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Railroad Construction and National Prosperity: An Historic Parallfl.

By AdamShortt, C.M.Cl., K.K.S.C.

(Kiiiil May 27, VH*)

The fXif|ilioiial prcwpcri.y iiml fxpjmsioii (if <iur Caiiadiiiii

Dominion during the past dcca<li;, havi- licnimf inatliT of lunimonplace

observation, tlic mainstay of ixwtprandial orators and hanl-prcssed

editors. Recently, however, the other side of this wave of i)r(»|x-rity

has l)cen attractinu special attention. HiRh prices, laruc profits and

Ijooil wages must In- paid hy some one, and wo have Iwen hearing,

with increasinK insislince, from the people who pay, alx>ut the upward

trend of the cost of living. Much of the discussion on loth sides of

this subject, whether in presenting explanations or advocating remedies,

appears to assume that this iieriiKl of prosperity, and especially the

elevation attained by the cost of living, are quite new and unprecedent-

eil phenomena, specially coimectcd in some way with our miKlern

economic conditions.

As regards the distress and inconvenience as.socialed with the

high cpst of livhig, many seem to consider the situation capable of

effective remedy by legislative process. Laws, it is thought, might

lie ijassed for tue summary suppression of the monopolists and other

gra-ping conspirators who have contrived to levy exceptional rates

up<in their helpless fellow citizens. Still others who comforted them-

selves with theories of cause and effect which can be traced with

mathematical accurac-y, and with remedies which can be applied with

mechanical precision, absolve all human agencies and attribute at

once the joys of high profits and the sorrows of high prices to the over-

production of gold. The remedy, of course, is equallv simple and

universal, consisting simply in assigning by law to the standard dollar,

or other gold coin, a few more grains of gold, when everything will

automatically right itself.

It is not at present my purpose to dispute with these or other

speculators as to causes and remedies for present conditions. I cite

them simply to show how general, though varied, is the recognition

of the central problem. In view, however, of the as; umed uniqueness

of our recent experiences and of the corresponding assumption that

the remedies to be sought must be equally special and modem, per-

haps even futurist in their application, it may \x of some interest to

Sec. I and 11, 1914-20



m THE ROVA,. SOCIETY o. CANADA- - — tnnnuA

the decade from 1850 ,o 1060
"' "'"'" "^ "perience. during

m-Klern eJZnlc a„d*Z.°',i;J;™7' ^';-™«''*«''c fc..ur« of our
"K". yet the parallel ^Cn"°"?'™'>''"='"''ryo.i«y'°"'
P^'Hods i. „„i,e remarkTbre Th-:'""'"'^''"''

'^'""'" of he "

o

^"."d ul«.rp,io„ of foiJ^p^^eaoTtal
' T'""^ '"« "» ''Wrd-XraUr^d l,„e,, ,he con^qlXeLpLtr 7""™"'™ "'«»-«

«[- :^:L^r- ^P^^. a':::^^^

fa-iliar features of ouTr^^t 1 "^i'^'""'""^'^
*" ->' <*"-' the

c<...fi.e my attention mainly ,o"^,li'™'*"'>'- ' 'hall, therefor

*Pres«on, approaetin'^'Cttr °' ""- •*"«-» <" excepti„„al
-t".stic of the 19t„ Cen,^^" "

u7h T"':"' *'"<^'' *- eh

"
outbursts of racial bitterness and strife l ? ''"'' '«^" ""-^ "I th,^heavy drag on the economic and^^^, '1T

' '"' ***" '" » 'on^«se culmmating in the buminrof^l p ?."^^ °' Canada, in thi^

^^^^".^ ^"^ '•™« 'heTb^' tion /^^^^^^^rned with ,t the removal, in Mo V S ^ '^*» '" Britain hadCanadian Wheat and flour iLidt "I
">* British preference „„

s^:!ro..^-^o:^r-£'-.sr.rf

B"t.sh arfsan. On the other hand rh
^^ '"^ ^"PPhes of theCoun ry developed an interestT„r !!'* "'""^"'^ °f the Mother

liberal supply of capital for th fiS^"!"^" f""'« '^d furnished"The pessimistic forebodings ofthfr^'erlftr'"" ^"'"""-
mmercial element in Canada



|<<HORM| CONSTKl CriON ANI> NATIONAL l-WISI-KKITV ill

(iriivinn to lir ilKiniiulvil, ,m i)ptiniii.tii- reactmn «et in, iui|>|K>rltil l>y

KCkhI priifs inr taimdian priKlucf ami t-ncuuragiiiK sympt(>ni» n( n>ni-

mvrcial prosperity.

At thi« rtagc attention wa> directr<l to the fact that althoiixh thi'

construction of canals and a general improvement of Canadian water

had furnished an excellent means of transport for lx)th Canadian and

American pnxluce durinK the summer months, yet traffic was practi-

cally suspended during the winter, while in the adjoining states it was

maintained throughout the year by means of their railroads which

had been steadily advancing for over a decade past.

Mainly through the enterprising activity of Mr. (afterwards. Sir)

Krancis Hincks, Canadian Minister of Finance, the fitxt Canadian rail-

road policy was worked out. The object of this was to supply Canada

with an adequate railway system, connected, on the one hand, with

the Western American lines, and, on the other, furnishing a cimtinuous

connection with Atlantic ports open to navigation throughout th>'

year. This first provincial policy was introduced through the medium

of the Act of 1849, which contemplated assistance from the British

(xivemment for the frequently discussed project of an Intercolonial

Railway, linking Canada with the Maritime Provinces, and furnishing

through them communication with the Mother Country, over British

territor", at all times in the year.

. ious to 1847 there was in Canada but one short railway line

of fitii.'en miles, connecting l,a Prairie, opposite Montreal, with Si

John on the Richelieu, and being part of the main highway Iwtwicn

Montreal and New York. Before 1849 three other lines had Ix-i

started, on the basis of purely private enterprise. But, prior to ilie

introduction o' the general government policy, there were leas than

fifty miles of completed railroad in the country.

The title of the Government measure of 1849 sufficiently indi-

cates the nature of the new pol'cy. Its object was "To .orovide for

affording the guarantee of the province to the bonds of railway

companies on certain conditions, and for rendering assistance in the

construction of the Halifax and Quebec Railway." The government

assistance indicated was a guarantee, at six per cent, of the bonds of

railway compan'-s, to the extent of one-half the cost of construction,

for lintsof seve.ity-five miles and upwards. Owing to difficulties and

misunderstandings as between the British North American Provinces

and with the Home Government, the second or interprovincial part

of the Canadian policy was not realized until after Confederation.

The optimism of the country with reference to the new railway projects

which immediately sprang into existence to uke advantage of the

government assistance, was strikingly manifested in the faith of both
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a»nuri*<l ih" t'^.|vr)(liltirf within iu UtnltTK of tiithrrtu iii. inu>(l of

milliunM of rapittil.

In the mr'inlinu' ihi' (lOviTnimiii h^id aiithori/nl nuiiiii'i|><iliti<'«.

iHith iirlKin iiiul rural, to taki' HKnli or t«>iiil» in nmh neiuwliiry rail-

ways an niiuhl riirivi' rhartcrH from Ihc (HivrrnliitMit .mil !«• ilfKinni'il

to ojien up ini|>ortaiu Hectioiia of the rountr>' and jM'r\'(* as ffiMh-rn fi»r

ihi' Trunk Syrtini of railniacU. In orilcr to aiil the muniiipiililii-^

in iMirrowinK capita I on the British tnarki't, the Oonsuiiilatt'd Mnni-

('i|>al IjKin Kund wan I'stalilishrd under an act of 1852. Throiiull

this many additional millions of rapital wrri' lirouxht to the iinmiry,

liecominK the l«i»i» for further slock issues anil UirrowinKs on the

(Kirt of a nundsT rif ..ulisidiary railroail companies.

It is nfit pro|v»s«.d to follow up the successc's or f.iilures of thes*'

various enterprises. Here we ha\e simply to ileal with the effect upon

the economic condition of the counlr\' of an unpreceilentitl volume of

capital exiH.nded in Canud.i inaiidy during the five years from 18.^1

to t((S(). DnrinK this luriiHl the Canadian Cuivernment alone launch-

vi< pon the l.iindon market upwards of $4.S,.^0<),(K)« in loans, of which

a It Sl.S.l)0().(KK) was in aid of the C.ranil i'nmk Railway. The

\lunicipal l.oiin Kinlil was drawn u|»in diirini; this ixriisl to the extent

of aUiut $12 n()ll.(K)0, while several nuinicipalitie effected extensi\e

loans on their owe account. Independently of the S1.>.(XH),(K)0 and

upwards furnishei ' the Provincial ('lovernment. the Ciranil Trunk

Railway had raise shares and ;Kinils over $48,.')nO,0()(l iK'fore IXfill.

In addition to this, .ne Victoria Bridge at Montreal cost the ('ompan\'

about $7,n()l),nO(). In a memorial of the I'ornpany, addressed to the

Provincial (".overimient in 11161. it is claimed that the Company had

spent upwards of $7.S,0no,0()0 in huildintt and cquippinu the Ciranil

Trunk Railway. includiuK the Victoria Bridge.

As already mentioned, the Ciovernment liefore limitinK its finan-

cial aid to the main line of the C.rand Trunk Railway, had already pled-

ged its assistance to the C.reat Western Railway and the .Northern

Railway. To the former it had lontrilmted up to 185.S aUiut $3,7.SO,

(XK), and to the latter over S2„100,0()(). Mr. .\. T. (lalt, the Minister

of Finance, estimated in 1«(>() that u|)wards of S 100,00(),0()<) had been

expended on railroads iK'twecn 1849 and 1859.

Between 1852 and 1860. the (.o\erimient spent over $11,500,000

on the canals. Notwithstanding an exceptional revenue obtained by

the (iovemment, during the years of special prospc. 'ty, the debt of

the Province increased from $18, 782, =65 in 1850, to 4. 1,142,044 in

1859.

Space will not permit the enumeration of the many other lines

of capital expenditure in Canada during the period in question. Ta-
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«ggs, fruit, vegetables, housing, fuel, recreation, municipal taxation

and service, domestic and other, enormously increased in price during
lx>th periods; while foreign supplies in the shape of textiles, machiner>'

and metallic goods and groceries such as sugar, tea, coflfee, rice, etc.,

increased but slightly.

While, therefore, a great and sudden influx of capital brings at

first a very welcome increase in wages and profits, the scconciar\-

effects on domestic supplies are not long in developing under increased

demand. Thus increased income is soon met and neutralized by in-

creased outlay. The note of joy at the opening of a new era of pros-

perity changes to a chorus of complaints towards its close. In these

respects also there is an exact parallel between the present time and
sixty years ago.

One of the most serious problems connected with such an ex-

tensive diffusion of wealth as that involved in the construction of great

railroad systems, results in the stimulus given to the growth of cities

and towns. In Canada in the fifties, the new railroads not only linked

up for the first time and chief towns of the country, liut also opened
new districts in the rear of the frontier settlements, giving birth to

new towns and villages, many of which indulged dreams of metro-

politan futures. The effect then was just what it has been during the

past decade. Real estate speculation, starting from a genuine need

for civic expansimi, but afterwards feeding on its own growth, resulted

in ever extending subdivisions, incessant transfers of property and
the visible growth of more or less mushroom fortunes. During a
boom no one can be found who has lost money, but, during the sub-

sequent reaction, real estate wrecks strew every civic shore.

In June 1854, a writer in the Toronto "Globe" dwelt at consider-

able length on the rapid increase in prices. "We hear little," he says,

"at this moment throughout Canada save the talk of prices rising, real

estate and rents going up, mechanics and laborers striking for more
wages, provisions growing dearer day by day." It was during this

period that Canada experienced her first labor strikes. The con-

struction of the Grand Trunk Railway was practically suspended for

a time owing to bitterly contested strikes on the part of the workmen.
The Cireat Western and Northern Railways also suffered from the

same cause.

Then as now, however, the building trades led the way in raising

wages, with the natural sequence of higher rents and slum tenements.

"Mechanics," continues the Globe, "employed in buildings, ask wages
so much higher than it has been the custom to pay them that their

employers are put to serious embarrassment and loss " This applied,

of course, chiefly to those who had undertaken contracts without al-
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was no immediate indication of a slacking in the rate of progress,
while the cost of hving still increased. The Finance Minister was
even unclerstowl to l)e considering a proposal for increasing the s;ilaries

of the Civil Service.

Throughout 1855 railroad construction went steadily forward
aided l)y increasing subsidies from the Provincial (loveniment and
the municipalities. The influx of British capital was increased by
municipal expenditure im public utilities, the investment of large
sums on corporate and private accoimt in the building of towns, and
investments in real i-state. Naturally prices continued to rise thrmigh-
1)111 the year, to the joy of those who received them and the indignation
of those who had to pay them.

In another editorial of the ('.IoIh- on Septemlwr 5th, 1855, it is

oljserved that the prices of provisions are excessively high compared
with what they were a few years ago. The housewife recalls with a
sigh the time when she used to buy butter at 6} to 10 cents with the
same price for eggs. Now she pays lor these necessaries 2.? J to 27
cents. The writer can understand why beef, |X)rk and mutton might
1h' double their former prices, also why Hour should Iw $8.00 insteail

of $4.(M), but he finds it dilificult to explain why the minor articles cm
local markets should have risen to such heights. Chickens, for in-

stance, are now 60 cents a pair whereas formerly they could 1k' had
for one-third of that. Butter and eggs have even gone to four times
their former rates. Eggs are actually dearer in Toronto than in New-
York and butter quite as high. After canvassing the matter at some
length it is concluded that the high prices are due, on the one hand,
to the rapid growth of the towns and cities, and on the other to the
exceptional prosperity of the farmers. Owing to the unusual prices
for wheat, the farmers and their families have come to despise atten-
tion to minor products for local consumption. Farmers whose land
is held at from $100 to $200 per acre will not descend to truck produce,
however high the price. To meet the situation a better organized
and extended system for procuring market supplies of food protlucts
in particular must be introduced.

The culmination of high prices in Canada was reached during
the winter of 1855-56. Another article in the Globe in 1856 refers
once more to the excessive prices of all kinds of market produce and
attributes it again to the indifference of the farmers spoiled by the
high prices lor wheat. At the same time, it is quite obvious, from the
general condition of the country, that the rapidly increasing demand
of the cities and the unusual diversion of labor to occupations which
are not immediately productive of any supplies to meet current needs,
chiefly accounted for the situation. The produce of the country
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enterprise through the expenditure of a million and a half in the city
itself, the influx of rural and immigrant population and the consequent
demand for houses, stores and other structures, there was developeil
a vigorous movement in land speculation. Not only did lots in the
city itself rapidly change hands, rising in price at every transfer, Imt
the adjoining farms were seized upon and sulxlivided, the lots being
rapidly disposed of. As land values continued to soar, the asiiessment
roll expanded in volume and values. This meant incresing revenue
and the ability to borrow more capital in the British market. In the
meantime, as the Mayor afterwards confessed, the interest on previous
Uirrowings was punctually paid out of the proceeds of the latest loans.

When, however, the crisis of 1857-8 brought the Ixmm to an end, re-

vealing the fact that the prospective returns from the railroads would
have to be deferred at least for some time, many peolpe were thrown
out of employment and left the city. With the city shorn of its out-
lying subdivisions, its population sinking and values falling, the civic
fathers found themselves in a very difficult position. If they levied
sufficient taxes to meet their engagements they would further depress
values and drive more people out of the city. On the other hand, if

they did not levy suflicient taxes they could not pay the interest and
sinking fund charges on their bonds. The Mayor claimed that they
would have to raise SO cents on the dollar of their reduced assessment
in order to meet their obligations. As between the pressure at home
and the pressure abroad, the civic authorities decided that the bond
holders in England might wait, and this decision was conveyed to
them in a circular from the Mayor. Naturally enough, this resulted
in much indignation upon the part of the English capitalists. They
vigorously protested, and finally took legal action, which was met,
however, by passive resistance on the part of Hamilton. These and
similar proceedings on the part of Canj-'ian municipalities, joined
to the other financial collapses, had very us effects upon Canadian
credit. The financial editor of the Lond i'imes thus voiced British
sentiment, "If an honourable settlement is much longer delayed it is

hoped that the authorities of Canada, whether general or local, have
seen the last shilling they are likely for some years to come to receive
from the credulity of our investing public." Eventually the Govern-
ment had to come to the rescue of a score of bankrupt municipalities,
though much to the detriment of its own credit.

As a sample of the booming of itiany new towns on lines of railway,
constructed for the devehpment of the northern country, we may take
the case oi Bell Ewart, a new civic proposition on the Northern Rail-
road at the southwestern end of Lake Simcoe. It was started in 18.S4

by an enterprising gentleman from Dundas, after whom the town was
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ed to 1653, with 344 miles still under construction. This meant that
within eight years Canada had constructed nearly two thousiinil
miles of railway at a cost of nearly one hundred millions. Up to this
time only the Great Western Railway, between Niagara Falls and
Detroit, and the Champlain and St. Lawrence Railwav. a short road
of 44 miles, had paid any dividends out of caniings. It was now
pretty fully realized that the profits, so confidently promised in the
name of the Canadain Railroads, would not be forthcoming. It was
doubtful even whether a numlx-r of them would be able to meet their
bonded indebtedness. As the Globe stated in July 18.57, in reviewing
the railroad situation, "There was a time when the faith of Canada
was held in high esteem both at home and abroad; but unless goinl
heed is taken a very different estimate will soon attach to it." This
prophesy was unfortunately destined to be amply fulfilled. Already
the London Times and other British pajwrs in their financial sections
were beginning to print very disparaging reports regarding the
Canadian situation.

After the crises of 1857-8 there was a slight recovery in the early
sixties, but the burilen of debt assumed from '50 to '56, the collapsem numerous real estate liooms, and the virtual bankrurtcies of quite
a list of municipalities, had a very depressing effect u'xin the country
preventing any real recovery. After 1863 the long deferred liquida-
tion began in earnest, involving the collapse of the two great banks
of Western Canada, the Bank of Upper Canada and the Commercial
Bank, together with several smaller institutions. The Bank of Mtint-
real also lost heavily on its western ' .siness. As the C«veninient
had found it necessary, through its imf d nartnership, to come to the
rescue of the Grand Trunk Railway and of the municipalities, its
credit correspondingly suffered. In 1866 the Government found
Itself unable to raise more than half of a moderate loan, even when
offering 8 iwr cent interest. The financial agents in Britain frankly
stated to the Finance Minister that the result was due to the disastrous
effect on Canadian credit of the experiences of British investors. It
required nearly two generations to remove that impression from the
British financial mind. This was finaly accomplished, however, about
fifteen years ago. Since then Canada has .nee more free access to the
British capital market, with the result thit we have recently ex-
perienced the first real period of nation.' . prosperity, of great railroad
construction, city building, real cstaf speculation, high wages, high
profits, high prices and excessi\t .mports since the decade with
which we have been dealing. Unfortunately we are also witnessing
similar calls upon the Government to come to the rescue of stranded
railroads, and extravagant provincial governments, in lieu of the muni-
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