


Foreword

When, in May 1991, the C.D. Howe Institute launched “The Canada
Round,” a series of publications on the economic dimensions of the
constltutlonal crisis, we were deterrmned to foster an informed and
reasoned debate. To that end; we attempted to give voice to dlverse
economic and political perspectives on the issues. - .

Thanks to the willingness of the many experts from across Canada
to participate in the series, we believe that we have largely succeeded
in achieving our goal. The greatest thanks must go to John McCallum,
Professor of Economics and Dean of the Faculty of Arts at McGill
Unwersxty, who agreed to undertake the arduous and delicate task of
overseeing an in-depth examination of issues that go to the very foun-
dation of what this country is ‘about. The success of the series would not
have been p0551b1e w1th0ut his sure leadership, hlS sound adv1ce, and
his inspiration.

~ Given the urgency of the chcnces Canadlans face, the future of
Canada seemed the appropriate topic with which to maugurate the
C.D. Howe Institute’s annual Benefactors Lecture series. I am very
pleased to aclcnowledge the benefactor of this event, ScotiaMcLeod Inc,,
a valued member of the Instltute, whose support enables us to make
copies of this lecture available free of ¢harge in both English and French.

Informed citizens are e£feci1ve citizens. Whatever the choices they
ultimately make, the Institute continues to seek to be a resource on
which they can draw, to help them make those choicesin an atmosphere
of thoughtful and rational discussion.’

The text of this lecture was copy edited by Barry A. Nortis, and
prepared for publication by Brenda Palmer. As with all C.D. Howe
Institute publications, the opinions expressed here are those of the
author, and do not necessarily represent the views of the Institute’s
members or Board of Dlrectors : -

Thomas E. Kierans
Preﬁldent and Chlef Executive Officerr
C.D. Howe Institute




Dedication:
Phlllppe Laheurte, 1957-91

Many thousands of Quebecers knew Phlhppe Laheurte, who died in a
tragic car accident, as one of the province's finest athletes, as well as a
successful entrepreneur. Beginning in 1982, I knew him as my student,
research assistant, and close friend —— and also as my first and foremost
instructor on the realities of thé new and emerging Quebec. Indeed,
Phlhppe was the embodiment of this new Quebec: on the one hand,
energetic, outward-looking, and highly competitive; on the other hand,

- open; tolerant, and welcoming to all who chose to make Quebec their
home. Whether or not he would have agreed with the contents of this
lecture, T’know that Philippe Laheurte would have endorsed my use of

 hisiame in an attempt to counter mediastereotypes and to convey these

Queb_e_c realities to the reader from outside Quebec,

- John McCallum
Montreal, June 1992




Introduction

When Tom Kierans, President of the C.D. Howe Institute, asked me to
deliver this lecture, he stressed that the talk should be highly personal
There are two possible mterpretatlons of this request. One is that Tom
Kierans attaches immense nnportance to my personal thoughts. Alter-
natively, the more thls lecture is billed as personal, the less will its
contents be associated with the C.D. Howe Institute. Though leaning
very strongly to the lattér interpretation, I was nevertheless pleased and
honored to accept the Institute’s mwtatlon to deliver this lecture.

In my year as editor of the Institute’s "’I'he Canada Round” series,
1 have made many friends and acquired, at most, one or two enemies.
High on the list of these new friends are the people who work for the
Institute. I am impressed by their successful fusion of umversuy-level
analytical rigor with a real world common sense that is not always the
strong point in academia. Also, 1 salute my friend, Angela Ferrante,
notwithstanding our occasional dlsagreements it is not easy to be
charged with balancing the books when the boss has a capaaty to 5pend
rivaling that of the Reichmann brothers Although in one sense I am
offering a personal perspective, that perspective nevertheless has been
shaped by the 58 authors who contributed to “The Canada Round,” as well
as by my colleagues at McGill University and many other individuals.?.

This lecture is divided into three major sections: fears, hopes, and
challenges. The fear is that a move to Quebec separation could lead to
a crisis of soivency for parts of Enghsh~speakmg Canada and a crisis of
liquidity for Quebec. The hope is that'a truly federal system will pre-
serve a strong country, while at the same time allowmg all of Canada's
diverse regions or provinces enough room to develop and flourish in
their own distinctive ways. The challenge will be to'make the- system
work, to creaté a pohtlcal economic, and somal union that wxll satxsfy
the long—run hopes and asplratlons of all Canadlans

1 Althought the ratio of fnends to enermes is good one should not forget the old adage
friends come and go; enemies accumulate.

2 My partleular thanks go to David Brown for his. excei{ent work ‘as the principal
liaison person at thé C.D. Howe Institute; to David Laldler, who introduced me to
- the'Institute; o my colleague and co-author Chris. Green, and; for thelr ideas, to
Marcel Cc'}té ‘Pierre Fortm, and John Rlchards
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Before addressing these major themes, I begin by describing five
‘lessons I have learned from my work on “The Canada Round” series.

Thé'bﬁpértdhce of a Forilm fora Fair Debd-té.

}One thmg I have learned is that it is essentlal to prowde a forum for &

. falr debate, In those volumes of the senes that exammed the economics

of the breakup of Confederation, we always gave the last word to a
Quebec francophone, aid, where appropnafe, webegan with “the View
from Bélanger-Campeau.” | While we did well in generating a fair debate,
we focused too much on the costs ofbreakup to Quebec and not enough
on the costs to the “Rest of Canada” (ROC). We underestimated the
strength of the “let Quebec go” school of thought Yet, as I will arguein
this lectuiré, the costs of breakup could be gredter for ROC — or at least
‘for substantial segments of ROC — than for Quebec. .

- It is worth noting in passing that 300 of Canada’s leading chief
executive officers (CEOs) seem to be saying the same thmg According
- to.an Angus Reid survey carried out in November 1991, three-quarters
of those CEOs polled who are based in Ontario predict long-run nega-
‘tiveeffects of Quebec separation for ROC, Precisely the same proportlon
of Quebec-based CEOs predict long-run negative effects for Quebec.?
The opinions of these people deserve particular attention; for it is they.
" who make the investment decisions that determme the rise or fall of
wealth and jobs in Canada '

.Economzsts Should Be More Humble

A second Iesson for me is that economlsts shouid be more humble.
: .Roughly speakmg, the more. u'nportanl: the questmn, the less cornpetent
"are economists. When it comes to big queshons —such’ as the economic
impact of the breakup of a country — we ‘économists are forced to
overcome our tradltlonal dlsdam for mterdlsc;plmary work and enlist

k3

3 The 300 CEOs included in the survey are with compames ]omtly employmg more
than one million Canadians. The compondmg proportion for CEOs of companies
based inthe West and the East was two~th1rds (there was no- breakdown between
West and East).
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theaid of legal scholars, political scientists, historians, and the like. What
is more galling, we must admit that we are not necessarily the senior
members of the team. Not only that, we must acknowledge that even a
multidisciplinary team with the most impeccable academic credentials
may prove inadequaté to the task. This is because once divorce proceed-
ings are launched, a new dynamic — possibly involving acrimony,
passions, and emotions —is likely to set in. Economists have little in the
way of professional competence on questions of passion and emotion.

None_c*onomiéts Should
Also Be Mofé'Humble

Having entered this mea culpa, or plea for hurruhty, on the part of my
own profession, I am perhaps slightly better placed to recommend
greater humility by others as well. I refer, in partlcular, to those who
think they are imbued with such wisdom as to know what is best on
every concejvable subject for every nook and cranny of this vast and
diverse country. This reference 1spartly to the Canadian nationalist view
that is centered in, butnot exclusive to, Toronto and also to the ”Ottawa
knows best” school of thought that is to be found prmmpally, no
surprise, in Ottawa

ngulsttc Pol:cy Can Be Exploswe

1 come now to the fourth and secondwto-last lesson I have learned from :
“The Canada Round.” If ever I had doubted this point ‘before, the
discussions and negotlatxons surroundmg our hngulst:(:mmormes vol-_
ume? left no doubt in ty mind that anything to do with language was
potentially explosive. The central lesson is that free trade.in Ianguage
leads, sooner or later, to the dxsappearance of. the weaker language —
that is, French. This is utterly unacceptable to the vast majority of
Quebecers, and Canada would cease to exist if ROC tried to force
Quebec to accept such a pollcy On the other hand, once this basxc point
is accepted, the future looks relatxvely bright. Right riow, I beheve, 1"
powerful forces in Quebec are working toward a gradual hberallzatlon

4 John Richards et al;, Suromal Ofﬁcml Language Rtghts in Canada, .'I’he Canada
Round 10 (Toronto: CD. Howe Institute, Apnl 1992)
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of the province’s language laws. Also, as time goes by, fewer Quebecers
will remember the days when they were told to “speak white” — that
is, English — while increasing numbers of English-speaking Canadians
will have attended French immersion school. All of this offers an im-
portant ray of hope for the future of our country

The" Grass‘ Is Not Neaessa-rily Greéner... o

Many ROCers, if one may use that expreéssion, seem to beheve they
could simply wash their hands of Quebec and live happlly ever after-
‘ward asasomewhatsmallerbut happier and moréunited country. Some
Quebecers, on the other hand, seem to believe that sovereignty would
placer much greater powers in the hands of the government of Quebec

' — and that these powers could and would be used to achieve full

' employment and a long list of other demrable goals While a humble
economist shotild not dismiss any scenario as hterally impossible, my
work on "The Canada Round" ‘has convmced mie that the grass is

unlikely to be greener on the otherside,

"ROC and Quebec are a couple hopelessly entangled by some $l 00
billion in bilateral trade, joint debt exceedmg $450 billion, joint assets of
*substantlal but unknown value, a common currency, and two centuries
of common rules, mstltutlons, and legxslatxon stentanglement would
be ;mmensely costly and complicated for both parties. More generally,
if only because of history and geography, Quebec and ROC will be

sharmg the same bed for many years to come, yvhether or not they enjoy
are Iegally mamed 5

if po551ble, at least an element of
“e iater m the lecture Fu'st how-

- move toward Quebec mdepex;de_ ce might ulhinately fall but not be-
fore it had weakened all; regions of Canada and exacted a heavy toll in
terrns of both dollars and bltterness o

5 Tosay otherwxse istoagree mththeNewBrunsmckerwho supposedly wanted Quebec
to separale because that would knock elght hours off the dnvmg time to Toronto.
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Fears: A Solvency Crisis
and a Liquidity Crisis

Whether in 1992 or at a later date, divorce proceedings could be initiated
by a positive vote in a Quebec referendum on sovereignty. The referen- .
dum result might well depend mainly on the relative oratorical skills of
the major players, as well as on chance media events like the “Yvette
campaign” of the 1980 Quebec referendum.b On the other hand, there
woilld be time for a sober sécond thought since a pro-sovereignty
referendum vote would almost certainly be followed by a period of
negotiations prior to any bilateral or unilateral move to Quebec inde-
pendence.” The events of that period of negotiations would provide
Canadian citizens, both inside and outside Quebec, with nnportant ad-
ditional information as to the true costs and benefits of Quebec separa-
tion. This additional information would be conveyed by the state of the
negotiations, and also by the response of markets and economic agents. |

It is my belief that if these divorce proceedings were initiated, they
would probably not be carried through to completion. Instead, there
would be a reluctant, bitter, and costly reconciliation. Economic and
political developments during the postreferendum period of negot:a-
tions would probably be such as to convince all parties that the true cost
of separation would be’ substanhally hlgher than what they had ex-
pected or what they would be willing to pay. '

Major upwardrewsmns of the éxpected cost of divorce would occur
on both sides of the negotiating table. A sovereign __Quebec could well
do just fine in the long run, but, being in the eye of the storm, Quebec
would face a major and prcbably unsurmountable hqutdtty crisis during
the period of transition. On the other hand, mgmﬁcant sections of ROC
— notably Atlantic Canada and possibly Saskatchewan and Manitoba
— could face long-run decline and insolvency if separatlon occurred. The
effects of this futux_'e lnsglvency wo_uld_ be felt r;ght away; as markets

& This refers to a well-attended meeting of "h'adlhenal women” in the Montreal
Forumfollowing a statementbya pro-sovere1gnty advocate 1mply1ng that federalist
~ women in Quebec were necessarily “wimps.”

7 For exarnple, the Bélanger-Campeau Commission recornmended that Quebec be-
come a sovereign state one year from the date of a pru-soverelgnty vote in a
referendum, .
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would react immediately with cancelled investment projects, lower real
estate values and credit ratings, and out-migration of people and firms.

This hypothesis is portrayed in Figure 1, which illustrates the
long-run effects of Quebec separation, as well as transitional costs; for
the ten provinces. Transition costs are greatest for Quebec, while long-
run costs are greatest for the six smaller provinces. For the four largest
provinces, including Quebec, the ﬁgure suggests that the long-run
‘economic impact of Quebec separation may be neutral. 8 Notice that
there is no numerical scale on either the vertical or horizontal axis of
Flgure 1A ”humble ecoriomist” cannot predlct either the length of the
transition penod or its dollar cost. This is not to imply, however, that
the hypothesns is without content: the short-run-and long-run costs of
Quebec separation would be large enough to produce a solvency crisis
for the four to'six smallest provmces, as well as a liquidity crisis for
_Quebec : : - : »

The Settmg Leglhmacy, -
Legal Contmuziy Trade and Debt

Before analyzmg these two p0551ble crlses of solvency and liquidity, let
me cons1der the general settmg for Quebec-ROC post-referendum ne-
gohahons Key to this setting would be the perceived legitimacy of the
process, as well as queshons of’ legal contmmty, trade relations, and the
federal debt.

8 “There are various competing factors workmg in oppumte directions, with the net
effect impossible to predict in’ theory. Long-run effects would also depend on
whether or not Canada’s system of interregional redistribution remained intact, a
toplc ‘thatis disciissed at some length later in thislecture. In general, long-run effects
receive little‘attention'in this lecture, except with: respec’t to our insolvency hypoth-
esis for the six smaller provirices, For an overview of the subject, see Economic
Council of Canada, A Joint Venture: The Ecoriomics of Constitutional Options, Twenty-
‘Elghih Annual Review (Ottawa: Supply and Sérvices Canada, 1991). For ananalysis
suggesting that Western Canada would suffer long-run:costs if Canada broke up,
see EJ. Chambers and M.B. Percy, “Natufal Resources and the Western Canadian
Economy:Implications for Ccmstitutmnal Change,” inNorman Cameron etal., From
East and West: Regional Views on Reconfederation, The Canada Round 6 (Toronto:
CD. Howe Institute, 1991), pp 59-85;
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Figure1: Income Levels under Quebec Separation
(relative to the status quo)
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Transition - o . : ‘Lﬁngfﬁn

As José Woehrling emphasizes,” the perceived legitimacy of the
process leading to Quebec independénce would be a major factor deter--
mining both the degree of acrimony and the tiltimate success or failure
of the operation. Given a decisive pro-separation response to a clear
referendum question, ROC, as well as “No” voters within Quebec, may
accept the inevitable and act to minimize the costs of transition to.
Quebec sovereignty. Quebec history suggests, however that the likeli-
hood of a substantial majority-in favor of a toughly worded pro-
separation question is low. If, instead, a Quebec government were to
proceed-on the basis of a slim majority on a wishy-washy questxon the
process would lack legitimacy for many people. At least in the flI'St
instance, ROC might refuse to- negotiate. o

Legmmacy could also be a problem on the matter of Who would
speak for ROC. Since t_he unpact of Quebec 5ep_@rat10n on the various

9 Woehrhng’ s study was ongmally prepaned for the Be]anger—Campeau Commussnon
It is summarized in Sfanley H. Hartt et al,, Tangled Web: LegaIAspects of: Decanfedera—
tion, The Canada Round 15 (Toronto: C D Howelnsnmte, 1992), - ,
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provinces is likely to be extremely uneven (see Figure 1), and since the
period following a pro-sovereignty vote might well be a time of marked
dissension within ROC, it is far from clear that the constituents of ROC
would be able to agree on who, if anyone, should negotiate with Quebec
on their behalf. Also, the scale of the negotiating agenda would be
enormous — perhaps equivalent to three Canada Rounds and two
Canada-U.S. Free Trade Agreements (FTAs) all at the same time. ' Since,
so far as one knows, there exist no blueprints for such negotiations in
Ottawa today, the negotiators, or at least the ROC delegation, would be
starting from scratch. ~ SR - -
“In short, if, as seems likely, Quebe¢ were to call for negotiations on
the basis of a rélat_ively weak mandate for separation, ROC's will to
negotiate would be limited by a perceived lack of legitimacy in the
process. Moreover, ROC's capacity to negotiate might be limited by
internal dissension and would certainly be limited by the sheer volume
 of issues that would be on the table. B
While people generally take the legal systém for granted, in the
aftermath of a vote for Quebec sovereignty there would be massive
‘unhcertainty as to the rules that would govern present and future eco-
nomicrelations between Quebec and ROC.” Nobody would know what
kind of arrangenents on trade:and a hostof other issues would or could
benegotiated. Further uncertainty would resultfrom the possibility that
Quebec could: move to a unilateral declaration of independence, in
which case?:ﬁv'é rival legal systems would confront each other on the
territory of Quebec. Each citizen and each firm would then have to
decide to which “legality” to sitbscribe. No one would be able to predict
for how long these two rival systems would be in competition or what
would be the ultimate outcome. There would be further uncertainty as
10-One might argue that umbrella agreements on principle could be reached quite

" quickly, with details to be worked out later. Tt would seem, however, that itis often
] because qf the fine print that agreements come unsthc:kbr fail to be made:

11 Stanley Hartt, in Tangled Web, describes this uncertainty as follows:

[Mlassive urcertainty as to the regulatory and legal framework under which trade

could be pursued would produce-a reluctance to do business with Quebec. This

' disiniclination would have its foundations not in mean-spiritedness but in an

. inability on the part of business people and their legal and accounting advisers to
know therules of trading and how to ensure the enforcement of claims,
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* to whether or not the Canada-U.S. FTA and the auto pact ‘would requlre
renegotiation by Quebec and/or ROC.

Under these circumstances, it seems apparent that mvestment pro-
jects involving Quebec-ROC trade would be cancelled; or at least post-
poned pending clarification of the legal environment. The financial
viability and creditworthiness of ROC firms that depended heavily on
the Quebecmarket would be in question, and a similar condition would
apply to Quebec firms dependent oni the ROC market. If only toreduce
their exposure to these risks, ROC firms would shift from Quebec
suppliers to other sources, while Quebec: firms would attempt to shift
away from ROC sources. '

Canada-Quebec negotlatlons on federal debt and asset sharmg
would involve three basic issues: Quebec’s: share of the debt, Quebec’s _
share of the assets, and the mechanism by which Quebec would: assume
its agreed-on share of the federal debt. While the. first two issues
certainly pose major problems, 2 it is the third point — the mechanism
for transferring the debt— that could turn out to be the most difficultof all.

In the first place, ROC would be unable to disentangle itself from
Quebec in the matter of the federal debt. To replaee, say, $1 00 billion of
Canada debt with $100 bllhon of Quebec debt, it is clear that Quebec
would have to issue an addltlonal $100 bllllon of bonds. A newly
independent Quebec would be unable todo thls nght away. The replace-
ment would have to take place overa penod of a decade or more. In the
meantime, durmg thls decade or more of shared debt ROC and Quebec

12 These matters are discussed at some length in Paul Boothe et al., CIosmg the Books:
Dividing Federal Assets and Debt If Canada Breaks Up, The Canada Rouind 8 (Toronto:
C.D. Howe Institute, 1992). Estimates of Quebec’s shareof the federal debt range
from one-sixth (Bélanger-Campeau) to one-third (the “historical benefits” approach
of Paul Boothe et al.). While extreme negotiating positions cannot be riled out,
sensible or feasible estimates of Quebec’s share of the debt are probably (in my
opinion) in the much narrower range of 23-25 percent. It would be logical to divide
assets in the samé proportions as debt, but here there are horreridous valuation
problems. What is the value of Banff National Park or Montreal's Jacques Cartier
Bridge or federal government buildings in Hull? These questions and thousards
morecould lead to the gainful employment ofar:mes ofaccountantsand economists
for a decade or more. The problem, though is that the financial markefs would
demand a global resolution of the issue in considerably: léss than a decade. One
possible solution, assuming there was enough good will, would be to makea qmck

* initial allocation of the assets, followed by detalled studses that could result in-
financial adjustments at a later date
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would share in capital market nervousness over the viability and cred-
itworthiness of not one but at least two newly sovereign states. More-
over; ROC, which would probably retain full legal liability for the debt
in the first instance, would naturally be concerned that Quebec might
not honor its debt repayment commitments, or that Quebec could use
the threat of noncompliance to gain leverage in other areas. As I argue
in a moment, fears on the part of ROC that Quebec would be unable to
‘meetits debt repayment commitments could turn outto well founded.”
* Toreturn tomy earlier metaphor, the essential problem from aROC
point of view is that a quick and definitive divorce with Quebec on the
debt issue is impossible. Whether the two partners liked it or not, their
fortunies and their lifestyles would be intertwined by $450 billion of joint
debt for many years to come. All of these considerations would dismay
the holders of this debt. In the words of Lloyd Atkinson:

** 'The inevitable question on the mind of the foreign investor would
be: “DoIreallywantto play in the traffic while Canadians sort out
" .- these matters? Would it not be better to park; temporarily at least,

my investments elsewhere?”/4 . -

The implications for interest fates and the exchange rate are clear

enough. Also, it is wotth emphasizing that substantial interest premi-
ums would not be limited to Quebec’s shiare of the federal debt. ROC,
unlike Canada, is not a known and respected entity in international
capital markets; an interest premium would be required to compensate
 for the isk that ROC might niot even exist for very long,

The FederalensferSystem atRisk : ‘

* Theprincipal mechamsmpomnngtomsolvency in four to six provincés
in the event of Quebec separation begins with an unwillingness or

13 John Chant has proposed an interesting scheme designed to protect ROC’s interests

™ onthisisstie, However, this plan would not shield ROC from the effects ofa liquidity
crlsis in Quebec, The possibility of such a crisis s discussed later in this lecture. See
John Chant, “Dividing the Debt: Avoiding the burden,” inibid,, pp. 84-92.

14 Lloyd C. Atkinson, “A Comment,” in David E.W. Laidler and William B.P: Robson,
Two Nations; One Money? Canada’s Monetary System following a Quebec Secession, The

* Canada Round-3 _(Tqrox_\to;.C.D. quelﬁnsﬁtute,_l!??l)’; p:53. -
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inability on the part of Ontario to continue financing federal transfer
payments to “have-not” provinces. A second miechanisi is the fact that
Atlantic Canada would be cut off from the rest of Canada, with the
possibility of a double set of trade barriers. At present, the federal
transfer system costs Ontarians $13.5 billion per year, or some $3, 900 per
- household. At the other extreme, as can be seen in Plgure 2, net federal
transfers to Newfoundland currently amount to a staggering $17,000 per
household per year. Other provinces lie between these twa extremes.
Most Canadians are proud of this redistributive netwotk, and my
point is certainly not to criticize it. It does bear emphasis;, however, that
the amount of this redistribution is very large by world standards. While
Ontario currently devotes 4.8 percent of its gross domestic product
(GDP) to such transfers, Canada’s aid to less-developed countries
amounts to a little less than one-half of 1 percent of GDP. Meanwhile,
the European Commumty’ s (EC) so-called sfmctural funds, which are
used in part to redistribute income to poorer countrles, currently
amount to one-quarter of 1 percent of the Community’s GDP. Under the
proposed post-Maastrich budget, which the Europeans seem to con-
sider radical, this figure may rise to as much as one-half of 1 percent of
GDPby 1997 —or httle more than one-tenth of the correspondmg figure
for Ontario.’ '
" There are at least three reasons Why the breakup of Canada Imght
put this transfer system at risk. First, the following recent quote from.
Ontario Premier Bob Rae suggests that the sys’cem may already be in
some danger‘ . _ _

We shall have to rénegotiate the very ﬁnancial basis af Canadg; because
unless we do, we won’t have the tools we need to deal with the
changes in our economy...The country, econonucally, isnotan exten-
sion of Ontario any more...We have now to determine our own
~ future and destination in the new Canada, and we have to ensure
that Ontario has the means to deal with its needs {emphasxs added] 16

15 F:gures for Europe are fmm HeEcoiwmwt February 8—14 1992 p: 46

16 This passage is taken-from 'I'homas 1. Courchene, “Globahzahen and the Quebec
Economy: Challenges and Choices” (Speakmg notes’ prepared for a conference
entitled “Le Québec et son avenir: le défi économique,” Le }oumal Les aﬂ‘utres en
collaboration avec la Revue Cummen:e, Monh’eal, Mamh 1992).. _
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Figure 2: The Impact of the End of . :
' Federal Redistribution, by Province, 1990

- Thousands of dollars per household
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Sources: Ecqunji'p'Cognéil of yC.a’n:;\'dé, AlJoint Venture: The Economics of Constitutional
: Options, Twenty-Eighth Annual Review (Ottawa: Supply and Services Can-
ada, 1991), p. 81; and Statistics Canada data- oh GDP and number of

households, by province, 1990.

~ Second, the Ontaric-economy would be-weakened further, and
perhaps very substantally, during the process of transition to Quebec
independence. Because of history and geography, Ontario and Quebec
are natirral economic partners, with more than $65 billion of bilateral
 trade in goods.and services —or approximately $10,000 per household
 per year.7 Despite the greater glamor of trade with the Pacific Rim or
even the United States, basic east-west trade remains fundamental to
the Canadian economy. Although the latest available statistics predate
the Free Trade Agreement, it isstill ihferesﬁng'to niote that, between 1984
and 1988, Ontario-Quebec trade grew significantly faster than either
province’s trade with the rest of the world:”® Announcements of the

17 In 1984, the latest available year, total Quebec-Ontatio trade in goods and services
- amounted to $39:2 billion, consisting of $21.2 billion of Ontario exports to Quebec
and $18.0 billion of Quebec exports to Ontario. Assuming that the value of this trade
gew at the same raté as GDP over the 1984-92 period, estimated total Quebec-
Ontario traden 1992 is $67.2 billion. .~~~ .~ . -

18 As indicated in the preyious footnote, the figure of $65 billion includes services as
well as goods, and the latest available year is 1984. On the other hand, figures for...
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death of east-west trade are at least premature. With all of this trade at -
risk, with the FTA and the auto pact also in some doubt, and factoring
in the other transitional problems involving legal uncertainties, the
sharing of the federal debt, and the response of financial markets,
Ontario may feel even less able to shoulder the burden of redjstnbuhon
to Atlantic Canada than is the case today. o

The third reason why Qtebec separation might put the federal
transfer system at risk has to do with' the postbreakup shape of the
Canadian economic uriion. Since this issue is ‘considered at greater
length elsewhere,1? I offer only a brief sketch of the main argument with
particular reference to the 1mphcat10ns for the federal transfer system.
Let me consider three p0551b1e outcomes for the postbreakup Canadlan
economic union.

The first possxbxhty, soverelgnty-assocxatlon, has con51derable ap-
peal in terms of economic rahonaht)a but it would be very difficult or
impossible to achieve. Soyerexgnty—assomahon would nnply an ex-
tremely high degree of Quebec-ROC entanglement w1th joint control of
some of the most important levers of powerby: the two “senior’ govem— ‘
ments, Quebecand Ottawa. It seems extraordmanly unhkely, atleastto
me, that Ontario, Alberta, and British Columbla could be persuaded to
accept such “junior” status relatlve to Quebec. Moreover, the proposal
would be anathema to the "let Quebec go" | school which would dlSCOV-
er thatnot only had Quebe_c notgone, bu_tthatQuebecwas mfactope;ai:s_ng '
at a higher level than before. A proposal by Vilaysourn Loungnarath for an
EC-style supranational judicial body, presumably with authority ex-
ceeding that of the Supreme Court of Canada, wotild be particularly

Note 18 - cont‘d

...shipments of gonds in 1988, as well as compansons with 1984; were released
recently by Statistics Canada (The Daily, April 29, 1992). For Ontario over the 198488
period, rates of growth of shipments to the domestic (Ontario) market; to Quebec,
and to the rest of the world’ were, respectwely, 306, 35.1, and 250 pencent. For_
Qiiebec over the same penod ratesof growth of shxpments o the domestlc (Quebec)
market, to Ontario, and to the rest of the world wez'e respectxvely, 23 9 37.8 and
305 percent.

19 John McCallum, “Canadlan Econonuc Umon after Breakup," Imwds forthcmmng,
1992, .
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unwelcome.?’If Quebec and ROC cannot negotiate renewed federalism,
they are unlikely to agree on sovereignty-association. o

If sovereignty-association cannot be achieved, then the second
option is a substantial deterioration of the existing Canadian economic
union. A Québec-ROC FTA, similar to today’s Canada-U.S. FTA, would
be a leading coritender uinder this option. A major problem here is that
Ontario, as Queébec’s natural economic partner, would be one of the
biggest losers from such an arrangement. Ontario, already suffering
from cydlical and structural economic problems, may well be unable
and/or unwilling to accept this further economic setback, particularly
in the context of the other transitional problems that I just discussed. ‘
. Thisleadsme toathird and admittedly rather hazy option, in which
Ontario exerts its economic muscle and moves to a bilateral agreement
with Quebec, probably bringing the other ROC provinces or regions
along with it in the first instance. The result could be a system in which
four or five sovereign or quasi-sdvereign regions, including Quebec,

reconfederate and delegate a limited number of powers to a central,

‘apolitical authoflty: This s the Eeonomic Council's “confederation of
regions” model, and from the standpoint of Ontario the attractions of
such'a system are simply put. " RS

. Tirst, it might be thie only way to presérve the Caniadian economic
‘union withoufmaking the status of the Ontatio government “junior” to
that of the government of Quebiec. Second, if, as assumed by the Eco-
nomic Council, the system. eliminated federal redistribution to “have-
not”provmces,then Ontaﬂgx;saWou]d savesome $13.5 billion per year,
or substantially more than the carrent provincial deficit. On the other
hand, a confederation of regions arrangement would be so loose that s
stability and continuing existence would be in doubt, Over time, parts
of what is now Canada might drift 6ff and join the United States —
assuming the United States would take themin. |

/At present, Canadians redistribute money through the federal
system using an equalization formula and other arrangements that
hardly anyone understands. If Canada were to move to the confedera-
tion of regions model, any intertegional redistribution would become

20 Vilaysoun Loungnarath, YA Commeﬁt on Hartt and-de Mestral,” in Hartt et al.,
Tangled Wet, pp. 57-67.. - . o
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an explicit item in the budgets of the “have” provinces. Even if regional
redistribution were to remain intact in the ﬁrst mstance, once it becomes
explicit rather than implicit, over time it could drop to levels similar to
what we see in the European Community.

- In short, in the aftermath of Quebec separation, a varlety of forces
could work to reduce Ontario’s capacity and willingness to finance
Canada’s transfer system at today’s level of generosity. Public opinion
would also play an important role; if only because the evolution of |
public opinion in the context of Quebec separation seems wrtually
impossible to predict,. this discussion should certainly not be seen as a
forecast. Nevertheless; it seems safe .to say . that Quebec separatxon
would place the federal transfer system at considerable 1'151( :

A Solvency Cr"isjis’ far Four to S:x Pf‘o_vinéeé? -T s

What would happen if transfers to the “have—not" 'provmces were
eliminated? The effects on reglonal economies and on the regional -
distribution of Canada’s population wouid be profound espemally if
this change occurred abruptly. - . '
On the basis of two'studies in “The Canada‘Round ! somel:hmg on
the order of 1 million Canadians would move out of the seven poorer -
provinces (see Table 1). First; Doug May and Dane Rowlands, usinga
government of Newfoundland econometric model, estimate that New-
foundland would lose half its population (286,000 people) and that the
Maritime provinces might lose a quarter of their population (438,000
people) if they lost their federal transfer payments 2! Second, Chiris
Green and I assume that the rate of out-migration of Quebec anglo-
phones would be twicethe rate ‘that was. observed dunng the 1976—-81

21 Doug, May and Dane Row]ands, “Atlanhc Canada in Confederatxon ‘Uncharted
Waters with Dangerous Shoals,” in Cameron et al. me East and West,pp 1-56. The
authors estimate their numbers for Newfoundland only, and. then they . offer the
opinion that the figures are hkely to be “at least 30 percent hlgher" for Newfound-
land than for the Maritime provincesasa. whole: L have taken a:more conservative
approach, assuming thatthe Newfoundland,numbers are 100 percent hlgher than
for the Maritimes. - . R , .
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Table1:  Possible Populatlon Mavements

after Ouebec Separaﬂon
Popuiahnn, ' indu;ed  Indiced o
January 1991 Migration Migration as
(thousarids) - . (thousands) . of Population
Newfnundland . Em . o868 s00%
OtherAtlantic Canada o CTE o ' —438 250
Quebec = = eg2 . 48 38
Mamtoba and Saskatchewan 2088 =104 l 50
o Tatad . w : i:,zzs; < 96
Ontario -~ - saM0 460 88
Alberta and British Cclumb:a _ 5,687 _ 4393 6.9

Tl _ V 1;53? j +_1.o;:3 ' 69

Sources Norman Camemn et al Prom East and West* naI Views on Recon tion, 'I'be

.. ‘Canada Round 6 ('Ibmnin C.D. Howe Institute; 1991); and John McCallum and Chris

Green, Parting as Friends: The Ecanomxc C'onsequemes for Quebm The Canada Ruund 5
('Ibmnto C D, Howe Inshtute, ‘1991) Also see. text _

penod (245 000 people, or 3 6 percent of the populatlon of Quebec) 2
Finally, ]udgmgm part from the losses indicated in Figure 2, it is assumed
quite arbitrarily that Manitoba and Saskatchewan would lose 5 percent of
their population (104,000 people) if they lost their federal transfers.”

- Adding up these numbers, we have just over a million people
leaving seven provmces If one were to assumhe that all of these people
“went to the three nchest provmces = although, in fact, many mlght ,

22 thn McCallum and Chns Green, Parhng as Friends: The Emnamxc Consa;uences for
-+ Quebec; The Canada Round 5 (Toronto: C.D. Howe Institute, 1991). Arguably, thisis

a conservative assumpt:on, because we make no allowance for francaphone out-

m:gratmn despite the large increases in taxation and/or cuits in public services that

‘t;r‘ot]lld accompany the transmon to Quebec mdependence, which I describe later in
~-the lecture.

23 The “have-not” provmces of Saskatchewan and Mamtoba areina specxal situation.
If it is assumed that the West joins a confederation of regionis as a uinified political
" unit, then i contanumg redistribution to the "poor West” will depend on the gener-
osﬂy of the “rich West.” According to the Economic Council estimates reported in
- Figure 2, Saskatcliewan and Manitoba wotild lose appm)umabely half of the net
receipts they currently receive fromn the federal government if the “rich West” paid
the same amotint to their poorer Western cousins as they now contribute to the
system dsa whole through the federal government. : :
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move to the United States — that would represent about a 7. percent
increase in the combined population of Ontario, British Columbia, and
Alberta. This, however, would not be the end of the story.

The initial wave of out-migration, accompanied by higher taxes
and/or lower public services, could launch an unraveling process lead-
ing to further waves of out-migration and a process of continuous
decline. Such a process, illustrated in Figure 3, feeds on itself as hlgher
taxes induce further out-migration, further reductions in investment
and the tax base, and, hence, further rounds of higher taxes and out—-
migration.? The population movements shown in Table 1 indicate that
such an unraveling process is likely to be most potent in Atlantic
Canada, followed by Saskatchewan, Mamtoba, and Quebec Linguistic
considerations would, however, limit the scope of this unravehng in
Quebec as compared with the other provinces.

It is in the nature of markets that the effects of sh1fts in expected
future economic condmons are catapulted back to the present through
immediate changes in asset prices, interest rates, and investment deci-
sions by firms and ‘households. In the present context, the risk of
long-run decline and msolvency would have an xmmedlate 1mpact on
markets and economic decisions in the affected provinces. To the extent
that such risks were regarded as 51gmficant or substantial, there would
be immediate cancellations of investment projects, reductxons in real
estate values and share prices of local firms,and a reluctance on the part
of banks and other financial institutions to lend money to local govern-
ments and firms. Hence, expectatlons of future decline would have
immediate effects on the economy today, thereby causing declme to set
in faster than it otherw:se would

A quuzd:ty Cr:s:s for Quebec?

'Ii'anmtlon problems relatmg to legal uncertamtles and the federal debt
would be shared between Quebee and ROC. There are; however, a

24 There is an extenswe hterature on: the idea that relatxvely smaii shocks can have
cumulative or snowballmg effects. For references and further dlscussmn, see
McCallum and Green; Parting as Friends, as well as David M. Brown, “Efficiency;
Capital Mobility, and the Economic Union,” in: Davld M. Brown, Fre
Daniel Schwanen, Free fo Move: Strengthening-the Camdmn Economic Union, The
Canada Round 14 (Toronto: C.D. Hewe Inistitute; 1992) pp 38—98 R

rédLazar,and o
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Figure 3: A Possible Unraveling Process
for “Have-Not" Provinces .

| Quebec Separation
Less Federal Transfers,
Higher Taxes,
quuced Public Services,
' Lower Incomes
& 0ut~m1grat|on of
Peogle and Fn'ms
8 Vla Scaie. ,
Ecunomws and
Complementiiies]

More : o -, ___'FurthérErdsion
Out-migration — . |of Tax Base and
IR - ) IilgherTax Rates|
Third Round of
+ Out-migration, fe-
| Higher Taxes, etc..

number of Quebec-specific issues that would make the transition period
espeaally difficult for Quebec.. -

Separatlon or the threat of separation would bring a series of
negative and reglonally concentrated shocks, with a substantial cumu-
lative effect. Because: ROC would no longer be willing to subsidize
Quebec’ s dairy farmers, that mdustry weuld lose about a third of its
market for industrial milk and somethmg on the order of 5,000 jobs. The
economic base of Hull and the'Outaouais regmn is the federal govern-
ment. That entire regmn would be at risk. Montreal already suffering
from hlgh rates of unemployment and poverty; would Jose more head
ofﬁces and populatlon, with negatlve effects on construction, service
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industries, and employment. Montreal’s clothing, textile, aerospace,
and other defense-related industries would be in considerable peril. The
trade risks and legal uncertainties discussed earlier would be particu-
larly acute for Montreal and Quéebec as a whole.

Aboriginal and monetary questions are potenually exploswe Ter-
ritorial claims by aboriginal peoples in northern Quebec’ could have
implications for Quebec's recognition as a sovereign state; its capacity
to borrow, and conceivably even the borders of a sovereign Quebec.
Although most Quebecers believe that a sovereign Quebec would con-
tinue to use the Canadian dollar, some experts believe that under certairi
conditions Quebec could feel forced to issue its own dollar.? Indeed,
when Canadian biisiness economists were asked in a recent poli whether
there would be a separate currency, only 30 percent said "no 26 Uncer-
tainty on this currency question could induce people to ‘move their
assets out of Quebec, thereby mcreasmg the dlfﬁcuity of Quebec’ 5
transition-to sovereignty. - _

Even if one rules out such disaster scenanos and makes optmustlc_ '
assumptions, a sovereign Quebec would facea budgetary deficit on the
order of $17 billion, or just over 10 percent of GDP. Moreover, as shown
in Table 2, Quebec’s total financial requirements would be muchlarger
than this because of borrowings for Hydro-Québec and other agendies,
and also because of the need to replace a part-of the old Canada debt
with Quebec debt. If Quebec agreed to replace; say, $100 billion of
Canada debt with Quebec debt over a penod ofa decade, then $10 'bllhon.
per year would be added to Quebec’s financing requirement. If one also
includes $9 billion of provincially guaranteed borrowing-in fiscal year
1991/92, then' Quebec would face a borrowing requirement of $36 billion,
or 23 percent of GDP. In compatison with this $36 b]lhon, total Quebec:
borrowing in 1991/92 (a record year) amounted to $12 billion: The details
of all these budge%ary calculations are desmbed inan appendlx

25 Such arguments were advanced by Dawd[.aldler and WilhamRobson andbyLloyd
Atkinson in Two Nations, OneMoney? C

26 The answers to the question “Would there be a separate currency’"‘ were: “yes" '
43 percent, “no” 30 percent, and “maybe” 28 percent. The respondents v WETE mem-
bers of the Canadian Association for Business Econorics, and the survey results
were reported in CABE News, Sprmg 1992, p.11. When' the same queshnn was put
‘to-members of Association des économistes Québécols, theit, answers were quite
different: “yes” 31 percent, “no” 66 percent and. ”maybe” 3 percent. My thanks to i
Bill Robson for bnngmg this survey to my attenimn, o o
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Table2: The Quebec Government's Financing Requirements In
: fiscal year 1991/2 and under Savere!gnty A Comparison
(bulhons of dollars) ,

Actual "~ Under

fiscal year 1991]92 savereignty
Quebec government deficit - T U |
Asa percentageofGDP D & R 10.0%
Otherbum)wmg SR o |
Hydro-Québec & other guaranmed loans -~ 87 - 8
Federal debt replacement . A B 10
'Ibtal bormwmgrequtremt ' - : o 12 S . _ 36
Asapercentage of GDP R o 75% S 23.0%

, Soume. Ac’cual ﬁglu'es are me Quebec ‘Budget 1991)‘92 Soverelgnty figures are explamed in
‘ the text and in more detmi in the appendm

It may be useful to' antlcipate two rmsleadmg arguments that are
‘sometimes advanced. First, itis not appropnate to compare this $17 bil-
lion deficit of an mdependent Quebec with the $11 billion deficit of
Ontario today If one calculates the deficit of an independent Ontario
using ‘the same methods as for an mdependent Quebec, one arrives at
deficits on the order of 10 percent of GDP for Quebec and only 4 percent
“of GDP for Ontario. The main reason is that Ontario is a net contributor
of some $14b11110n to thefederal systein, while Quebec is-a netrecipient.
Were Ontario to separate from’ Canada, admittedly an unlikely propo-
sition, this $14 billion would show upasa p051t1ve item on-the ledgers
of an 1ndependent Ontario. -

Second in the context of this perlod of transmon, itis false to argue
that.Quebe¢ could undergo large expenditure cuts relatively painlessly
by ehmmatmg wasteful duphcation or .overlapping expenditures. As
explained‘in the box on the opposite page, Rodrigue Tremblay’s pro-
posal to reduce expendltures -would, if adopted, probably cause the loss
of s6me 50,000jobs, while reducmg the deﬁelt by only $1.5 bllhon rather
than. the $2.7 billion he calculates.

S Two conclusmns flow from these results. Flrst, to avmd an Itahan-
style debt that would qulckly spu‘al to 100 percent of GDP Quebec
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Overlapplng Expendltures and Dupllcatlan. _
A Double-Edgad Sword '

In a recent study, Rodngue Tremblay argues that a sovereign Quebec muld save

$2.7 billion per year by rationalizitg federal and ptovincial expendltures and achieving '

efficiency gains iri areas of overIappmg expenditures.*

This.conclusion can:be criticized on two grounds. First, the numbers are asentlally:
plucked out of the air, While there would undoubtedly be some savings of this type, there
would also be some losses. On both cbunts, our knowledge of the magmtudes mvolved
is essentially nil** . . ":

Second, whether or not the elunmated programs are "Wasteful ” they are carrled out
by civil servanis who would lose thenr -jobsinthe event of rationalizationand restriicturing.
While it might be defensible to assume that all of these people would find other work in
thelong run, this is nota defenisible assumption in the shortrun, partmﬂar]y in the context
of all the other shocks that would : ‘accompany Quebecsaparatmn If we make the alterna-
tive and arguably much more realistic. assumption that, in the short run,. all'of the people
laid off would become unempioyed —: ot ‘would take the jobs.of other Quebecers who-
would then become unemployed —thenwearriveatthe followmg eshmates of thmmpact
of Tremblay’s pmpesal on mbs and the deficit; - .

A fmpactonfobs =~ - -

Expenditurereduction. - | ) . $2.7billion -
- Wage and salary component - R T R
of expendituires @ 60% = R - '$1.6 billion -,
Direct job losses @ $35,000perjob =~ =~ - 7 46000';’01:33_' '
Indirect job Josses @20% = - S : .
of direct job losses . S S QDOprs' .
Totaljoblosses . . . 55000jobs”
B, Impact on Déficit ' A S
Direct orgmssimpactandeﬁcit - h e $2.7bi_llipn :
Minus: Additional unemployment _ o R
insuratice paid at$15,000 per job lost - o =808 billion -
Minus: Loss in tax revenueat $7,000 perjoblost -~ = -%0.4billion
Equals Net impact on deﬁclt . - ~ Sl5billion

The conclusion, then, is that whether or not the ehmmated expend;tures were wasbeful .
the result would be a loss of jobs on the order of 50,000, Moreovet, since it is Quebe:: that
would now pay-the full cost of unemployment insurance and-bear the full brunt of fower
tax revenue, the net impact on'the deficxt ($1.5 hllhon) would be substannally less than the |
gross impact (52 7 blllion)

* Rodrigue 'I‘remblay 'I.’impact ﬁscal stntique et dynmnique &e lamessinn du Quebec au

statut de pays souverdin,” Cahler 8207 (Dépattement de scicnces economiques. 1

Université de Montréal, Fcbnmry 1992]

** For example, the one study Tremblay cites is alsg cited by the Emnnmic Council of
Canada, which draws the following conclusion (AJoi.nt Venture, p, 73):

[Sltudies are able to identify considerable woverlapping of msponsibl]iﬂes be-
tween the two levels of government but canngt identify the true extent of -
wasteful duplication of services or assess the costs assaclated wlth the alleged
Ineffectiveriess or incohierence of policies;...As a result, we are left with anec- -
dotal examples that infuriate the clients or taxpayers who are aware of them,

but with no overall assessment of the: cxtent of the pmbiem. S R

R e AL L e
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Would have to adopt a fiscal austerity plan of unprecedented severity.
As described in the appendix, this plan would require cuts'on the order
of 15 percent in government expendltures, as well as similar increases
inall major tax rates. Sucha plan, coming on top: of all of the other major
problems T have discussed, would add very substantially to unemploy-
ment: Second, even after this unprecedented austerity, the government’s
fmanmal requirement would still be well over $25 billion, or 15 percent
of GDP While there are various ways in which this borrowing could be
reduiced (agam see the appendix), it is still far from clear that Quebec
‘would be-able to finance the amount required. = - .
. - Marcel’ Cc‘)té has argued that finandial reqmrements of this magni-
- tudewould be a brick wall-for Quebec? 27 The money could not be raised;
Quebec’ s hquldlty crisis would be binding. ° The province would have
to crawl back to the negouatmg table to seek reconciliation with the rest
of Canada. As a: result Quebec would be weakened for years to come.
* Far better, then, not to travel down this road in the first place.
, Althoughl agree with the essence of this argument, I think it should
" be qualified in two ways (Coté would not necessanly disagree with
these quahﬁcatlons) First of all, it is not ]ust Quebec that would be
seekmg reconahatlon All of ROC would be hit hard in various ways,
while four to six provinces could face possxble insolvency. In other
‘words, the process would weaken all regxons of Canada, riot just Que-
bec.2? Second, one should not lose the perspective of the larger world
context. Even in the middle of a ‘very tough -austerity program,
‘Quebecers would still have one of the }ughest standards of living in the
world. And i even though the burden of the transition would be distrib-
uted very unequally, there is no phy51ca1 or objecuve reason why
Quebec as a whole couild not go through a difficult austerity period on
the road to mdependence. In other words Coté’s brick wall is only a
brick wallbecause, takenasa whole, Quebecers are willing to pay only
a very modest pnce in order to achleve mdependence '

2? Marcei Cﬁte' "Souveramete Les coﬁts de transmo (Net&s for 4 conference Pro-
. jet 90, Modu]e Adnumstratlon, Umverslte du Québeca Montxeal March 24, 1992).

28 One rmght ask which parts oﬁ Canada would be the mnst orthe least weakened by
this ‘process. T would not venture a guess on stich a question, but if all parts are
weakened then from everyone 's point of view, it is best not to proceed. -
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The reason for this factis obwous If Canada were the “evil empire”
that was once the Soviet Union, or if. French-English relations were
comparable to the situation in Croatia or Ireland, then a large majority
of Quebecers would probably be happy to pay the required price.
Self-evidently, this is not the case, Indeed, it is only by proposing “soft
questions” and: denymg the existence of any transition costs on theroad -
to mdependence that the Parti Québéco:s hopes to convince Quebecers
to vote for sovereignty. An example of this last point is a recent PQ

* advertisement depicting a modest house with a carport under a Cana-

dian ﬂag, alongsxde a much larger house with a two-car garage under
a Quebec flag. Ata minimum, the advertisement should have included
a truth-in-advertising notice stating that- Quebec:ers wotild undergo
significant discomfort along the road to thls larger dwellmg Needlessr
to say, no such notice appeared _

There are, ﬁnally, two, pomts that link otir crises of- hqmdlty and
solvency First, some Newfoundlanders and some. Quebecers rmghtbe
tempted to dlsrmss this analysxs as “scare tactics” or even “economic
terrorism.” Let it be said, therefore, that the results for Newfoundland' .
are based on the analysis ofNewfoundland economists usmg a govermnent :
of Newfoundland econometnc model whlle the Quebec deﬁclt estlmates

The second ‘point in common is that some of the ma]or shoeks to'
both Quebecand AtlanticCanada are things that m1ght happen anyway.

For example, there are signs that federal transfers to “have-not” prov-f .

inces might decline gradually over coming decades, while pressures '
from the Genéral Agreement on Tariffs and Trade and the FTAmay lead
to a gradual ‘phasing out of daxry mdustry quotas and protection for -
Quebec’s clothing and textile industries. My general answer in both of
these cases is the same: While a modern economy can usually absorb
shocks that occtir gradually over a period of many years, this is not the
case when shocks are abrupt major and all in the same directxon and at
the same time. ‘ :

Public Opin.ioﬁ: AWild Card

How would pubhc opinion respond to all these developments" Many‘
Canadians, both 1n51de and outszde Quebec, who had earher been;
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persuaded that the breakup operation would be relatively simple and
paihless wotild suddenly discover that this was not so. Reaction would
then certainly include shock, anger, and fear. But who or what would
~ be the principal focus.of this piiblic anger? Quebecers might focus their
anger mainly on “English Canada;” the governor of the Bank of Canada,
and world capital markets; but they might also blame ‘theéir own goy-
- erninent for leading thém into this situation: Ontarians might blame
: mamly Quebec but they could also blarne the federal governmeént or
even their own govemment for fa:lmg to hold the country together, or
7 theylmght asmgn agood partof theblame to ”hardhne” provmces such
as Alberta, Manitoba, and Newfoundiand.
7 History sifggests that periods of ext-reme economic msecurity pro-
 vide fertile ground for extrémiists. Pubhc: 0p1mon in'both Quebec and
ROC could be mﬂuenced by emerging demagogues who would capi-
talize on the fears and msecunty ‘of their constituents and play to the
basemnstmcts of their socxetles.It shouldbe emphasized that this is not -
a reférence to respected polltlcal leadei*s such as Preston Mannirig and
) ]acques Panzeau, even though some- people regard their policies as
‘extreme‘ Rather the statement apphes to low-life types who are unable
to. acfuevepohhcal respectablhty mnormal times: ROC extremists of the
kind that Mr. Manmng WIShes o exclude from his party, as well as
correspondmg Quebec extremlsts who arebuned in the deep&st hardest
"core of the natmna]ist movement. ‘

. No one, it seems, ¢ and certa.mly not an econormst ‘has the profes-
‘smnal oompetenee or ti'le wlsdom to predlct with any conﬁdence how
all theseforces Would playthemselves out. For what1t is worth, though,

" I offer the opuuonthat Canada'’s tradition of peaceful negotiation and
compromise would be strong enough to withstand considerable pres-
sure. Th1s tradmon, n combmatlon with mtense economic pressures -
f_rom all or a]most all provinces, would, T think, convince the major
-partles to reconcnle their differences andretum to some form of renewed
fedetallsm Hence, itis hkely that amove toward Quebec independence
woild ultimately fail — but not before it had weakeried all regions of
Canada, extracted a high costin dollars and }obs, and lefta long. legacy
of bltterness and national disunity. Better, then, to avoid divorce pro-
ceedmgs altogether and work to 1mprove the marnage I turn now to

- that happler, more p051t1ve toplc. ' : :
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Hopes True Federalrsm

The great majority of Canachans share certain basic va}ues Our history
contains a number of black marks, some of which are still with us. Still,
by the standards of the world, Canada is a caring socnety Canadians are
proud of that, and want to preserve and promote their health-care
system and othet social programs that are a reflection of Canadian
values. Canadlans want to create the conditions that will allow these
social programs to flourish and grow. On this— but possrny not agreat
deal more -~ I think alrnost all of us can agree R

One major probiem is that, as John Richards notes, Canadlans have
exhibited a “quite feasonable demand fora European-style welfare state .
combined with a quite unreasonable refusal to pay for it.”% Canadians,
it seems, are at or near their wﬁhngness to] pay taxes, yet | there are still
large federal and provmcxal deﬁmts Moreover, at the same tu'ne as the
education system needs improving, Canada’s aglng populahon will be .
making ever-mcreasmg demands on the. health-care system, the most
expensive and probably | the most chenshed social program. In the llght
of these undeniable . reahhes, how are we to mamtam these social
programs, let alone enrich and expand them into new areas like child
care? Let me emphasize that thisisnotan 1deolog1cal questlon reﬂectmg '
some kind of corporate agenda Probahly no six Canadians are more
concerned with these issues than the NDP ministers of health and
education-in-Ontario, Saskatchewan, and British Columb:a

The general answet to this’ questxon is, I think, twofold and- maybe
even uncontroversial, First of all, somehow or other, we have to hamess
the creativity of Canadians to find out how to do more with less — but
without sacrxflcmg baszc valuies, ob]echves, and prmcnples In the 1990s,
this has become a requ;rement for ]ust about: every government com-
pany, and institution, certainly mcludmgmy own. Second; partlymorder'
to create more resources for social programs, we have to create an env1ron—
ment that will promote better economic performance in thls country

29 ]ohn Richards, "Suggeshons on Gettmg :he Consﬁtutlonal les:on OF Powers
Right,” in Jean-Michel Cousineat:, Claude E. Forget, and John Richards, Délivering .
the Goods: The Federal-Provincidl Division of Spendmg Powers, The Canada Round 12
(Toronto: C.D. Howe Institute, 1992), p.26: - - - - : ,
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- Where opinions begin to divergeis in theimplementation. Iwill try
to persuade you that, to achieve these objectives, we should return to
the federalism of the British North America Act. Let those provinces that
wish to exercise their powers within their areas of jurisdiction do so-
Next, let the risk of balkanization or fragmentation that might otherwise
arise from this scheme be countered by a strengthening of the economic
* union and by the development of a modest social charter. And, finally,
" let these two unifying pillars — the economic charter and the social

E

charter — evolve through a bottom-up process rather than through
edicts from Ottawa, T will argue not only that a plan along these lines
offers the best hope for sustaining and enhancing Canada’s economic

“and social union, but also, as an extra dividend, that it offers the best
“hope for pres rving “the political union that provides theheart and soul
for all the rest.” S >

Letme also saythat Iam notadvocahng"strong 'fo_rm"’. asymmet-

" ical federalism, meaning a p rohibition on nine provinces to do what
only Quebec wotld be allowed to do. As a Quebecer, such a system

<would not bother me, but as orie who lived for eight years in Manitoba

 and British Columbia, 1 am convinced that such a scheme would never

y in the West — notwithstanding any atificial ~Halifax consensus” to
thecontrary® AR -

30 To quote John Helliwell, the confefence rapporteur for the “Renewal of Canada:

- * Economi¢‘Union” constitutional conference, which took place in Montreal, Janu-

-ary 31-February 2,1992.In making this argument, 1 draw very heavily on Richards,

. ““Suggestions on Gettin, “the Constitutional Division of Powers Right”; idem, “A
 Social Charter: Two ber

‘Checrs bist Not Three,” in Havi Echenberg etal:, A Social Charter

Jor Canada? Perspectives on the Constitutional Entrénchment of Social Rights, The Can-
2 Round 9 (Torontos C.D. Howe Institute, 1992), pp. 6487, ider, “The Case (o

- Proyincial Jurisdiction over Languiage,” in Richards etal, Surival, pp. 9-56; Daniel
Schwatien, “Open Exchange: Freeing thie Tradé of Goods and Services within the
Canadian Economic Union,™in Brown, Lazar, and Schwanen, Free taMove, pp- 1-37;

and Brown, “Efficiency, Capital Mobility, and the Economic Union.” 1 do not mean

" to imply, however, that thesé authors necessarily agree with me. '
_ 31 Thisisa reference to the federal government’s “Division of Powers™conference tha
- washeld inHalifax onJanuary 17-19,1992. While some conference participantsand
media reports spoke. of a consensus, for “strong.form” asymmetry, the foilowing
ge fromthe Exécutive Summiary of the Halifax conference (p. 21} is consisten’

With the pointof view expressed in thetext: . - ,
- [There was a.strong view that asyimmetry in the take-up and admihistration of
;. federal and provincial deexs.by. Quebec and, where desired, for the'other provinces

and territories was.nota problem [emphasis added]. (Note continues.)
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On the other hand, the proposal certainly involves “weak form”
asymmetrical federalism in the sense that not all provinces would
choose to exercise the same powers. If that is what asymmetrical feder-
alism means, then Canadians have been living under it for decades.

A Case for Pedérai_ism;z-

Federalism, T thlnk is the best system for Canada Federalism respects

and values dxvermty It works best when citizens in every province have

genuinely dual loyalties, to their country and to their province or
region.’? Federalism also works best when citizens, in the words of the
famous Victorian legal scholar Albert Dicey, desire union but not unity.

In Dicey’s context, unity can perhaps be equated with homogeneﬁy or
the absence of diversity. On the other hand, federahsm is never easy or
simple. To quote John Rn:hards : :

If, as Montesqmeu states, democ:racy is. the most demandmg form of
government in terms of the responsibility placed on citizens and poli-
ticians, then federahsmm the most demandmg form of democracyﬁa

It is by furmng away from fedez'ahsm, this Inesmest and most
difficult brand of democracy, that Canada could come unstuck The
greatest dangeris that well-meamng Canadlans, in the name of nanonal :

Note 31 - cont'd,

. ..1'

The passage 1eave5 one key queshcm unanswered Desn'ed by whom? Another
scheme is to balance “strong form” asymmetry agamst a weaker repmsentahon for
Quebec in the House of Commons. This, T think, isa recipe for gradual secession,
with effects not too dlfferent fmm those described éarlier in this lecture.

32 Citizens in every pmvmce seem to exl'u”blt this dual Xoyalty, albelt to different
degrees. For example, a 1990 poll asked: “Do ‘you feel you are more a citizen of
Canada or more a citizen of this province?” Inno province did-more than one-third
of the population assign greater attachment to either the country or the province.
This in itself is strong evidence in favor of dual loyalties. The two extremes were
Ontario, with only:38 percent of the population-idéntifying primarily with their
province, and Quebec, with only 33 percent of the population identifying’ pnmanly
with Canada. Citizens of other provinces fell somewhere betiween these two extremes,
(Richards, “Suggestions on Gettmg the Constitutional Dlvismn of Powers Rxght of p,6)

33 Ibid.,, p. 7. _ :
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unity and an unhyphenated Canadianism, will seek to homogenize us
all and substitute a single loyalty for the dual loyalty that is cherished
by so many Canadians, both inside and outside Quebec. It is this
tendency that we muist resistbecause itis thisthat could destroy Canada.

" We must also resist the temptation to compare the realities of
Canada today with imaginary and utopian greener pastures character-
ized by the absence of conflict of any kind. Federalism comes to coun-
tries with an inherent potential for internal conflict. Federalism does not
itself create the conflict, and neither would the removal of federalism

" remove the sources of the conflict: - : c T

Letme now return tomyown trade and advance the thesis that we

are also most likely to deliver the goods by returning to federalism and
allowing provinces to exercise theirpowersin their areas of jurisdiction.
Here, I will advance a three-pronged argument. First, Canadian history

suggests that provingial powers have served us quite well. Second, it is
only by insisting on provincial accotintability in the delivery of social

 services that we will create the appropriate incentives for imaginative
reform-and enhanced value for the taxpayer’s dollar. Third, on the
subject 6f new national programs, we should admit that no one has a
monopoly of wisdom on What is rigcessarily best for all of Canada. We
should, therefore, :eﬁc'c_')ur_age an evolutionary process of experimenta- -
fion in which, through a-process of trial and error, the most effective
policies will ultimately prevail. . . | |

'Asamatter of theory, provincial powers on social policy could lead B
us in either direction. On the one hand, there could be a rush to the
bottom, as'provinces compete for industry by offering the lowest taxes.
and the worst social services. On the other hand, interprovindial com- -
petition could result in emulation of the most successful province by the- '_
rest of the coimtry. While thedry canriot giiide us on this point, Canadian -
history suggests that the second of these mechanisms has predominated.
- Aneutral observer in the 1930s would probably have concluded .
that the United States was more likely than Canada to generate a .

~ Eufopean-style welfare state, The United States was more unionized
than -Canada, and the New Deal had created more generous social

* programs than existed in Canada. Yet the conclusion would obviously. |

have been wrong. A good explanation, I think, has been advanced by
Allan Blakeney: . o SR
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There is no fundamental reason for Canadians to be further to the
left politically than Americans, yet we Canadians have undeniably
undertaken more significant political experiments than the Ameri-
cans. Why? The key to an explanation is that Canadian federalism
has preserved enough powers at the provincial level for provinces
to serve as social laboratories; whereas American federalism has so
reduced states’ nghts that significant political experiments can only. '
emanate from Washington...Had a Farmer-Labor government in
Minnesota had the power to introduce a statewide medical care
insurance program then, after a decade or so, I suspect citizens
elsewhere in the U S would have insisted ona natlonal equwalent 3

The second strand of the: argument has to do mth accountabxhty,
and on this pmnt Ican do no better than to quote Rxchards :

The division of powers w1thm a federahon can be compared to the '
creation of private property rights within a market. Industrial écon-
omies cannot approach their prodiictive potenhal without theaccount-
ability and the reward to individual innovation that the institution of o
private property encourages. Analogously, d reasonably precise di-
vision of powers allows politicians to internalize theé costs afid ben- -
efits of policy innovations and management decisions and allows -
citizens to hold their pohhczans accountable for the results 35

I think this argument is dead on, but sirice itis couched in the jargon of
economists, let me give youa concrete example from my own life, based
on the wealth of experience that comes from 25 days on the job as Dean
of the Faculty of Arts at McGill.

As matters now stand, T get a certain budget for the Faculty of Arts‘
and am free to spend it more or less as I choose. I am accountable,
however, since, after one to three years, I will be requlred to explam how
or whether these expendltures have promoted the cause of excellent _
teaching and research at McGill. Siricel naturally want to do a.good job
and get a big increase in my Faculty’ s budget— or possibly, depending
on the overall situation, a small cut — I will do both the pleasant work
and the unpleasant work that 1s necessary to get: good value per dollar.

34 Allan Blakeney, “Decentralization: AQualified Defence;”in]. Richards andD. Kerr,_.
eds., Carmda Whats Leﬁ’ (Edmonton Newast Press 1986) p 148 {Clted in ibld
pp.188L

35 Richards, "Sugesbons on Gethng the Consutuhonal Dms:on of Powers nght,” p. 5.
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Suppose, on the other hand, that a busybody Principal or Vice-
Principal were to send me detailed instructions on how to run the
Faculty of Arts — or, even worse, suppose they sent such instructions
to the heads,of the various departments within the Faculty. Who, insuch
circumstances, would be responsible for achieving excellence in the
. Faculty? Who wouild be willing to do the work that was necessary to

achieve those ends? Answer: Nobody. Responsibility wotild become so
diffuse that no one would be: reSp0n51b1e WhileIshould hasten to point
out that McGill is. a pretty smart institution and Thave neither received
nor expect to receive any such mstructlons, nevertheless I think this
example illustrates the principle of accountability as applied to provin-
cial governments. Excessive intervention by the federal government or
the courts reduces the accountablhty of the major actor, which is the
provincial government. L

_ This s certainly not to deny any role for the courts or the federal
govermlrlentw In particular, successful provmaal management requires
.predlctabﬁzty in federal transfers Ottawa and the provinces should, I
 think, enter into long-term agreements that are not unilaterally amend-
-able. Moreover, the federal government plays an importantrole in social
policy through the income tax system and the Canada Pension Plan.
Nevertheless, primarily for reasons of accountability, I would argue in
- favor of greater autonomy in’ social policy for those provinces that _
Wanted it— along with appropriate compensanon

Having dealt with history and accountability, T come now to the

- third and final strand in my argument for traditional federalism. This
is an argument that returns to'the earlier theme of humthty, but in the
context of new national programs ‘The basic idea is that no one has a

monopoly of WISdDm and we are hkely to be much better off if we allow
processes: of experlmentatmn to take place Suppose the Liberals or the
NDP win 'the next federal electlon and introduce a new shared-cost

nahonal day—care programtAs an example, suppose the ob]ectlve ofthis -

pregram is to increase govemment—sub&dxzed day-care facilities by
30 percent across the country. Under a strict interpretation of the
Beaudoin-Dobbie jproposal; a province wishing to opt out of this pro-
gram with. compensation would have to introduce ‘its own program
designed to achieve the same 30 percent increasein government-sub51-
dized day~care facilities. :
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Suppose Alberta opposed this interventionist approach and pre-
ferred instead to offer tax credits to working parents. Parents would then
be free to make their own day-care choices for their children, Or maybe
Alberta would prefer to direct these same dollars to children in poverty
— via tax credits to low-income families — rather than to day care.
Alberta, under the Beaudoin-Dobbie proposal, would not be allowed to

exercise these judgments, even though child care comes under provin= -

cial jurisdiction, - ..

One can also -teli. this story the bthe‘r Wa_y '-_ar.oimd. T’he fé_deral

government might-'introdu"c‘e ‘a national program offering subsidies to

both profit and nonprofit day-care centers. “Socialist” Ontario, which.

would prefer to give subsidies only to nonprofit organizations, could be
forced to adopt this “conservative” system or lose the federal dollars.. -

In my opinion, such strict rules make no sense. Provincial govern-
ments are closer to their citizens than is the federal government. More-
over, since no one knows for sure which system will- work best, why not
allow provinces to experiment with different approaches? Over, time, as
experience builds up, the country would tend o gravitate toward the
system that worked best. In the meantime, interprovincial policy differ-
ences in policies affecting.children would:be a reflection of the diversity

of Canada, not a sign that the country was falling apart, The contrary =

vision, that all provinces must meet federally imposed objectives, re-
flects an “Ottawa knows best” syndrome. I doubt that Robert Bourassa

is the only Canadian to feel uncomfortable with thxs f‘dom_ineering,'

federalism.” e s _ R
In concluding this section, ‘the argument I have Ppresented. for

provincial rights in the area of social policy rests on three points: the
relative success of this policy over the past 50 years of Canadian history,

the importance of the accountability of provincial politicians, and the
gains Canadians as a whole are likely to derive from a process of
provincial experimentation in the area of new national programs. ~

The Economic and Sdgi&l Hni@ﬁ. o

The greatest risk in'-lt\hi_s proVinéial -:’~‘f;re(i.»rfor-'al.i"“é j'thagl have just de-

scribed is that Canada could becomie fragmented and balkanized. The
answer, [ think, is to create economic hnd:social-thartefsf that would
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serve as unifying pillars. Since I agree with John Richards on the social
charter and Daniel Schwanen on the economic charter, I will prowde
only a brief summary of their proposals.

Richards proposes a modest social charter that expands on Part I
(Equalizationand Regional Disparities) of the Constitution Act, 1982. His ‘
proposal involves government commnitments to pursue sound environ- |
. mental policies and to support theretraining and mobility of workers
who are adversely affected by market conditions or by measures to
streng’r]'uen the'economic union. In addition; he proposes a monitoring
" role for a reformed Senate, which would report annually to Parliament
and provincial legislatures on the quality of essential public services and
~ environmental policies. Hence, the proposal balances a strengthened
. economic union with a comriitment to retrain those who are thereby
harmed. On- the: other hand Richards stops short of specifying the
content of social’ programs because to do 50 “would inevitably have .
unintended consequences;’ ‘confound means and ends and retard ben- .
eficial intergovemmental r:ompel'.itlon,"36 |

On the économic union, Schwanenbegms by dlstmguishmg among
three kinds of barriers to'trade. Type1barriers involve outright discrim-
ination — for'example, goverrithent procurement policy favoring local
firms; type II barriers involve regulatory measures that indirectly im-
pede mobility — for example, packaging rules that vary across prov-
incés; and type] i1} barriers involve policies that attract resources to one
provmce at the ¢ expense of other provinces — for example, provincial
subsidies to new investment. The removal of type I barriers typically
mvolves measures to fOﬂJld discnrrunation, while the reduction of
types 10 and'III barriers requires Ieasures to harmonize or coordinate
economic polic1es :
 Schwanen contrasts the ”top-down" approach found in the Umted
States ‘and Germany, where the federal govérnment frequently over-
rides state policiés, with the ”bottom-up” approach of Australia and the
European Coinmunity, where actions are based on intergovernmental
‘agreement. While Canada’s approach should clearly be of the “bottom-
up” variety, past efforts have not been very “successfiil, and Schwanen
recommends anew approach along the followmg lines:

% R'ieha_ras; “A Social. Charher-for Canada,” -15. 84,
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Subject to limited and well-defined exceptions, all governments
should be barred from erecting type I discriminatory barriers by a
strengthened section 121 of the Constitution. Next, type II barriers
should be addressed in two steps. First, a package of objectives should
be adopted unammously by the federal government and the provinces.
Second, individual measures flowing from this package would be de-
veloped by teams of experts and adopted by a qualified majority of the
governments. There would be 1o opting out. Fmaliy, while some subsi-
dies; or type III bamers, may be justified, governments should develop‘
a code of conduct on this subject

Challenges-

I referred earher to Canada asa caring soclety, and I conclude thls talk _
by considering two challenges that will-put this quahty to the testin the
years and decades to come. The first of these challenges has to do with
the fate of Atlantic Canada; the second isthe questionof whether Quebec
will remain a part of Canada in the long run. By expressmg these matters

as “challenges” for the future, one avmds the respon51b111ty to prov1de
any definite answers. 'I’hxs is just as well, since I have no definite
answers, only-a few sketchy thoughts. As we 5y | in academxa, these are
likely to be matters for “future research” for many years to come,:

Atlantic Canada

A major theme of this lecture has been that Quebec separatlon could
lead to an abrupt curtailment of the federal programs that redistribute
income to poorer provirices. The consequence, [have argued would be
large-scale depopulation, with Newfoundland as the extreme case,
losing halfits population. Whether or nof Quebec separates, however, these
results clearly imply that the population of Newfoundland is approxi-
mately twice what might be called its “natural” or equlhbrlum” level
— that is, twice the level that it would be in the absence of net:-cash
injections by the federal government Quahtatzvely sithilar conclusmns

apply to the Maritime provinces buttoa significantly} lesser degreei And

as we saw in the quote from Premier Rae, there are signs that intefre-

gional redistribution on the current scaleis nnderstram N e_wfoundl_and ‘
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Premier Clyde Wells gave one response to this situation about a year
ago. Noting that over the past 35 years Newfoundlanders’ income had
gone from 53 percent to 58 percent of the national average, Mr. Wells
commented: “Obviously, it's not working. At that rate it would take us
300 years to.catch up.”¥ '

Trueenough, but what is the message? If only such meager progress

has been made despite the average Newfoundland household’s being
subsidized to the tune of $17,000 per year, does this mean that the
subsidy should be increased to $30,000 or $50,000 per year? Or does it
mean that the whole system has been a failure and some other policy
should be tried? Is it true, as some would argue, that the younger
generatmns of Newfoundlanders are not in fact helped by asystem that
creates and perpetuates a massive state of dependency? -
I do ot feel quahﬂed to answer these questions, but in coming
years the issue is hkely to test the ingenuity of Canadian policymakers, -
as well as Canada’s self-lmage as a caring society. As Doug May and
Dane Rowlands express the pmnt “The way Canada accommaodates the
'asplrahons of the Atlantic provinces will largely definé how Canadians
write the social contract among incotne classes as well.”3 If Canada
stays umted thenit may be posmble to brmg about a gradual move to
greater self—rehance, accompamed by generous transitional measures,
ina planned and huinane fashion. If Canada breaks apart, then change
is much more hkely to be abrupt and unplanned, with negative im-
phcatlons for the well—bemg of many thousands of Canadians, partlcu-
Iarly in the Atlanhc provmces

| QuéBec a%m”i C’an'a'dd m the Leng Run '

In conversat:lons on the Constitution with fellow Canadians from out-
mde Quebec the commentI hear most offen can be expressed as follows:

N All nght let’s dssume we muddle through on the Constlmtlon this
time' around: But will it ever end? Won’t we have to go through the
. same process all over again if the Parti Québécois comes to power?
So why go through all these negotxatmns when Quebec is bound to

37 Quoted in The Gazette (MOntreaI) May 22,1992, p. B3.
38 May and Rowlands, “Atlantic Canada in Confederation,” p. 50.
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separate in the end? Why not get it over and done with right away
and move to a quick divorce? L

It is easier to ask this queshon than to answer it — but I will try. There
are perhaps three answers at a relatively superficxal level |

First of all, the Parti Quebecols does not operate in a political
vacuum. It can only 1 move toward independence if there is a sub-
stantial body of public opinion behind that venture. For example,

at a time when support for separatlon was weak the PQ govern-
ment of Pierre Marc ]ohnson shelved the independence option
indefinitely and ran on a platform of good governmient. Given the
state of public opinion, this was the PQ's only option, other than
political oblivion. This state of affairs could reifistate itself if we
come to a constitutional agreementin 1992. Whether or not Quebec
public opinion would in fact respondinthis. pro-federahst fashion
is a question I take up in a momerit, but it is certamly clear that
Quebecers are as tired of constltuhonal talkaas are other: Canachans

Second, a central theme of this lecture has been that there isno sach
thing as a snnple divorce, at least not when the couple is so
hopelessly entangled as are Quebec and ROC. So ‘even if only a
quarter of my argument is correct, a major practical‘réason for
avoiding divorce is that i 1t would be very costly for all concerned.

Third, while federallsm is mherently messy, it comés to countnes
with an inherent potentlal for internal conflict. Federahsm does not
itself create the conflict. Neither would its removal remove the
sources of that conflict. Canada is an lnherently fractious country.
Every region feels aggrieved and hard done by. Atleastto a degree,
we just have to accept that we are probably destined- to go on

quarreling forever. But the grass'is unlikely to be- greener on the .
other side. The potenual for conflict, both bettieen a sovermgn '

Quebecand asovereign ROC and withina soyereign ROCG,is atleast
as great as the confhct thhm Canada today S

Although these are all fau'ly good pomts 1f 1s say $0 myself they do

not get to the root of the issue from a longer-run perspective. Froin that

perspective, it is useful to begin by quotmg Marcel Cbté an astute :

observer of the Quebec scene: .
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Some say Québécois are inconsistent because polls have shown
fluctuating proportions who favor outright independence, sover-
eignty-association, or some form of federalism. But that is not so. We
have been remarkably consistent over the past decade. A quarter of
us have supported Trudeau’s concept of a centralized federation; a
quarter have supported outright independence. The half in the
_ middle have wanted to remain Canadians provided Quebec remains .

‘Frenchi. For this group, what has fluctuated is primarily faith in the
willingriess of Canadians outside Quebec to accept the legitimacy of
‘ouf acting to preserve our language and culture -

- Related to this statement, two long-run facts augur well for the
future of Canada. First, as documented so comprehensively by Frangois
Vaillancourt,# certainly no sycophant as far as Quebec anglophones are
concerned, Quebec francophones are truly “maitres chez eux.” The.
French language in Quebet has never been ‘stronger than it is today.
Although there is always a long and variable lag between reality and
public perceptioris on such issues, Quebec francophones have reason to
feel more secure than ever before on linguistic and cultural matters.

. The second and related point is that, as time goes by, there will be
a declining fraction of Quebec francophones who remember the days
when they felt they were under the yoke of anglophone bosses. Indeed,
the speed of the catchup of Quebec francophones in terms of relative
incomelevels over the short penod fl_'om-"t_he early 1960s to the mid-1970s
is really quite miraculous and perhaps unprecedented in comparison
with other disadvantaged groups ! |

39 Qu.ote'd_‘b‘y Richards, #The Case for an Ex'p'licif Division of Powers over Language,
' 40 Frangois Vaillancourt, “English and Anglophones in Quebec: An Economic Perspec-
tive,” in Richards et al., Survioal, pp. 63-94. : ‘

41 In 1961, the average anglophone living in Montreal earned 51 percent more than the
average francophone, By 1980, this gap had declined to 9 percent, or to zero if one
corrects for differences in education and other personal characteristics, See Jac-
André Boulet and Laval Lavallée, “L'évolution des disparités linguistiques de

revenusde travail au Canada de 197021980,” Document no. 245 (Ottawa: Economic
Council of Canada, 1983); Jac-André Boulet and ‘André Raynauld, “L’analyse des

 disparités de revenus suivant l'crigine ethnique etlalanguesurle marchémontréal- -

- ais en 1961,” Document.no. 83 .(Ottawa: Economic Council of Canada, 1977); and -
Robert Lacroix and Frangois Vaillancourt, Les revenus et la langue au Québec (1970~

1978), Dossiers du Conseil de la Langue Frangaise 8 (Quebec, 1981).
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What this means, I think, is that we have at least moved from what
many Quebecers once saw as a repressive and unequal marriage to a
marriage of convenience, The greatest challenge, though, is to move
from a marriage of convemence to one of mutual respect — one that
recognizes, among other things, the essential place of Quebec in both
historical and contemporaty Canada. In part, I have argued, this might
be accomplished by a return to true federahsm and a respect for diver-
sity. If each of Canada’s diverse and distinct regions has the space to do
a good number of thmgs in its own way, then each will reserve a
substantial fraction of its dual loyalty for the country as a whole.

In part, though, the ‘problem is also one of communication, and in
recent years Canadians’ communication skills have come close to an
all-time low. If one asks what is the most vivid image of ROC in the
minds of Quebecers, one thinks of Eric Lindros and a group of aging
Ontarians trampling on the Quebec flag. To ask what the image of
Quebec conjures up in the minds of English-speaking Canadians is to
think of language laws that ban outdoor English signs or, perhaps the
CF-18 contract that was awarded to Montreal instead of Winmpeg '
These are hardly the images of a healthy marriage.

It seems to me that the constitutional talks of the past five years
have put us on a kind of conveyor belt that 1 1o one controls. This has led
to reactions and counterreactions of the kind I have just described. As
long as we can come to a constitutional agreement this summer, I think
there is a good chance that Canadians will at last step off that conveyor
belt. At that point, the realities of the strength of Frenchin Quebec today,
as well as the powerful forces of tolerance and good sense that exist in
my province, will come into play. This is likely to lead to a relaxation of
Quebec’s language laws, a move that would send a very positive
message to English-speaking Canadians. Moreover, if progress could be
made on a Schwanen—type proposal for a low-key, botl:om-up process
of interprovincial cooperation to strengthen the ecoriomic union,. then
the Canadian federal system would be seen to be working to achieve
tangible results. This too would send a posmve message to Canadlans
both inside and outside Quebec. - '

In any case, let us hope that these posxtlve developments w111 come
about. Many parts of the world look to Canada as an example of
tolerance and reconmhatlon among competmg ethnic. groups, and are
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envious of Canadian-style federalism. If we succeed in bridging our
differences, which are really quite small by global standards, Canada
could be a beacon and a model for aspiring federal states around the
world. It is not for nothing that the United Nations concluded recently
that Canada was the best country in the world. If, on the other hand, we
fail to come to an agreement, it would be a tragedy for-ourselves, qur
children and grandcl'uldren, and other countries that look to us for
msplratlon. '
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Appendix: | | |
The Quebec Budget under Sovereignty

Contrary to the charge that economists never agree, Table A-1 suggests
a certain convergence in terms of estimates of the budgetary position of
a sovereign Quebec. Four of the six estimates shown — Fortin,
McCallum, the Economic Council of Canada, and Cété — are in the
$13-$16 billion range. The two outliers are Bélanger-Campeauat $10 bil-
lion and Grady at $22 billion. While the Bélanger-Campeau Secretariat

in Year1 of Independence -

(hypothetical estimates using fiscal year 1990/91 as the baseé year)

Bélanger-Campeau ' S S -$10 bilkon. -
Fortin o S A ' $13 bilkan
McCallum ' : : S R  $15bilion
Economic Council of Canada _ I ) R )ifg'biiﬁoﬂ
Cété . _ . L _ ~ §i6bilion.
Grady B o $22 bilion,

Sources: Four of the estimates (all but “Economic Council® a'nd'“fy‘Cﬁ'té-")‘ were taken directly
from Pierre Fortin, “L'impact du passﬁ & la souveraineté sur le déficit budgétaire
du Québec” (Pa presented at a conference sponsored by Les Affaires, Montreal,

March 23, 1992). Fortin made ¢értain adjustments to the original estimites in order to

make them comparable,

The “Economic Council” estimate is from Economic Council of Caﬁadé, A Joint

Venture: The Econoinics of Constitutional Options, Twenty-Eighth Annital Review (Ot-
tawa: Supply and Services Canada, 1991), P- B1. The figure of $15 billion is based.on

the Council’s estimate of the impact of sovereignty on the Quebec budget, in combi-
nation with Fortin's estimaté of the consolidated. deficit under federalism (59.8°

billion). : _ _ o
The “CAté" estimate is from Maréel Cité, “Souveraineté: le cofits de iransition” (Notes

for the Conference, “Projet ‘90, Université du Québec a Montréa), March, 1992,

Mimeographed). o 4 . .

Other original sources are as follows: Secrétariat de la Commission sur V'avenir
pelitique et constitutionnel du Québec [Bélanger-Campeau Commission], “Analyse
pro forma des finances ubliques dans I'hypothése de la souveraineté du-Québec,”
in Bélanger-Campeau Commission, Eléments d'analysé économique pertinents 2 la ré-

vision du statut politique et constitutionrel du Québec [Background papers], vol. 1

(Quebec, 1991); John McCallum and Chris Green, Parting as Friends: The Economic.
Consequences for Quebec, The Canada Round 5 (Toronto: C.D. Howe Institute,1991); -

John McCallum, Remarks to Commission sur le processus de détermination de
I'avenir politique et constitutionnel du Québec, Assemblée nationale, Quebec, De-
cember 3, 1991, Table 1; and Patrick Grady, The Economiic Consequences-of Quebec
Sovereignty (Vancouver: Fraser Institute, 1991).. C e ~
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Table A-2: Quebec’s Deficit under Sovereignty: :
An Update of the ﬂscal year 1980/91 Esttmares o

1. Fortin deficit estimate, 1990/91 ' © $13.0bilion

2. Increase in provincial deficit (from $2. B bﬂlmn in A
’ 1990/ 91 o $3.9 billion in 1992/93) . o co +51.1 billon _
ct of recession on federal deficit for 1992/ 93
9 bﬂimn), Quebec’s shareat 234% - . S . +$2.3billion
4 aner-t]mn d interest rate on federal debt : '
© ($3.8pillion); bec’s share at 23.4% ' ~$0.9 billion

5.Hi federal net debt since March 1990 (March 1990
%358 0 billion, mber 1992 = $433.6 hillion;
Increase = $75.6 billion); Quebec’s share of additional

interest payments at 8% interest rate is 234% 08x% 75. 6 T +$1.4billon
6. Esi'mmtad deﬁczt ofa sovemgn ngbec fiscal year 1992/93 $16.9 billion
' (10% nfGDP}

Sources: Line 1 is from Table A-1; line 2 is from Quebec, Budget, 1992; lines 3 to 5 are from
_Canada, Budget Papers, Februaxy 25,1992, p 71, 111, Estimated September 1992 net
fedaral debt is the average of figures for March 1992 and March 1993,

was the ploneer in this area and did excellent work, it is nevertheless
clear by now that it was excessively optimistic (from a Quebec stand-
point) in a number of areas.?? |
 Itisimportant to note, moreover that the figures just cited — apart
 from those of the Economic Council — are based on fiscal year 1990/91.
Much has changed since March 31, 1990. Mamly because of the reces-
sion, the deficit of the Quebec government has increased from $2.8 bil-
lion to a projected $3.9 bl]hon in fiscal year 1992/ 93. The recession has
increased the federal’ deficit by much more than lower interest rates have
reduced it. And the net debt of the federal government has increased by
some $75 billion since 1990/91. All of these points are incorporated in
Table A-2, which shows that the projected deficitof a sovereign Quebec
-is now about $4 billion hxgher than it would have been in 1990/91. So,
if we take Fortin's relatively optimistic 1990/91 estimate ($13 billion) as
our startmg pomt ‘we now arrlve at an estimate fa]hng just short of

p See for example, Yvan Stnnger, "Sharing Modest Thoughts on "How to Share an

Immodest Debt,” in Boothe et al,, Closing the Baoks, p 56-68; as well as the

contributions of Stringer and Pierre Fortin to the Les A ﬁg conference that was
held in Montreal on March 23, 1992,
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$17 billion for fiscal year 1992/93. This is a substantial sum, amountmg
to just over one-tenth of Quebec¢’s GDP.

It is also a larger sum than the deficits that Green and 1 projected
for the first five years of sovereignty — in billions of dollars, they were,
in years 1 to 5 respectively, 13.6, 16.3, 16.5, 15.5, and 14.3.%3 This is so
despite the fact that T have uséd Fortin’s relatively optimistic estimate
as the point of departure It follows, then, that the austerity package
Green and I outlined in Parting as Friends is, if anything, too optimistic.
In that study, we posited a package consisting of the followmg componerts:
a 15 percent salary reduction and 5 percent employment reduction in the
public and para-public sectors, a 10 percent cut in all transfer payments,
and a 15 percent increase in all major tax rates.* Also, as I argued in the
box on page 21, the short- and medium-run pain of these cuts cannot be
reduced by the elimination of wasteful overlapping expenchtures

The discussion to this point has dealt with a debt and deficit
problem. It remains to discuss the financing problem, or the possibility

of a liquidity crisis. As shown in Table 1, in addition to a deficit of some

$17 billion, a sovereign Quebec would face borrowing requirements of
an extra $19 billion, implying a total financing requirement of some $36 bil-
lion, or 23 percent of GDP. Certainly it would be possible to cut back on
hydro projects in the short run — although this would have further
negative effects on employment — and there could be some additional
borrowing room created by Quebec’s recuperation of the federal market.#5

One might also argue that Quebec could defer its substitution of -

Quebec debt for Canada debt.* It should be recognized, however, that
around 40 percent of the federal debt is in the form of short-run treasury
bills that mature within three to six months. To say that. Quebec’s
obligation would be deferred is to say that, as the billions of dollars of
existing Canada debt come due in the first year of Quebec sovereignty,

43 McCallurn and Green, Parhngas Fnends p-70.
44 Ibid., p. 47.

45 Cbté, (“Souveraineté,” p. 31) suggests that this addltwnai borrowmg room could
amount to $2 billion.

46 Theassumption mcorporated in Table 11s that Quebec would make this substitution .

over a period of ten years, implying addltmnal bormwmg of approxxmately $10 bil-
lion per year during this period.

i
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100 percent of the refinancing would be carried out by ROC. This would
not sit well with the people of English-speaking Canada.

To conclude: Even on the basis of optimistic assumptions that rule
outhighly acrimonious scenarios, one cannot escape the conclusion that
a sovereign Quebec would have to go through a fiscal retrenchment of
unprecedented austerity. Even then, in the turbulent environment that
is likely to accompany separation, itis far from clear that Quebec would
be able to borrow the amount required. Hence, the hkehhood is thata
Quebec hquldlty crisis would accompany an insolvency. crisis for sig-
mficant sections of Enghsh—speakmg Canada.
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