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ALBERTA: THE UNTOLD STORY 

Slide 1 Thank you … pleasure to join you to share a little piece of 

Alberta’s unique political and financial history.  

Introduction In 1979 I came to the University of Alberta to study 

political science. I had worked at the Office of the Auditor General of 

Canada in the late 1970s and was alarmed at the growing deficits and 

accumulating debt under the Trudeau government. In studying public 

administration and economics at Carleton there tended to be the view 

that public debt doesn’t matter.  And governments can’t go bankrupt- 

that was the received wisdom. My question was simply: “as a 

government becomes more indebted don’t the creditors, i.e. the banks- 

begin to call the shots?” 

I didn’t realize until beginning my historical research how fertile a 

research location Alberta would be. Slide 2  I completed my 

dissertation in 1983 and in the mid-1990s Paul Boothe of the 

department of economics read my dissertation and encouraged me to 
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have it published.  Five years later in 1999 the U of A Press published 

Politics and Public Debt. What I am about to present is the “fast food” 

“take-out” version. 

Slide 3- This is today’s agenda. The first three parts may be a little 

challenging with many facts and figures.  Once we move through the 

technical background we explore this history through the eyes of the 

key players in the boardrooms of Edmonton, Ottawa, Montreal and 

Toronto.  

I then explore this untold story by examining the history taught in 

Alberta schools to confirm and document that this event was indeed an 

untold story. I will then conclude with some possible lessons to be 

learned from these events.   

Economic Backdrop 

In 1929, nearly 40 per cent of the Province of Alberta’s income came 

from agriculture.  Deflation reduced the average price per bushel of 

wheat from $1.14 in 1929 to a low of 32 cents in 1932. The heavy 
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reliance on wheat production for their livelihood resulted in a 

staggering drop in farmers’ income. Farm receipts were cut to one 

quarter of the level of 1928 by 1933.  

[Slide 4]  Compounding the economic problem was a disastrous 

drought which cut production by one third. Topsoil was stripped from 

the land as this picture attests. While other agricultural sectors, 

including livestock, fruit and vegetables, also suffered heavy declines, 

these losses were not as extensive as that experienced by the heavily 

indebted grain producer. Falling export prices, combined with 

agricultural protectionism in Europe and the heavy devaluation of the 

Argentinian and Australian currencies, (Canada’s main wheat 

competitors) left the western producer with greatly reduced marketing 

opportunities.  

[Slide 5] This chart demonstrates how drastically the Alberta economy 

deteriorated over the period from 1928 to 1933. A staggering drop of 
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provincial income of 50 %! Can you imagine what life would be in 

Alberta if incomes fell by 50%? 

For 1932, Professor Donald MacGregor of U of T reported interest 

consumed one quarter of the farmers’ estimated expenses according to 

his study for the Royal Commission on Dominion-Provincial Relations. 

Debts contracted when wheat was sold for $1.25 per bushel became 

financially impossible at 40 cents per bushel.   

The cost of transportation and threshing charges, which at one 

point, constituted more than one-half of the total value received by 

farmers, also cut deep into their incomes. On top of this, Western 

farmers weren’t allowed to purchase cheaper consumer goods and 

machinery from outside Canada because a tariff protected central 

Canadian industry. The Royal Commission study calculated that by 

1931, the cost of tariff protected manufactured goods to the wheat 

producer had doubled.  
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In short, reduced markets, low prices, terrible growing conditions, 

tariff protected machinery and consumer goods, and high charges for 

transportation and interest made it impossible for farmers to earn a 

living.  

Alberta’s Public Finances 

[Slide 6-7] There are two factors that account for the widening of 

Alberta’s deficit in the early 1930s.  Firstly, the Liberal government, 

which held power from 1905 to 1921, left a legacy of large, 

unproductive debts for the newly formed United Farmers’ of Alberta 

party (the UFA) that took office in 1921.  According to the Bank of 

Canada 1937 survey of the Province’s finances: 

By the end of 1922, Alberta had direct and guaranteed debt …. 
which was some 50 per cent higher than in the much older 
province of Manitoba and more than twice as large as that of 
Saskatchewan though Saskatchewan had a 30 per cent larger 
population.  Substantially more than half the Alberta total debt 
represented accumulated losses and deficits, or so-called assets 
which were proving a constant drain.  
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Among those assets “proving to be a constant drain” were included $20 

million which had to be written off because the Province was unable to 

maintain its telephone system.  

Please note: When you hear dollar amounts in this presentation 
multiple by roughly one hundred to bring the number to current 
values.  

A related source of financial embarrassment was the guarantees 

provided to several railway and irrigation projects in Southern Alberta.  

(Political boondoggles in short)  These private sector undertakings 

became liabilities of the provincial government.  

The second source of Alberta’s public indebtedness and revenue 

deficiency stemmed from the UFA policy of not raising taxes to cover 

the growing demands for roads, schools, public works and all the 

operational costs associated with these capital projects (sound 

familiar?). Indeed, per capita taxes in 1929 were lower than the 1921 

level.  According to the central bank’s analysis: “the province could 

scarcely have expected a more favourable opportunity than that 

presented in the years 1925-1929 to recoup taxes from the rural areas 
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for some of the large expenditures made on them.  The opportunity 

was allowed to pass and no reduction in the dead weight debt took 

place.”  

So when the depression struck, the “dead-weight” nature of the 

debt involving fixed interest charges and an insufficient tax base, 

prompted a thorough examination of Alberta’s provincial and municipal 

taxation system.  The conclusion of the Inquiry was a recommendation 

to boost taxation to the level of other provinces. Dare I say does this 

sound familiar!  

Alberta’s Public Debt 

[Slides 8-9] The most damaging aspects of the structure of Alberta’s 

public debt were the existence of “optional-payment bonds” and the 

absence of “call features.” The optional payment bond allowed the 

bondholder the choice to receive interest and principal in one of two or 

three different currencies- Canadian or U.S. dollar or pound sterling). 

The bondholder could select in which currency payment would be 
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made to take advantage of the movement of exchange rates. If sterling 

was stronger payment would be requested in that currency. But with a 

gold standard exchange rates were normally fixed. However, in the 

wake of England’s flight from the gold standard the Canadian dollar fell 

to a 10 to 20 per cent discount in New York. As a result, between March 

1932 and March 1934, nearly $2 million was expended on 

unanticipated charges associated with the payment of principal and 

interest to bondholders taking payment in expensive U.S. funds.  

A second problem associated with Alberta’s large per capita debt 

was the absence of call features.  With a call feature, in a period of 

falling interest rates, the borrower will normally sell new bonds at 

lower rates, retire the higher coupon bonds and, in the process, realize 

substantial interest savings. At this time, interest rates had fallen 

making refinancing attractive. Unfortunately Alberta had very few 

bonds outstanding with call features and that did not help the 

province’s predicament.  
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Countdown to Bankruptcy 

[Slide 10] The extent of the fiscal crisis faced by Alberta in the months 

leading up to the August 22, 1935 Alberta election is captured in the 

following correspondence between Graham Towers the new Bank of 

Canada Governor [Slide 11], Deputy Provincial Treasurer J.F. Percival 

and George Hoadley, UFA Minister of Trade and Industry and Railways 

and Telephones [Slide 12].   

Near end of March 1935, Percival tested the waters to see if the 

Bank of Canada would be willing to advance a loan to prevent default 

on a April 1st maturity of a bond issue.  In a letter to Thomas Bradshaw, 

a member of the Bank of Canada’s Executive Committee, Towers raised 

the idea of becoming the Province’s financial advisor.  

If however, we assume that it is possible to make general 
arrangements with them whereby we would become their 
financial advisors, with the authority to speak on budgetary 
matters and general financial policy, including the time and terms 
of public issues the matter deserves careful study.  …..Alberta’s 
financial position is not good, but they have made serious efforts 
to do their best. As you know, the Province may now be 
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considered one of the strongholds of monetary cranks and some 
offsetting influence is highly desirable.  
 

In short, the Bank of Canada Governor proposed to take over the 

financial decision-making in a province where fears of a social credit 

takeover were fast becoming reality. In exchange for providing financial 

advice and loans from the Bank of Canada, Alberta was to lose of its 

financial sovereignty.   

As you may be able to tell gentlemen in the boardrooms of 

Ottawa, Toronto and Montreal were getting rather nervous about the 

Social Credit momentum building in Alberta under the charismatic 

leadership of William Aberhart. I’d like to pause here for a moment and 

give you the experience of listening to the leader of the Social Credit 

Party “Bible Bill” Aberhart. In this short clip he is speaking of the 

newspapers’ opposition to his government’s program. I apologize for 

the poor audio quality. [Slide 13 - audio]  --- 1:12-1:50 
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During the period leading up to the August 1935 provincial 

general election, Aberhart led a movement that examined the financial 

and economic system.  [Slide 14] There were over 1600 social credit 

study groups exploring the faults of the current system and looking for 

remedies. Social Credit theory was the product of the mind of Major 

C.H. Douglas a Scottish engineer who criticized the “debt creating” 

system or what he called “orthodox finance.” He believed that it was 

necessary to turn control of the banking system back to the people.  

 [Slide 15]  As the next slide illustrates there was a convoluted 

view that the deficiency of purchasing power could be cured via an 

acceleration of the credit system that could magically produce a social 

dividend. This dividend would come from reduced margins in the 

commercial sector of the economy and increased turnover of goods. 

Aberhart incorporated the promise of a monthly $25 social dividend 

into his campaign. It is obvious how attractive that offer would be to 



 

12 
 

indebted farmers or unemployed workers.  Remember $25 a month 

then is $25 hundred a month now.  

Now back to the struggling UFA government - Percival wrote 

Towers in early April giving his analysis of the financial and political 

situation of Alberta. 

Present bond prices indicate a wave of non-confidence 
throughout Canada; and in the face of a decided improvement of 
our revenues and in practically all lines of commercial business 
and that of agriculture, it is, to say the least, discouraging to find 
that pending elections and Government action should destroy 
what appeared to be a very strong and stable bond market. 
….Most of us here are suffering from what might be called a Social 
Credit headache, and during the next three months anything may 
happen.  

Percival’s comments were prescient.   

 Then in June, George Hoadley, again called Towers outlining his 

province’s frustrations in attempting to raise $2 million for an election 

road-building program. “In stressing the Province’s need for the 

additional money,” Towers wrote later, “Mr. Hoadley said that if they 

had to confess their inability to proceed with the road program, 
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Aberhart’s campaign would be greatly assisted.”  The Bank of Montreal 

and the Royal Bank would no longer lend to the Province, at least on 

the terms the government felt were reasonable. The Alberta 

Government’s banker, the Imperial Bank of Canada, was prepared to 

advance $2 million if the Province was willing to pledge “the amount 

due the Province by Canadian Pacific and Canadian National Railways”- 

approximately $5.5 million payable in 1939.  This pledge of security 

would also cover existing IBC advances of $4.2 million.   

Later than afternoon, Towers advised the Alberta minister against 

accepting the bank’s terms because it was not the practice of provinces 

or the Dominion government to pledge security when borrowing and 

the Imperial Bank was trying to take advantage of the provincial 

government and its  competitors.  [Slide 16] 

Towers then suggested that Prime Minister R.B. Bennett’s opinion 

be obtained on seeking funds from the Dominion.   
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 [Slide 17] On August 22nd 1935 the Social Credit party astounded 

Albertans and the world when they elected a social credit government. 

The United Farmers were shut out with Social Credit taking 56 of 63 

seats and 54.2% of the popular vote. Turnout was the highest ever for a 

provincial election at 81.8%!  After the election some people lined up at 

government offices waiting to receive their $25 dividend!  

Very shortly after the election, Premier Aberhart discovered that 

the provincial treasury was so empty that the regular civil service 

payroll was imperilled.  A temporary loan from the Dominion for $2.2 

million was soon arranged with the Bennett government.  One active 

observer of these events, Alf Hooke, claimed that conditions were 

attached to the Bennett loan, namely that Robert Magor, an “orthodox 

financier” from Montreal be appointed Alberta’s financial advisor. 

However, another participant Ernest Manning- who was close to these 

negotiations- denied there ever was an understanding between 

Bennett and Premier Aberhart on the matter. Nevertheless it would 
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appear, from a pragmatic point of view, the hiring of Magor and 

requesting of funds from the Dominion were a necessary 

accommodation in order to meet the payroll and to avoid the prospects 

of losing credibility in the early part of its mandate.  

 [Slide 18]  In January and February 1936 correspondence between 

Premier Aberhart and Major Douglas pertaining to the establishment of 

the social credit program in Alberta, including the social dividend, 

topped the news. [Slide 19] This slide captures Douglas’s views on the 

relative power of the Social Credit government versus financial 

interests.  

The financial system is essentially a system of black magic and one of 
the best protections against black magic is not to believe in it. 
 

His views on the capacity of the Alberta government under Canada’s 

federal constitution were disastrously ill-informed. (Although I still like 

the quote!)  
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Now 1800 miles away in Ottawa provincial treasurers, including 

Alberta’s Treasurer Charles Cockcroft [Slide20], were meeting to give 

initial approval to an amendment to the BNA Act creating a Loan 

Council.  You may remember earlier Graham Towers talking about this 

concept. The day following this historic agreement, Charles Dunning the 

Dominion finance minister [Slide21], announced the provision of a $2 

million loan to the Government of Alberta in order to meet – you 

guessed it- bond maturities!  According to press reports, “no strings 

were attached”.  NOT TRUE! 

 Less than one month later, controversy erupted over publication 

of a letter from Major Douglas condemning the Loan Council proposal 

that would “filch away” the Province’s fiscal autonomy.  He also 

predicted Alberta would break away from the stranglehold of 

“orthodox finance”.  As the due date of April first drew closer for the 

bond repayment of $3.2 million it was learned that the prospect for 

further Dominion aid was, in fact, conditional on Alberta’s acceptance 
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of the loan council proposal. Ten days after this disclosure, rumours 

abounded that the provincial government was about to legislate a 

compulsory refunding scheme “with teeth in it”.  This scheme would 

arbitrarily legislate the reduction of interest payments to 3 % per 

annum on government bonds originally issued between 4 and 6.5 % 

interest.  

This rumour led Dominion Finance Minister Dunning to  

cable Cockcroft: [Slide22] 

Your letter requesting Dominion loan to assist you in meeting 
April first maturity reached me simultaneously with the Premier’s 
announcement that Province was about to introduce legislation 
reducing interest rates on outstanding debt apparently without 
reference to proposed Loan Council (STOP) 

……In view of the action contemplated by the Province, I do not 
see how I could justify to Parliament and to the country the loan 
for which you are now asking.  

 

[Slide 23-]  On April 1, 1936 when the bonds came due, the Province of 

Alberta became the first, and only, provincial government in Canada’s 
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history to default. Alberta had exhausted its attempts to meet its debt 

obligations and was bankrupt. 

That Alberta frustrated a scheme that would reduce, if not 

eliminate the fiscal autonomy of all provinces, is a remarkable 

achievement.  The character of Canadian federalism would have been 

dramatically different with provincial desires to expand programs and 

services subject to central bank and federal control. Running through 

the whole period is the deep fear by elites that Aberhart’s preachings 

and program would spread to other provinces threatening the 

underpinnings of Canadian capitalism and the legitimacy of federal 

institutions.  

The Untold Story- [Slides 24-25] 

How could it be that such a dramatic, shameful, and public event 

not be known to present day Alberta students, leaders and citizens?  In 

my 35 years living in Alberta and working in government, finance, and 

the university only a handful of people I talked to knew about the 

default. In attempting to understand this fact, I started by 

systematically examining Alberta’s school curriculum. I began with a 
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listing from Alberta Education of former social studies programs for 

secondary grades 7 through 12. I word-checked 11 programs of study 

from 1947 through to 2007 for “Alberta Default” and “Social Credit” 

and found no hits. Then I accessed a data base from the Coutts 

Education Library that listed books used in social sciences curriculum. I 

identified 47 texts that might conceivably contain a reference to the 

default.   

In my review of the texts there was no mention of the default but 

considerable reference to Social Credit, Aberhart, the social dividend 

and myriad court challenges.  Alberta was generally seen as a bit of a 

oddity by central Canadian scholars who wrote these books.  

One of the texts that I reviewed-Local Government in Alberta –

was written by Alberta economist and public finance specialist Eric 

Hanson- who wrote the definitive work A Fiscal History of Alberta.  In 

Local Government Hanson did not explicitly state that Alberta defaulted 

on its debt. In short, Alberta history taught in Alberta’s schools is 
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generally not written by Alberta scholars and, even someone that knew 

about the default choose not to reference it even tangentially in a book 

on local government in Alberta.  

 
Some Lessons – [Slides 26-27] 

We live in a province that depends primarily on the extraction of 

fossil fuels to run its economy and fund its public services.  Like the 

1930s grain economy, Alberta’s present economy and its citizens’ well-

being is hostage to the fluctuating prices of oil and natural gas.  

But as a society we have this family secret.  How could it be that 

this dramatic event not be known to Albertans- its political, financial, 

educational and business leaders? How has this secret affected the 

perceptions of political, labour and business leaders?  How has this 

denial of history and hiding of the collective shame of bankruptcy had 

an impact on the family or Alberta society?  These are provocative 

questions. And a few tentative lessons.. 

 

Poltroonery- is a great word. A Poltroon is defined by Oxford as 

“an utter coward”. Its derivation is from the early 16th century: from 

French poltroon. Another synonym for poltroonery is cowardice and it 

http://www.oxforddictionaries.com/definition/english/French#French__3
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is used when referring to politicians “caving into pressure from special 

interests.”  Alberta’s history is strewn with examples of politicians 

caving into the desires of special interests whether it be farmers 

wanting roads, schools and hospitals, municipal councillors wanting 

more money for roads, or oil companies wanting tax holidays or 

technical institutes.  

Alberta settlers going back to beginnings of the last century have 

a belief that we can have all the public goods and services that we want 

and somehow we will find a way to pay for them.  For the early 

pioneers of this province “payment” was through borrowing and not 

through the payment of taxes. Borrowing back then meant interest 

paid to banks and insurance companies from central Canada, the U.S. 

and the U.K. In short- borrowed money came into the province once- 

then left ….with interest.  

We seem to have a corresponding belief that not only should we 

have the best phone systems, railways, irrigation canals, best university 

and government buildings and best services in the country but also the 

lowest taxes in the country- the vaunted “Alberta advantage.”    No 

political party in Alberta -right or left- has the courage to propose a 

retail sales tax to lessen dependence on volatile resource royalties. But 

no -it seems that money springs from the ground in Alberta and as long 
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as oil prices stay high the future will look after itself.  That didn’t work 

too well in the mid 1980s. 

The Untold Story needs to be told so that current policy-makers. 

but especially the Alberta public, come to understand that not much 

has really changed in 75 years – instead of wheat we have oil and gas- 

and the vulnerability and fiscal instability that goes with an economy so 

reliant on the extraction of a single non-renewable resource.  

 

Thank you and I welcome your questions.  

 


