races, to maintain a squadronm the Pacific.

In respect of this first item of expense, therefore, it
would appear that Canada's expenditure for defence is
altogether inadequate, when we consider the magnitude of
the interests and the rich and fertile territories which she
has to defend. Thus far, at least, she is indebted to the
Motherland for her protection.
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vidual liberty. Their maxim tras Caveat emptor, "let the
purchaser look out for himself." But in these days of
imitations and adulterations, when it is possible to pro-
duce artificially food stuffs so like the natural foods as to
deceive any average individual, is it reasonable to expect
that the ordinary man shall be able to detect these frauds t
The civilized countries of the present day have generally
agreed to answer this question in the negative. Modem
public opinion demands that ignorant or unprincipled pro-
ducers shall not be allowed to endanger public health by
the sale of food products—especially meat and milk

—

which are unfit for human consumption. So too out of
regard for the safety of its citizens the State insists on
reasonable care in the "operation of mines, the equipment
of factories and the conduct of shipping. Possibly the
work of factory inspection might be handed over to the
Trades Unions, but in such a case it is unlikely that we
should have uniform administration of the law, which is
absolutely essential.

Expenditure—Poor Belief.

Poor relief is in most countries a charge on the public
revenue. Why is it not left to individual charity as the
laisser faire school recommended, instead of being made a
compulsory charge on the public purse f The answer is

(1) That private charity is tco precarious and uncertain
to be relied on for long periods of time; (2) That indis-
criminate giving is likely to relieve the most persistent
applicants rather than the mbrt needy

; (3) That private
charity means a heavy burd(;n on the more generous-
minded and no burden at all on the niggardly; (4) that
under our present penal system a destitute man may al-

ways secure the means of living by committing a crime.
To deny to the pauper what is thus guaranteed to the
criminal amounts to an inducement to crime.

The objections raised to State relief are :(1) that to
give support to the non-worker is communistic; (2) that
State relief demoralizes the receivers more than private
charity; (3) that all relief discourages thrift. These
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lish the Church in Wales. In our own country we may
regard the tax exemption given to all property owned by
religious denominations as a species of establishment of
religion in general.

Expenditure—Aiding of Industry.

One of the most important functions of government is

the aiding of industry. This is performed in many ways:
by maintaining a monetary system, a system of weights
and measures, post offices and telegraphs, and in some
countries government railways and steamship lines, and
by the maintenance of a consular service. A more debate-
able method of aiding industry is by paying bounties on
domestic production or levying protective import duties
on commodities brought from abroad. Both of these,
which are usually conceived to be temporary in their
character, we have already .considered under the subject
of "International Trade."

Expenditure—Extraordinary.

We have now dealt with all the ordinary expenses of
Government. But we know that any Government may at
any moment be compelled to incur extraordinary expen-
ditures, usually for the defence of the nation against its

enemies. There have been no more peace-loving or
economical governments in the history of the world than
that of the younger Pitt before 1793, or that of Lord
Aberdeen in 1854, when Gladstone was Chancellor of the
Exchequer. But even these governments found them-
selves compelled to go to war and to incur enormous ex-
penses in the defence of their country. These vast ex-
penditures cannot be raised by taxation without disor-
ganizing the whole financial system of the country and
consequently Finance Ministers generally resort to loans
for the purpose of carrying on war. They have usually
judged it expedient, however, as did Mr." Gladstone, to
make the people feel the cost of the war by imposing
heavy war taxes at the time—a measure which has had a
very good influence in abating the jingoism of the people,
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The revenues of the State are of two main kinds: (1)
There is the revenue which is obtained by the State in its
various functions as a great corporation or legal "person"
operating under the ordinary conditions that govern indi-
viduals and companies; ''2) that taken by the sovereign
from the subjects by taxation. To the former class be-
long the rents received by the State as landlord, the in-
terest on its investments, and the earnings of its great
services suc^ as the Post Office. In the second class have
to be placed all taxes of whatever kind.

Classes of "Economic" Kevenue.

It is with the former class—the "economic" receipts
of the State—that we sjiall be concerned in this lesson.
These may be divided into three classes. First, we all
know that the State may be landlord and receive a rent
from its tenants for the use of land or of other natural
resources. Secondly, the State may be a Capitalist, when,
for instance, it lends funds to municipalities or to cor-
porations (as in the Sault Ste. Marie loan of $2,000,000)
and receives interest therefor. Thirdly, the State may be
an Entrepreneur, an undertaker of industrial enterprises,
and may receive a profit from them over and above any
rent and interest charges. The State operates the post
office in practically all countries, tHe telegraph and tele-
phone lines in Great Britain and various other countries,
and the railways in Prussia, Australia, Russia, British
India and other countries. We will consider brieflv these
classes of "economic" receipts.

I. The State as Landlord.

The public domain—the ager publious of the Romans

—

was throughout ancient and mediaeval times regarded as
the basis of public income. The feudal king was the
greatest, and indeed in the case of William the Conqueror,
the only landowner in his dominions. All men held their
land fre a him on condition of military service and rents
in kind or in money: 'enoe land rent in his day consti-
tuted the main revenue of the State. In time, many land-
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of it to meet extraordinary expenses only, not ordinary
expenses, which should be met from current taxation—

a

rule which in Canada is more honoured in the breach
than in the observance. Only in one case, that of forests,
must we make an exception to this rule. The individual
farmer does not love the forest. He can hardly hope to
reap in his own lifetime the benefits of creating it, and
has no conception of the important natural advantages
which accrue to a country that preserves its forests.
There is practically a consensus of competent opinion in
favour of state action for the purpose of increasing the
areas under trees, and directly administering these areas
by a skilled and well-organized staff.

n. The State as Capitalist.

The business of banking is in so many ways connected
with the State, that the public management of banks ap-
pears to have much to recommend it. The ordinary
method has, however, been that of granting concessions to
privileged companies which are bound to afford facilities

to the State in return for the advantages which they en-
joy. England, Prance and Germany adopt this policy,
and the pure "State-bank," where the capital of the
undertaking is supplied from the State funds, is found
only in Russia and Sweden. The Post Office Savings Bank
is another instance of State a<'tion along this line, .'he

chief reason for its establishment is that it affords an
absolute security to innumerable persons of the poorer
classes who would otherwise be often victimized by un-
trustworthy institutions. The great process by which
Irish land is at the present time being transferred from
the landlords to the peasants by the use of the State's
credit, is another instance of the State af-ting as a Capi-
talist.

The great advantage which is derived from the State's
action as a capitalist, is security ; this is seen in the ease
of the Past Office Savings Bank and the Dominion Gov-
ernment Annuities. The great disadvantage is that State
advances to individuals are likely to become an object of
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8hip as being more economical and businesslike, but this
genoral principle cannot be considered as in itself conclu-
sive and must be abandoned when it is shown that the
interests of the community will be furthered by govern-
mental action.

In what industries is it possible that the interests of
the community might be furthered by government action t

First, in the case of those industries in which there is a
natural tendency to the creation of monopoly ; second, in
those industries which deal with communication and
transportation.

Mnnicipal Operation of Public Utilitiei.

The first class of these industries, i.e., those which are
likely to become monopolies, fall mainly wiihin the do-

'

main of local rather than that of centrr government.
Perhaps t>"; most important of them is the supply of
water, which has of late years tended to become a muni-
cipal enterprise throughout the civilized world. Only
three English cities still have privat water companies
and only forty-four out of one hundred and thirty-five
oitic-, in the United States. Thie public ownership of light-
ing plants is also very general and tends every year to
become more popular. This is well illustrated by the
widespread adoption of the power applied by the Hydro-
Electric Commission for lighting and manufactures in
the Province of Ontario.

State Operation of Post OfBce, Telegraphs and Telephones.

The second group of industries—those dealing with
communication and transportation—includes the best
known and most generally accepted of all State employ-
ments, the Post Office. Even Adam Smith regards it as
an exception to his rule of the inexpediency of State
action in the field of industrial enterprise, and declares
that it is the only mercantile project which has been suc-
cessfully managed by every form of government. The
general principle which has governed its operation is that
of supplying the means of communication at the lowest
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This would probably cover the interest on the capital bor-
rowed from Great Britain for building and equipping the
lines, and it may reasonably be expected, that the growt'i
of population will in future largely increase the railway
receipts in all these colonies without proportionally rais-

ing the working expenses. The passenger rates, for such
a new country, arc exceedingly low, averaging V/> cents
per mile. On the Victoria lines at least studenti^ are car-
ried in and out from the Melbourne University free. All
'hese railroads are under the management of expert com-
missions.

On the whole, the conclusion, from a purely financial
point of view, is against state ownership of railways, but
so many considerations bt development and unity of man-
agement and, most important of all, of public service,
come into the question, that it is impossible to pronounce
a general verdict one way or the other. One thing, how-
ever, our experience with the Intercolonial and ihe ex-
ample of Australia hav j taught us: If government owner-
ship is to be a success, the details of railroad management
must be left in the liaiids of a non-partisan commission of
railway experts.

Honicipal Street Oars.

What the railway system is to the nation, the street
railway is to the city or town, and it is quite in accord-
ance with the general trend of events that there should be
an attempt to municipalize these means of communication.
A largri number of British cities own their street railways,
but in many of these cases the lines are leased to com-
panies. In the United States only a small number of cities

own their street car lines, though the number is growing.
In Canada, many of our smaller cities, such as Guelph
and St. Thomas, own their street cars, but the experiment
is too recent to warrant any very definite conclusions.

Note.—^The student must bear in mind that public own-
ership tends to swell the revenues, the expenditure and the
debt of the state. Therefore, in comparing the finances of
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8. What are tKo thrpo claxHrK of Economic Rpvonuef
How do they arise f

9. What do you think of Htate ownership of land? Where
iH it moitt approved, and why?

10, Write a note on "The State aH Capita' " Ought the

WeHtern ProvinceH to borro' • money in order to make
' iinH to'farnierH at a cheaper rate than the famiem

uld otherwise have to pay t

11. Wh
yiiKi uiiivi mm' iio*v i*j |ia^ 1

Wh; are all nations operating the post ofBce j, s

•rnment department T

a gov-

12. How far are the arguments applied to the post of-

fice applicable, to government operation of railways

and municipal operation of street railways?






