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Conclusion

The only strong conclusion that can be drawn from the survey of th
pre-Bélanger-Campeau literature presented in this chapter is that thef
is still a scarcity of up-to-date hard analysis on the costs and benefits
Confederation and on the economic impact of Quebec sovereignty
Most of the serious studies were done in the late 1970s when the electiol
of a Parti Québécois government and the prospects of a referendum o
sovereignty-association focused attention on the issue. These were th
studies done by the Canadian Unity Information Office and the C.B
Howe Institute’s Accent Quebec Program. The empirical informatiol
and many of the conclusions contained in these studies are now largel
out-of-date. The more recent studies have been completed quickly and
arenotasrigorous. Good economic studies of all aspects of the economi
consequences of Quebec sovereignty are desperately needed so tha
important decisions about the future of the country will not have to b
made without an adequate understanding of the facts. As we will see i
the next chapter, the Bélanger-Campeau economic studies provid
some useful additional information, albeit from a largely soverelgntl
perspective, but the need for further objective analysis still remain
urgent. ’

Chapter 3

The Bélanger-Campeau’s
Sovereigntist Economic
Studies

e

T

Introduction

#4115 CHAPTER PROVIDES A CRITIQUE and summary of the background
' economic studies prepared for the Bélanger-Campeau Commission
Iy vutside experts, the secretariat of the commission, and the Ministry
ul Pinance (Commission sur l'avenir politique et constitutionnel du
Lutbee, 1991b). The authors of the studies include some of Quebec’s
ol distinguished economists. The nine studies considered deal with
liadle relations, public finances, labour markets, macroeconomic policy
tunrdination, and monetary options.
It is important to consider these studies in detail because of their
kuy role in shaping the opinion of the Quebec elite on the economic
Lonsequences of sovereignty. Because the studies have not been trans-
luted into English and have only been published in limited quantities,
ey have not received wide dissemination outside of Quebec, even
uinong economists. English Canadians need to be familiar with the main
arpuments made in these studies if they are to be informed participants
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in the national debate on the economic consequences of Quebec sovel
eignty. - 4

The studies done by the individual economists contain much useft
analysis and are generally well done, albeit from a largely soverelgnti ‘
perspective. The Secretariat drew on the other studies to produce a mot
political, less analytical and even more sovereigntist paper than tho
of the individual economists. 1

All the studies share two assumptions: transitional costs of Queb
sovereignty will be minimal if economic rationality prevails in t
establishment of economic relations with the rest of Canada, and thi
long-run costs of Quebec sovereignty are negligible. Nothing in tha '
studies supports these assumptions. A thorough assessment of thes
studies is thus in order. ‘-‘

The studies take a consistently optimistic approach. In chapters 0!
trade relations, for example, it is taken as a matter of course that tg\
relations between Quebec and the rest of Canada and the United Sta
would be unaffected by separation. Canada is expected to be w1111ng
agree to a common market with Quebec. The United States is portray (
as ready to conclude a free trade agreement with Quebec 1mmed1ate1
The studies do not mention the possibility that hard feelings engender (
by the separation could make reestablishment of trade between Queb
and Canada difficult. Nor do they mention that trade negotiations af
time consuming and that the United States may have other prioriti¢
than negotiating a free trade agreement with Quebec and that when'
did it would most likely want to negotiate changes that would B
disadvantageous for Quebec. The costs of negotiations with both Ca
ada and the United States are completely ignored. The 1mportancev
harmonization of policies with Canada to preserve a common mark(
is stressed, but there is no appreciation of how difficult this would b
for two separate states. 7 "

Another example of optimism is the view that Quebec could unila
erally decide to establish a monetary union with Canada by declari
the Canadian dollar legal tender and by establishing clearing arrang
ments with members of the Canadian Payments Associatioh. The po
sibility that such a monetary union may not be desired by Canada an
that Canada could block it by refusmg to supply currency and clearin !
arrangements is not even considered. Aside from this central optimigl i ‘
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Asimption adopted by the secretariat in its papers, the study by Ber-
Siid Fortin on the monetary options contained a very good discussion

~ Wl Hhe advantages of monetary union.

A linal example of optimism bordering on outright deception is the
aiulyaln of the financial position of a sovereign Quebec. The secretariat
ulthe commission estimates that, before taking into account the division

~ Wl ety and liabilities, the budgetary position of a sovereign Quebec
- Wl be basically unaffected (using 1990-91 as the reference year). This

st n difficult to reconcile with the secretariat’'s own estimate in study

1 ¥ it Quebec’s net fiscal gain would be $2.7 billion in 1988.

I'he secretariat also proposes that Quebec should only assume 18.5
porvent of the public debt based on its share of assets (defined in an

Wi anventional way to include the cumulated deficit) instead of its 25.4

puicent population share. The secretariat argues based on the opinions
Wl lwo experts in international law that this is compatible with interna-
Hinal law. A closer reading of the legal opinions reveals that almost any

~hue agreed to by the two parties would be compatible with interna-

ol law. The secretariat’s proposal thus has no special legal status
siin though the secretariat certainly seeks to create the impression that
W iloen,

While the increased debt under the secretariat’s proposal would
Hle Quebec’s budgetary deficit to $9,282 or 5.8 percent of GDP and
Sl increase Quebec’s debt burden as a share of GDP from 26.4

fent to 63.9 percent, it would leave the Quebec debt to GDP ratio well
liw the 72.1 percent ratio of Canada. It would also be comparable to

= e level of European countries. In effect, the secretariat chose a share

il the debt much lower than Quebec’s share of population to enable it

- W present an artificially rosy financial position for a sovereign Quebec.

Important exceptions to the optimistic approach are the papers on

- Wle by Pierre-Paul Proulx and Guilain Cauchy, those on labour mar-
] htl Iy Pierre Fortin, and those on international financial integration by
S el Racette.

The secretariat’s historical analysis of the fiscal benefits Quebec
diiived from Confederation ignores the massive transfers from the
Malrios Lo the rest of Canada as a result of regulated oil prices. The study
Hiilore substantially understates Quebec’s fiscal benefits from Con-
Suleration from 1973 to 1985. For recent years, the estimates of benefits -
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are more reasonable, with Quebec enjoying a fiscal benefit of $409
capita in 1988. 1
In my critique, I examine the nine studies separately.

Study 1

“The Maintenance of Access to External Markets: Some Judicial Qu
tions Raised under the Hypothesis of Quebec Sovereignty,” by Ive
Bernier ‘

(Commission, 1991b, pp. 1'-”‘

This study provides the opinion of Ivan Bernier, a noted Quebec mt‘
national legal specialist, on several questions on Quebec’s right of ace o
to international and Canadian markets under the existing trade treatil
if Quebec were to become sovereign. The treaties considered are th
General Agreements on Tariffs and Trade (GATT), of which Canada
amember, and the Canada-U.S. Free Trade Agreement. His opinion |
based on solid legal grounds, as one would expect from so eminent a
international legal authority. He only enters on shaky ground when h
speculates about the likely results of the political process. |

According to Bernier, under GATT there are two ways for a new
independent state to become a member: 1) accession by means @
negotiations under article XXXIII, and 2) accession by means of succes
sion under article XXVI. The problem with negotiations is that they an
often lengthy and require the approval of two-thirds of the member,
Succession was established to accommodate newly independent coun
tries resulting from decolonialization. To qualify under succession
Quebec would have to accept Canada’s engagements for the territory
of Quebec and would in turn be recognized as a member of GATI
retroactively from the date of independence. i

Bernier also addresses thé question of what membershlp in GAT
would do to ensure continued access to Canadian markets. Unde Cr
GATT Canada could apply to Quebec the existing tariffs applied 0
GATT members, unless of course Quebec were to conclude a customs
union or free trade agreement with Canada. GATT would prevent
Canada from placing quantitative restrictions on imports fron\ Quebeg
Exception to this would be restrictions related to classification or quality
control and agricultural products. This would include agricultural
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Hets under supply management. GATT protection would alsp not
Wy 1o povernment purchases and internal subsidies to national pro-
Weon, unless Quebec were to sign the three codes dealing with these
sl that came from the Tokyo round. In the case of subsidies,
phee could respond to Canadian subsidies by using its compensating

s under article VI.
~ ernler speculates on which international regulations would apply

Llibec were to try to use the right of succession to gain membership

e Canada-U.S. Free Trade Agreement. He notes that before the 1978

I Convention the principle was tabula rasa, that s, treaties binding

I 1 predecessor state did not bind the successor state. Afterwards, asa
J ailt of pressure from Third World states, the suggested principle was
Wl of continuity of the full rights of the treaty for the successor state.

Nuvertheless, Bernier argues Quebec should not expect to gain full
Aiesssion to the free trade treaty because neither the rule prior to the
Viunna convention nor the new rule would apply to the successor state,
Hlwbec, Bernier convincingly asserts that a trilateral treaty would be
tlically different than a bilateral treaty. He neglects to mention that
neither Canada nor the United States have yet signed the Vienna con-
vintlon, Bernier argues that the agreement would become applicable to
Linbec by right of succession after agreement was reached with Canada
sl the United States on the necessary changes. In the interim, the
spreement would become de facto applicable. However, in doing so he
poes beyond the grounds of a legal opinion and into the realm of
political speculation.

The final question that Bernier considers is how would the Ameri-
funn react to a Quebec request to join the Canada-U.S. Free Trade
Apreement. This is obviously an exercise in pure political speculation.
I'he position he adopts is extremely optimistic. He argues that it is
lmprobable that Canada and the United States would try to take advan-
lupe of Quebec’s accession to sovereignty to exclude Quebec from the
spreement, to impose more burdensome conditions on Quebec, or to
lmand that Canada and Quebec renegotiate the agreement. He trust-
Inply believes that the United States would favour a solution that would
lmpede the development of instability and conflict in Canada. He claims
that the simplest solution would be to extend to Quebec the application

ol the existing agreement as is.
¥
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he believes that this would not be very probable because it would §
difficult to impose a new regime in these areas without doing the sat
be under the jurisdiction of a sovereign Quebec, but not under th
jurisdiction of the Canadian federal government. The U.S. apprecia
the difficulty of the Canadian federal government has in committing th
provinces, so they made allowances for this in the free trade negot_
tions. In negotiating with a sovereign Quebec, there would be no neét
to make such allowances. :

Bernier claims it would be curious for the U.S. not to negotiate
Quebec givenits readiness to negotiate an agreement with the Mexicans
This is perhaps true, but Bernier should not underestimate the relati
importance of Mexico and Quebecin U.S. eyes. Mexico is a country wif
over 85 million people. The U.S. knows that it either has to conclude al
agreement or be faced with an even greater inflow of illegal immigratior
from Mexico. The potential for political instability is also many time
greater in Mexico than in Quebec. t,"<

Bernier’s assessment of the likely U.S. reaction to a Quebec reque
for membership in the Canada-U.S. Free Trade Agreement is naive,
Although he is correct that the U.S. would eventually want to have @
free trade agreement with Quebec, a number of issues would have tob ¢
resolved before concluding an agreement. The greater degree of go
ernment intervention in the economy in Quebec would attract th
critical attention of U.S. negotiators. Furthermore, a free trade agree:
ment with Quebec may not be the U.S. government’s highest prioritys
The administration could not conclude an agreement with Queb‘
without a negotiating mandate from Congress. The current trade bill
gives the administration the-authorization to negotiate fast track agrees
ments with Canada, Mexico, and GATT; it could be used for a similar
agreement with Quebec. But Congress extracted a commitment from
the administration that it would be consulted about the specifics of the
agreement—presumably about any agreement with Quebec as well.
Once an agreement is reached and if Congressional concéms are not
taken into account, the Administration could have trouble getting the:
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W i process could take along time and in the interval Quebec indus-

il find itself deprived of access to the U.S. market under the free

(T apreement. Bernier’s discussion shows no appreciation of the
Sealitlen of the U.S. political and legislative process.

Nludy 2
~ "1he Access of Quebec to External Markets and the Canadian Eco-
* Bmle Space,” by the Secretariat

(Commission, 1991b, pp.19-54)

* I\ study, which was prepared by the secretariat of the Bélanger-
* L ympeau Commission and draws on the legal opinion that Bernier

| Its external economic relations with Canada, the United States and
Hhe rost of the world.

According to the secretariat’s study the Quebec economy is very
ppen, with 33 percent of its production and 48 percent of its
anufacturers’ shipments going outside the province. Exports of goods
il services are divided with 60 percent going to the rest of Canadaand
1) percent to other countries. The United States accounts for 80 percent
il Quebec exports outside of Canada. The dependence of the Quebec
wonomy on markets in other provinces at 20 percent of production is
higher than the average of the other provinces. This degree of depen-
Jdence remained constant from 1974 to 1984. No comparisons are made
with the rest of Canada as a whole. It is these comparisons that are most
slevant from a point of view of the relative degree of external depen-
dence of a sovereign Quebec. The secretariat also notes that the import-
ance of markets outside of Canada has grown under the auspices of
(JATT and that thisis likely to continue under the free trade agreement,
but that the rest of Canada will always be a major market for Quebec
production.

The judicial and institutional framework for Quebec foreign trade

tw;m I his study, focuses on the implications of Quebec sovereignty
)

The secretariat’s study discusses GATT, which regulates Quebec’s
Jccess to international markets, in some detail, emphasizing the reduc-
{lon in tariffs on industrial products from an average of 40 percent in
1947 to 5 percent in 1987 and the liberalization of trading rules. The
secretariat itemizes the gaps in GATT coverage: partial rather than full
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access to public sector markets, quantitative restrictions in certain
tors, and the exclusion of services. The secretariat’s overall conclu

countries to all signatories independent of their size. Furthermore, i !
compromise could be reached on agriculture, the Uruguay rouﬁ
would probably be concluded, which would significantly liberali 2
trade in services, public sector markets, textiles, and agricultural prc; f
ucts. )

The secretariat summarizes the main aspects of the Canada-U,i

Free Trade Agreement and emphasizes the respects in which it goes

increase the degree of integration of Quebec with the United States, but
that, even when the FTA is fully implemented in 1999, the degree ‘1‘
integration will be less than with the rest of Canada. 3

The Canadian economic space

The secretariat stresses the importance of maintaining the existi
Canadian economic space with its almost complete free flow of peop
goods, services, and capital, which constitutes a real common market.’
The Charter right of all Canadian citizens to establish themselves and
earn their living in any province is mentioned. The extent to which this
is qualified by rules concerning accreditation and the exercise of trades
and professions is noted, as is the importance of the transferability of
social programs such as unemployment insurance, medical care, and
pensions in facilitating mobility. 3

Section 121 of the Constitution Act of 1867 is cited as guaranteeing? :
the free circulation of goods within Canada. In combination with the
federal government’s power over commercial policy and customs, the ]
Canadian provinces were able to form a customs union to avoid the -
need to control goods at provincial borders. On the other hand, the 1
secretariat notes that provinces have interfered with the free flow of 1
goods through product standards, public sector purchasing policy,and
other measures. Provincial efforts at harmonization and agreements |
have helped to reduce the restrictive effects of these measures, but they
remain limited. Examples of provincial restrictions cited are preferential
policies of provincial liquor control boards, the requirements of local 1
production of beer, and supply management marketing boards for milk, =
poultry, and eggs. | 1
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I'he free flow of services is not guaranteed by section 121, but by the
pencral freedom to do business anywhere in Canada. The secretariat
aliributes the free flow of capital to the exclusive responsibility of the
fileral government for money, banking and the rate of interest. The
ulitence of a common currency and a national system of banking are
jeparded as being of particular importance, as is the freedom of firms
{iy Invest anywhere in the country. The tax collection agreements are
mentioned as another important element of harmonization. The Mac-
donald Commission proposal for a code of economic conduct to protect
¢ Canadian common market to which the federal and provincial
yovernments would adhere is discussed. But the Macdonald Commis-
yon did not recommend that such a code be enshrined in the Constitu-
{{on because the Canadian economic union works well enough and the
justrictions on interprovincial trade do not have a large enough impact
i1 economic activity to justify an in-depth constitutional reform.

The maintenance of Quebec’s foreign trade

The secretariat observes that the trade relations of a sovereign
Ouebec with countries other than Canada and the U.S. would be gov-
grmed by GATT. This section of the study draws heavily on Bernier’s
opinion discussed above. Succession under article XXVI of the General
Agreement is the preferred route to membership in GATT. If done,
Quebec would have to adopt the Canadian tariff schedule at the time of
yeparation and membership would be retroactive to the same date. The
yecretariat says that Quebec’s participation in GATT would be condi-
tioned by Quebec’s arrangement with the rest of Canada. Quebec and
(Canada could adopt a common commercial policy and speak with one
voice at GATT. In my view, however, this is not very likely given the
difficulty of coming to a common agreement on commercial policy. The
secretariat mentions the 25 restraint agreements for textile and clothing
under the multi-fibre agreement which would have to be renegotiated,
but neglects to mention the controversy which would arise between
(Canada and Quebec, with its extensive textile and clothing industry,
over renegotiation. More generally, the secretariat does not seem to
attach very much significance to the time and resources which must go
into reaching trade agreements.

The secretariat emphasizes that the continued participation of Que-
bec in the Canada-U.S. Free Trade Agreement is essential to the main-
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tenance and improvement of the competitive position of Quebec bu
ness. Again relying on Bernier’s opinion that succession would 'q ‘
apply and that a third party joining a bilateral treaty would chang
radically the existing bilateral treaty, the secretariat argues that in theor
a sovereign Quebec could be required to renegotiate and sign the fr’
trade agreement with the U.S. But, it is argued, the agreement cou.‘
become applicable to Quebec by right of succession if Canada and th
United States were agreeable. And the U.S. would be likely to acce'
Quebecin theagreement without substantial modifications to avoid th
development of instability and conflicts in Quebec. A refusal by the U.§
would interfere with the establishment of a common commercial polic
between Canada and Quebec and would force Quebec to look for
political and economic links elsewhere. It would also be against the
American interest in guaranteed access to Quebec hydroelectricity. The
secretariat supports Bernier’s view that the U.S. would not take adva
tage of the situation to resolve outstanding issues such as trade in
alcoholic beverages and agricultural supply management. But in my
view, the difficulties of reaching an agreement quickly with the U.S. are
significantly underestimated. The secretariat shows no appreciation of
the way trade policy is made in the U.S. and the different roles of the
administration and Congress. It also does not recognize the tough:
minded mood on trade policy now prevalent in Congress as evidence ? '
by the difficulties the administration had in getting the recent trade bill
approved by Congress.
The secretariat candidly acknowledges that the degree of integra=
tion and harmonization between Quebec and the rest of Canada would"
be difficult to maintain because a éovereign Quebec could follow diffe

market would require that the national policies of Quebec and Canada
continue to be harmonized in areas such as money, internal and external
commercial policy, and legislation and regulations affecting the free’
flow of goods, services, persons and capital. As for mechanisms whic
would regulate policy coordination, the secretariat concentrates exclu-=
sively on those which would not require reassociation with Canada,
thereby showing that it would still be possible to maintain the most
important features of a common market without a formal agreement.
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I tlw sl interest of both partners. Also, the absence of a gexTer.al ag.ree-
Wit would not preclude sectoral agreements as the 170 existing bilat-
~ pial ireaties between Canada and the United States demonstrat-e. Butthe
~ W ietariat does not mention that these treaties have been negotiated .am.d
uve evolved over more thanone hundred years. It would be unrealistic

J i pect such a complicated web of treaties to emerge between Que.bec
4l Canada except over a very long period of time. It takes much time

* il effort to negotiate and ratify a treaty.

I'he secretariat addresses the key issue of money based on the

~ Mlscussion contained in the paper by Bernard Fortin (study 6). The two
' Juestions considered are whether to adopt a Quebec currency and how

i letermine monetary policy if Quebec continues to use the Ca-nadian
dollar, The costs of establishing a Quebec currency which are c.1ted are
Jjansaction costs and exchange risk. An estimate of the magnitude of
{hese costs in the European Economic Community (E'CC) of ph percent
ul LDP, which is discussed more fully in study 6, is mennoned'. The
Jwretariat reports that the application of this figure .to. Car.\ada givesa
Lumt estimate of a separate Quebec currency of $1.6 t‘)llhon in 1990. This
s ubviously a very rough and not particularly reliable estimate. The
uits could easily be higher for an economy as small and as open as
Uuebec. The secretariat correctly observes that it would be difficult to
imalntain a true common market with Canada without a common
purrency. It also warns that a separate currency for Quebec would run
Juunter to the global trend to fewer currencies or currency blocks and
[lxed exchange rates. .
The secretariat juxtaposes the gains of a common money with the
[ of monetary autonomy. It also acknowledges that a Qufebec cur-
joncy that was tied to the Canadian or Uis; dolla.r would not give much
nik ﬁmmy to Quebec monetary policy. A sovereign Quebec would have
{11 establish confidence in the Quebec currency and could nott pursue a
more expansionary policy without being subject to sanctions from
[nternational markets.
To conserve the monetary elements of the existing common market,
(¢ secretariat argues a jointly determined monetary policy is not nec-
gwsary and the only condition that must be met is the use of a c<?mmon
money. This could be done through the establishmerilt of legislation that
would retain the Canadian dollar as legal tender in Quebec. Quebec
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the division of assets and debt. The secretariat argues strongly that .:
monetary union would be the best option for both Canada and Quebex
if Quebec were to separate. This is undoubtedly true, but the moneta y

preservation of the most complete free trade between Canada and
Quebec. This could be done by ratifying an agreement that would
reestablish the free trade currently sanctioned by article 121 of t ¢
Constitution Act of 1867 and by renouncing tariffs and quantitative

to avoid such controls because of the need to verify the origins of good
to make sure they were produced within the free trade zone. "
The secretariat recogmzes that a free trade agreement would resu ‘i
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Jetlon, In the case of industrial milk, the secretariat argues that, while
Lanida could modify the system of provincial quotas and import
Waliaints, the negative effects for Quebec producers would be limited
I (he nature of the industry and by GATT. Under article XI of GATT,
e secretariat argues, Canada could not put in place restrictions which
Wil reduce the proportion of imports in domestic consumption to a
vl lower than before restrictions were in place. Canada could import
Mie from less costly third country producers, but this would be dam-
Sl Lo the Canadian industry. I think that the application of article XI
I lhe case of a breakup of a country is debatable. If Quebec were to
.pmnlv, it would be in Canada’s interest to allow domestic dairy

wlucers to increase production in return for lower prices. It would be

dillleult to see GATT seriously impeding the process. The secretariat is

palistic in observing that, in the context of the current GATT negotia-

~ uns, the Canada-U.S. Free Trade Agreement and the trilateral negoti-
Wlune with Mexico, protection will have to decrease in the future.

( oncerning the free circulation of people, the secretariat makes the
Wleresting observation that Quebec anglophones are 15 times more
wobile than Quebec francophones and would benefit most from the
piuservation of mobility rights. The secretariat suggests that the way to
pioserve freedom of movement would be through new mechanisms

which would maintain the right of establishment and work presently in
he Canadian Charter of Rights and Freedoms. The secretariat also

Wijies that a maintenance of labour mobility would require that rights
11 the main social programs such as unemployment insurance, medi-
{ute, and pensions continue to be transferable across boundaries. In my

vlew, this would be highly unlikely.

I'he secretariat maintains that after becoming sovereign Quebec
winild have to maintain in force most of existing federal legislation and
i1 tospect subsequently the appropriate degree of harmonization. Spe-
Jlic Important examples cited are the regulation of banks, competition
jlicy, trademarks, copyrights, bankruptcy, and transportation regula-
Hona. Taxesincluding income taxes and the GST would have to continue
It be harmonized. On a more technical level, it would be necessary to
lurmonize the post office, weights and measures, industrial property,
aiil telecommunications. The secretariat, however, fails to acknowl-
pilpe the great difficulty of harmonizing policy in all of these areas. Nor
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wil allied products. The large deficits in food and machinery are noted.
1l fact that Ontario is Quebec’s most important domestic market—re-
siving 64 percent of Quebec interprovincial shipments in 1984—is
~ highlighted.

Inlernational trade in the primary and secondary sectors

Canadian policy, a policy of harmonization would give a soverel

Quebec less say in all these important policy areas than it had as ¢
province.

it I'rimarily using data published by the Quebec Bureau of Statistics,
“An Examination of Quebec Trade with the other Canadian P 1'0‘" “Poulx and Cauchy explore Quebec’s international trade in the primary
inces, the United States, and the rest of the World,” by Pierre-Paul Wil secondary sectors. According to them, Quebec was traditionally
I and Gulanicauchy Mn as an exporter of primary materials and as an importer of manu-
fuctured goods. But more recent data show that Quebec has performed
Wil In exporting manufactured goods internationally compared to the
Jul of Canada and even to all other industrialized countries. While
Lliebec is somewhat less open than the rest of Canada, Quebec has a
~ Jujiectable position as an exporter, ranking seventeenth in importance
Woar Switzerland, Sweden and Australia. The United States is Quebec’s
lipgest trading partner outside of Canada, receiving 77 percent of
Lisbec’s exports in 1987. But Quebec does relatively little trade with
the dlynamic markets of Japan and South East Asia. Proulx and Cauchy
~ Wipue that Quebec should seek to diversify its trade more in this direc-
o,
. uebec’s overall deficit in international trade is contrasted with
L unada’s overall surplus. Proulx and Cauchy make no mention of the
ditficulties that such a deficit might pose for a sovereign Quebec.
. I'roulx and Cauchy list the fifteen most important exports and
Inports of Quebec. On the export side, newsprint is the most important,
Bl aluminium and alloys are catching up. On the import side, automo-
Wilonarein first place. The deficit in trade in automobiles was $1.4 billion
11 1989, Proulx and Cauchy find this disturbing and characterize the
silomobile industry as the Achilles heel of Quebec’s external trade.
1oy overstate their point.

(Commission, 1991b, pp.55- 1’

Proulx and Cauchy s study is a thorough and comprehensive exami
tion of Quebec’s trade relations with the rest of Canada, the Unite

of Proulx. It is primarily descnptlve and presents the most up-to-dat
data on Quebec trade flows including: some previously unpublisheg
data from the Statistics Canada and the Quebec Bureau of Statistics
Proulx and Cauchy make use of the neoclassical framework of inter -‘v
tional trade theory as embodied in the Hecksher-Ohlin theorem to she d
some light on Quebec’s trade flows. Proulx and Cauchy do not dlscu
the desirability of Quebec sovereignty.

Interprovincial trade

Proulx and Cauchy begin the study with a brief survey of th
literature on Quebec’s trade. They then quickly turn to a review of th
most recent data on Quebec trade. For interprovineial trade, data fro m
the Quebec Bureau of Statistics and Statistics Cariada on the destination
of manufacturers’ shipments were used. Proulx and Cauchy note tha
in 1984 Quebec was the region most dependent on mterprovmci |
shipments. The high but decreasing dependence of Quebec on Onta
isnoted. The importance of the proximity of markets and transportatiol
costs in determining Quebec’s trade with the other Canadian reglons !
emphasized. The high degree of self supply that Quebec shares wil th
Ontario is also noted. Proulx and Cauchy observe that Qliebec ar(
Ontario are the only two Canadlan provinces that have a Surplus
trade in manufactured goods. They cite the $3.3 billion surplus in 19
and indicate the importance of clothing, metal fabrication, and pap

(Juebec’s position at the national and international level in 1984

I'roulx and Cauchy use the 1984 data on trade from Statistic
L wnada’s provincial input-output table to give a more precise estimate
ul Quebec’s interprovincial and international trade flows. The data
show that Quebec comes second—far behind Ontario—in trading vol-
Wi, nccounting for 25 percent of shipments to Canada and 17 percent
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of foreign exports. Quebec had a deficit in interprovincial trade of $1
billion in 1984 and a deficit of $3.2 billion internationally for a total
deficit of $4.2 billion. Again Proulx and Cauchy do not comment upo n
the significance of such a deficit for a sovereign Quebec. The dominancé
of Ontario in service trade is noted. It is the only province to have @
surplus. In contrast, Quebecis in balance on service trade. Quebec’s 1
surplus of $1.1 billion in textiles and clothing is noted. Proulx and
Cauchy comment that it is regrettable that more recent data are ncS‘,
available to assess the impact of the Canada-U.S. Free Trade Agreemen -‘l

International and interprovincial trade of different sectors of productzon \
for Quebec and other provinces in 1974, 1979, and 1984

Proulx and Cauchy use data compiled by the Economic Council d
Canada on interprovincial trade including primary, secondary, and
tertiary trade to compare the performance of Quebec exports in Canas
dian and international markets. Quebec’s share in interprovincial ex
ports has decreased from 28.2 percent in 1974 to 23.5 percent u'
1984—the only region in which interprovincial exports decreased du
ing this period. In contrast, Quebec’s share of foreign exports mcrease
from 17 percent to 18 percent during the same period. i

( ﬁ

Interregional comparisons

Proulx and Cauchy report on a comparison of interprovincial ships
ments of manufactured goods and shipments of primary and secondary:
goods to the U.S. by using results from Proulx’s recent study for the '}
Borderlands Group. The most important finding is that Quebec’s ship=
ments to the U.S. increased much more rapidly than to other provinces, t
They conclude that Quebec’s economic space has evolved to reflect a
north-south orientation which is more dynamic and less artificial than n
the east-west axis. Quebec mterprov1nc1al shipments of manufacture
goods increased only 2.9 percent on average from 1974 to 1984, whereas
international exports increased 14.7 percent. Proulx and Cauchy exam :
ine in detail the 75 percent of Quebec exports that go to bordering
regions of the U.S.,, particularly several New England states, wher@
Quebec exports are increasing most rapidly. Proulx and Cauchy con :
tend that the challenge for Quebec is to dlver51fy its exports because th
markets of Canada and the United Statfs are less dynamic.
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L omparison of the impact of interprovincial and international trade on
the Quebec economy

I'roulx and Cauchy report estimates of the impact of international
sl Interprovincial trade on the Quebec economy using the Quebec
Mireau of Statistics input-output model. They conclude that interna-
Hinal exports are more profitable than interprovincial. Dollar-per-dol-
la they produce more employment income, more value added, more
provincial and federal government revenue. They also argue that, while
thoy penerate slightly less employment, in the longer run employment
I tompetitive international scale export industries represents a better
il on the future than employment in protected industries focused on
lomestic markets. This is incontestable. The problem is how it can be
sreomplished. On this Proulx and Cauchy are silent.

Services

Proulx and Cauchy examine trade in commercial services using
unpublished data provided by Statistics Canada which have been re-
plonalized based on the location of the head office. Payments and
Iwcelpts of these services are concentrated in Ontario and Quebec.
L bnsulting engineers and consulting services are the principal indus-
Itlen responsible for Quebec’s surplus of commercial services. Quebec
han half of the employees of exporting consulting engineering firms.
Liiebec is way ahead in foreign fees. Proulx and Cauchy observe that
the cconomic aggregates are more sensitive to exports of commercial
services than exports in general.

Conclusions

I’roulx and Cauchy conclude that if the trade balances of various
joods are examined to ascertain the comparative advantage of Quebec,
jisitive balances in international trade would be found for airplane
motors and parts, telecommunications equipment and material, and
ulicraft parts. Surprisingly, they do not mention the positive balances
I paper and allied products and primary metals, leaving the impression
that Quebec’s comparative advantage is in high tech products. They
umit the other products because they confine their analysis to the fifteen
most important products.
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In interprovincial trade, Proulx and Cauchy report that posi ,-'i;
balances are found for hats and clothing, wood, and paper and all e
products. In their view, the surpluses in these sectors are in the proces
of disappearing following the Canada-U.S. Free Trade Agreement. TH
strength of Quebec in paper and allied products and primary metals|
expected to continue even in a period of political and economic transitiof

Proulx and Cauchy claim that it is necessary to go beyond tra 1"1;
balances to establish the comparative advantage of Quebec. New the
ries of international trade which take into account market imperfectid' \
economies of scale, and efforts to capture rents and externalities us ‘hv
subsidies should be considered, subject of course to the constramts“
GATT and the Free Trade Agreement. Considerable analysis is nec )
sary to clarify the economic policy for a confederal or sovereign Quebg e .|
They end their paper with a plea for more research on Quebec trade t
guide policies for innovation, research and development, and educati‘
and training. While they offer no concrete proposals, they definitel
come down on the side of an active industrial policy for Quebec [(
improve ts trade position. In so doing, they overlook the extent to whid
such policies have been tried and found wanting in the past.

Study 4

“The Question of Employment in Quebec: the Photo and the Film m,
by Pierre Fortin J
(Commission, 1991b, pp.l67-24&

General

Pierre Fortin’s study is a useful survey of the Quebec labour mark x
which he also uses as a vehicle to provide some of his own views 0
incomes policy and monetary union. Its perspectlve is largely comp
ative, with Ontario being the'main focus, providing many interesti io
and revealing comparisons. 1

The body of Fortin’s study has two main parts: the first, ‘the pho
provides a snapshot of the Quebec labour market in 1989 (or 1988 i
certain cases); the second, the film; explores the evolution of the Queb
labour market over a longer periad starting in the 1960s, focusmg on thi
factors underlying the increase in the gdp between the unemployme il
rate in Quebec and Ontario. ¥ M

%
o
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It 18 only in his conclusion that Fortin’s sovereigntist leanings be-
Juine apparent. He also advocates his personal prescriptions for stabi-
lealion policy and offers his optimistic speculations on the Quebec

~ lubour market in the 1990s. In contrast, the earlier sections of the study

aie more descriptive and analytical and draw on Fortin’s extensive
fuearch on the causes of structural unemployment in Quebec.
Overall, there is little—if anything—in this study which could be

| Viewed as undermining the federalist cause. Indeed, much of the mate-

il provided underlines the relative weakness of the Quebec labour

~ Jtket, Although Fortin does not emphasize the financial difficulties a
- Wverelgn Quebec could face, his material could be used by federalists
~ I make a convincing case that weaknesses in the Quebec labour market

wonld be exacerbated by sovereignty and would impede adjustment to
the economic restructuring likely to be necessitated by sovereignty.

The photo

T'his section of the study is primarily descriptive and cannot be
wilously faulted. Fortin relies mainly on data from the labour force
Mirvey to profile the state of the Quebec labour market in 1989 (or 1988),
sipplemented by comparable data for the U.S. and other countries
whore necessary. Even in a good year, such as 1988, Quebec had one of
the highest unemployment rates in North America, surpassed only by
the Atlantic provinces, and British Columbia in Canada and by Louisi-
uin and West Virginia in the United States. He also notes that Montreal
s the highest unemployment rate of urban agglomerations of more
than 200,000 people.

Quebec ranks as one of the worst areas in North America in the
tieation of jobs. In particularly damning terms, Fortin calls this the
Achilles heel of the Quebec economy. Compared to Ontario, Quebec
had o deficit of 430,000 employees in 1989 on account of higher unem-
plc iyment and lower labour force participation. Data on gross flows are
aed to show that people are unemployed more frequently and longer
i Quebec than in Ontario.

Fortin shows that the industrial distribution of employment is
slinilar in Quebec and Ontario, but that Quebec’s distribution is more
runcentrated in the traditional sectors of textiles, clothing, wood, and
jiper while Ontario’s is more concentrated in industries related to the
production of motor vehicles. Workers' levels of education reveal strik-
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ing gaps: workers with less than a grade nine education account for 2

the labour force in Quebec compared to 13.5 percent in Ontarlo 1
this education gap has increased over the last ten years is not mentioned

Quebec (62 percent) falls behind that in the United States (66 perce
and Ontario (71 percent) is emphasized.

The film

ployees per 1,000 persons after World War II to 80 employees since 1983
The paradox of the outward shift in the vacancy-unemployment rela
tionship in the 1970s and 1980s is cited.

vacancy-unemployment relationship and the increase in structural ur
employment:

ers and women into the labour force;

2) the increased generosity of unemployment insurance; :

3) higher salaries in construction and the public sector, and th
increase in the minimum wage and related spillover effects on othél
sectors;

4) profound structural change in the Quebec economy;

5) the persistence of unemployment caused by the continuing bat'tl
against inflation. ]

The first four of these factors are the standard ones cited in the
empirical literature on the determinants of structural unemployment
Fortin himself has contributed significantly to this literature, providing
his own quantitative estimates of the importance of these factors in
earlier studies which he cites. His assessment of the importance of a
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Ibant the first three of these factors would be accepted by most analysts.
e fact that the first three factors caused a significant increase in the
Biiebee unemployment rate, and that the increase has since largely
Hversed, is widely recognized.

Incontrast, Fortin’s fifth factor and his discussion of its overwhelm-
Iy relative importance in explaining the increase in structural unems-
ployment in Quebec and in the Quebec-Ontario gap would not be
dircepted by most macroeconomists, particularly those at the Bank of
Lanada and the Department of Finance. They would argue that there is
i Non-Accelerating Inflation Rate of Unemployment (NAIRU) below
which the unemployment rate cannot go without giving rise to acceler-
uling inflation. The unemployment rate in 1989, which is the reference
yoar for Fortin’s analysis, is believed to be below the NAIRU because of
Ihe Increasing inflationary pressures that were manifest and is thus not
Aistainable. For Fortin’s fifth factor to be valid, the rate of unemploy-
ment has to be above the NAIRU.

Another factor not mentioned by Fortin is the lesser mobility of
Luebec labour because of language and culture. If changes occur which
iffectemployment, such as technological change or anincrease in trade,
i province such as Quebec with a less mobile labour force will experi-
Ulice a greater increase in structural unemployment.

Fortin’s discussion of the first factor of demographic congestion is
jiuod. He estimates that, at the height of the demographic bulge at the
end of the 1970s, the high unemploymentrate of youth raised the overall
linemployment rate by 1.5 percentage points. His assessment that the
Increased participation of women hasnot raised the unemployment rate
since the rate of unemployment of women and men is similar is uncon-
lestable. Finally, his view that the impact of demographic congestion in
Inlsing the unemployment rate through the 1970s was reversed in the
19805 is generally accepted.

Fortin’s treatment of the second factor of unemployment insurance
IsInformative. His calculation of the increase in the implicit subsidy rate
0l unemployment insurance in Quebec from 30 percent to 330 percent
in o result of the 1971 unemployment insurance changes and the subse-
(juent decline from 194 percent to 109 percent as a result of the 1989
Ieforms is striking. Fortin cites the range of estimates of an increase in
(he unemployment rate of 0.5 to 1.5 percentage points for the 1971



62  The Economic Consequences of Quebec Sovereignty

unemployment insurance changes with his own estimate of 0.7 per
at the bottom end of the range. In my view, the rise in average u
ployment rates after 1971 makes the high end of the range more like

2) the 1971 change provided a large incentive to join the labour fo;
just before the big increase in the participation rate; 1
3) the implicit subsidy rate increased in Quebec (330 percent) m
than in Ontario (230 percent); ] i
4) the unemployment rate in the U.S. where there was no increa
in unemployment insurance did not rise as in Canada; il
5) the 1989 unemployment insurance reform which lowered ¢
implicit subsidy rate to 110 percent should have a negative effect on %
participation rate and unemployment rate.
On the third factor of the salary increase, Fortin observes

pilt
O]

sectors, which account for 25 percent of Quebec employees, were raise¢
artificially by 5 percent in 1980 which in turn increased salaries in tk
rest of the economy by 2 percent. The total economy-wide increase wa
thus around 3 percent. Assuming an elasticity of demand for labour ¢
5 percent, he estimates that the salary increase would reduce employ
ment by 1.5 percent or 8 employees per thousand persons over fifteel
years of age. However, as Fortin notes, the increase in salaries .,
reversed by the recession of 1981 and 1982 so it does not help to expl <‘-
the deterioration in the Quebec labour market. Similarly, Fortin esfl
mates that the large increase in the minimum wage in the 1960s and th
early 1970s caused an increase in the unemployment rate of youths of
to 3 percentage points, but was also reversed. i

On the fourth factor of structural change, Fortin emphasizes thi
profound structural changes which the Quebec economy has und
gone and which have narrowed the productivity gap with Ontario from
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Iining sector, the manufacturing sectors of leather, textiles and cloth-
Jiy, and maritime transport into the modern durable goods sector
* Lielal fabrication, transportation equipment, machinery, and electrical
| pnulm'ls) and services (consulting engineering, computer services,

Iinsportation, communications and finance). Fortin also mentions the

waidus of the anglophone economic elite of Montreal as being an

Important change. Fortin does not offer any quantitative estimates of

e Impact of structural change on the Quebec unemployment rate. He

st does not discuss how the problems of structural change can be

~ Wuacerbated by Quebec’s relatively immobile labour force.

(‘oncerning the fifth factor of the impact of the battle against infla-
Jun, Fortin’s discussion is unsatisfactory. He presents no convincing
wuldence of the importance of hysteresis (the tendency of any increase
Jii the unemployment rate for whatever reason to become the normal
Bperating level of the economy after enough time has elapsed). He also
Jkes a puzzling statement that the phenomenon of hysteresis is sym-
Jutric by which he means that a prolonged period of low unemploy-
et at the cost of slightly higher inflation would melt away the hard
Jite of inactivity, instability and poverty. This flies in the face of the
upinions of most macroeconomists who no longer accept the existence
il 4 permanent trade-off between unemployment and inflation.

Fortin’s discussion of the five factors behind the increase in the
unemployment rate in Quebec does not really resolve the issue to my
willsfaction. As he points out, the first three factors were largely re-
yursed, so they do not explain the persistence of the increase. Of the last
Iwo factors, neither of which Fortin was able to quantify in his study,
uily structural change seems to be relevant. The puzzle thus remains.
Wiy did the rate of unemployment in Quebec go up so much more than
I Ontario?

(‘onclusion

Besides summarizing the conclusions of his review of the Quebec
lubour market, Fortin puts forwards his views on Quebec labour mar-
kots in the 1990s. He expects that during the 1990s unemployment will
ocline progressively in Quebec. His view is based on several factors:
(e productivity catch up is over; the demographics will remain favour-
abile to the employment of youth; social programs will be stabilized; and
{I\e realism of salaries and prices will persist as workers and firms gain
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which are not really fully developed in the body. First, he presents h
own policy prescriptions for concerted action to restrain salaries an
prices. Fortin argues that Quebec has benefitted from a form of spont
neous direct action on salaries and prices. To support this, he cites ;,
more moderate increase in wages and prices in Quebec since 1982.
my view, this neglects the fact that some of the recent settlements wit
low wage increases such as the those for the public service, Queb O
Hydro and construction were imposed by the government. It
ignores an equally plausible and more simple explanation that thi
greater degree of age restraint simply represents the impact of th

i

for voluntary wage restraint. Fortin also argues that the countries wi
the best performance such as Japan, Germany, Sweden, Switzerlarn

Switzerland, and Austria are ones which have the best economic pé
formance. i

Second, Fortin argues that a monetary union is imperative ‘
Quebec. In his view, this imperative is based on the integration ¢
Quebec with Canada and the United States. His preference is for a fixe
exchange rate tied to a weighted average of the Canadian and U
dollars which would be revised as the trade shares of Quebec evolv
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parity. Fortin’s discussion of monetary union is really inconsistent with
hin much better and more thorough discussion of the monetary options
il a sovereign Quebec.

Third, Fortin tries to integrate his proposal for concertation with a
monetary union in arguing that the only possible way to achieve full
pmployment without inflation would be wage and price restraint based
o a fair and flexible inflation target. He claims that this is the only form
ol Independent monetary policy open to Quebec.

Btudy 5

“International Financial Integration and the Political Interdepend-
snce of National Macroeconomic Policies,” by Daniel Racette
(Commission, 1991b, pp.243-282)

Daniel Racette’s study is a good survey of the implications of integrated
International financial markets for the ability of a sovereign Quebec
jovernment to conduct an independent monetary policy. It should help
I pour cold water on the enthusiasm of Quebec nationalists who see
novereignty as a way to escape from the financial discipline imposed by
{he Bank of Canada.

Racette asks the critical question of the scope for independent
national stabilization policies in a context of increasing globalization of
markets. His thoughtful answer is that international competition im-
jioses major constraints on macroeconomic policies and forces govern-
ments to exercise discipline in the use of these instruments. In the first
part of the study, he examines the characteristics and consequences of
the international integration of financial markets. In the second part, he
vonsiders the situation in the major industrialized countries in order to
ancertain the context in which monetary and fiscal policy in North
America will have to operate. In the third part, he presents his conclu-
slons concerning the discipline imposed on governments in the conduct
ol their monetary and fiscal policy.

The integration of capital markets: phenomena and consequences

Racette argues that since the 1970s the international integration of
International finance has developed greatly as a result of progress in
tommunications and computers and the deregulation and opening up
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of national financial markets. The deregulation has included the break
ing down of the barriers between different types of financial institutio '
the dismantling of exchange controls, the opening up of markets t¢
foreign financial institutions, the creation of “offshore markets,” and the
creation of many new and more flexible financial instruments. Thes
changesall served to increase the mobility of capital and to improve the
allocation of world-wide savings. '

Racette contends that, as expected, the increasing integration has
resulted in a closer correspondence between movements in real interest
rates over the course of the last decade than over the two preceding
decades. He also notes that different countries have different risk pres
miums for their interest rates. In 1989 Japan became the country with
the lowest real interest rate of the Group of Seven. The United Stat _
and Canada have generally had to pay a risk premium in relation to
Germany and Japan in recent years. The risk premiums result from tt\"
existence of sovereign governments with their own independent mon
etary, fiscal and taxation policy. ,

According to Racette, the risk premium can be divided into three
parts. The first part is related to taxation and regulation. Investors see
after-tax rates of return which are higher than they can get in their owr
markets. Racette considers this part to be relatively unimportant bes
cause of the harmonization of tax policies. The second part is tied to the
independence of fiscal policy. Governments can rely too heavily o_'v

monetary policy can lead to higher inflation and a depreciation of t
exchange rate. Investors must take such an eventuality into account in
assessing risk. By assessing these three types of risk and by determining
the interest rate of a particular country, financial markets impose a pricé
for not following disciplined macroeconomic policies. i

The current situation in the major industrialized countries

Racette examines the experience of countries with what he consid=
ers undlsmplmed pohc1es——namely the Unlted States, Canada, and th

Japan.
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In the United States in the beginning of the 1980s, the U.S. adopted
Al expansionary fiscal policy in the form of large tax cuts, while at the
sime time the Federal Reserve Board was trying to squeeze inflation
Ihiough a tight monetary policy. This policy produced a strong recovery
uiil n substantial reduction in inflation. It also resulted in a substantial
Iherease in U.S. interest rates relative to the rest of the world and in an
uppreciation of the U.S. dollar which gave rise to a large account deficit.
The Americans thus found themselves facing the problem of the twin
ioficits. The U.S. dollar subsequently depreciated, particularly after the
September 1985 Plaza accord. This did not solve the problem. As Racette
torrectly points out, the solution to the problem requires a reduction in
the budget deficit. The U.S. currently finds itself in a difficult financial
stuation on account of the slowdown, inflationary expectations, the
mvings and loan crisis, junk bonds, and the crisis in real estate. Racette
ubserves that the U.S. has little room to manoeuvre. Budgetary cuts risk
exicerbating the recession. Efforts by the Federal Reserve Bank to lower
short term interest rates result in a drop in the U.S. dollar or an increase
In long-term interest rates. International markets are waiting for a
teduction in the budgetary deficit before reducing the risk premium on
1.5, securities.

My own view is that while there is much that rings true in Racette’s
analysis of the U.S. situation, he overstates his case. An examination of
(he trends in short-term and long-term interest rates over the last year
shows that the Federal Reserve Bank has been able to lower short-term
Interest rates at the same time as long-term interest rates declined and
the U.S. dollar strengthened. Paradoxically, at the same time the U.S.
budget deficit worsened. This would seem to be evidence that the
I'ederal Reserve Bank has perhaps more influence over long-term inter-
st rates than Racette recognizes.

Racette argues that the situation in Canada is currently worse than
In the United States. In 1989 the Canadian external deficit was larger in
per capita terms than that of the United States. Canadian external debt
At 40 percent of GDP is much higher than the U.S. debt at 8 percent.
Unlike in the past when Canada has borrowed abroad to finance devel-
opment of resources and communications (as in the 1950s and 1960s),
the recent Canadian external borrowing has been to finance consump-
tion, and it results in large part from government dissavings. It is thus
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imperative, according to Racette, to reduce the budgetary deficit 'Ef
lower the dependence of the economy on foreign savings. Racett¢
observes that the current interest differential is 400 basis points an
reflects risk premiums and tight money (as of mid July the interest
differential has declined to nearly 300 basis points). He wonders wh :
the differential would become if markets began to worry more abo v"
the monetisation of budget deficits. ‘

In my view, Racette does not glve enough credlt to the hlgh credi

The Bank has pursued a much tighter policy than the Federal Resem
Bank and has been successful at keeping underlying inflationary pre

ical risk stemming from the debate over Quebec’s constitutional future
or economic risk resulting from the huge Ontario budget deficits No-

political risks in contributing to risk premiums in Quebec interest ratess
In the case of the United Kingdom, Racette argues that not only

renounced their monetary independence in appreciation of the benefit§
of participation in European monetary discipline. '

Regarding Japan, Racette observes that the surplus of first private
savingsand then, when private savings weakened, government savingg

were behind Japan’s current account surplus that made Japan a maj“
supplier of funds on international markets in the 1980s. The ]apanes
invested so much in the United States in 1989 that the U.S. dolla r
appreciated relative to the yen. He also remarks that the movement q [
Japanese capital from 1985 to 1990 partially reflected the adjustment d i
portfolios following the removal of restrictions on foreign investment;

The Japanese have become the “world’s key swing investors.” o

The Bélanger-Campeau’s Studies 69

Turning to Germany, Racette, emphasizing the strength of the
discipline on macroeconomic policy, notes that the Bundesbank is re-
nowned for its pursuit of price stability and that the German federal
povernment has the lowest debt in relation to GDP of all the industrial-
I#ed countries. The high rate of savings has resulted in a current account
irplus of around 4 percent of GDP since 1986. In spite of its large
Mirplus, Germany has not played as big of a role in international capital
markets as Japan and has been happy to concentrate its investments in
lurope. In the future, German reunification will require an extraordi-
nary investment of funds. This will reduce the funds available to North
America. Racette cites the low and stable real interest rates in Germany
ih evidence of the benefits Germany derives from policy discipline.

Racette argues that the benefits of monetary indiscipline in terms of
lower interest rates and higher activity are immediate, but in the long
tin, the costs are inflation and a deterioration in economic performance.
International policy coordination is useful as a way of internalizing at
{he national level the international advantages of discipline.

Racette discusses with much interest the Delors plan for European
monetary unification which will evolve from the present system of fixed
jurities to the adoption of a single currency around the year 2000. In this
wiy, he argues, other European currencies can import the credibility of
(he Bundesbank.

Conclusion: the necessity of monetary and fiscal discipline

Racette concludes convincingly that the integration of international
linancial markets over the course of the 1980s has altered profoundly
{he environment in which international monetary authorities operate
and has substantially reduced their room to manoeuvre in the use of
stabilization policy. Financial markets will penalize countries with un-
disciplined macroeconomic policies by imposing risk premiums on
Interest rates or downward pressure on exchange rates. He reports that
his analysis has succeeded in identifying risk premiums for undisci-
plined countries. These premiums will become heavier, he argues,
because of the reduction in the availability of funds from Germany and
[apan and the increased discipline in Europe from the strengthened
Institutional framework.

At the end of his study Racette finally expresses some views on
(Juebec sovereignty. He argues that the European model would be the
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most approprie model to establish a viable and competitive monet,
framework. If n agreement could be reached with Quebec’s nei
bours, in partialar Canada, on a similar monetary framework with a
central bank inependent of governments and a common money, the: n
Quebec wouldenefit immediately from the credibility that the agrees
ment would bng. He recognizes that Quebec would lose its monetary
independence,ut he argues that this would be a relatively small price
to pay compard to the benefits of monetary integration, namely mons
etary credibilit, price stability, exchange rate stability, and minimu n
risk premiumsn interest rates. !

In my viewitis difficult to understand what Racette’s proposal has
to do with Eurpe. In effect, he is indicating his support for a monetary
union with Caada. It is strange that he feels compelled to camouflag -f?
this in terms oa reference to a European model, which does not even
exist yet. A Caada-Quebec monetary union would be quite different
from a Europen monetary union. Only two countries would be i j"
volved and on would be three times as large as the other. This is a far r
cry from a mortary union of twelve countries of relatively less dlspro,

portlonate size.

2) a Quebec currency with a fixed exchange rate in terms of the
Cianadian dollar (pseudo-monetary union with Canada);

3) a Quebec currency with a fixed exchange rate in terms of the U.S.
ollar (pseudo-monetary union with the United States);

4) a Quebec currency with a floating exchange rate.

The common currency option would require Quebec legislation
tecreeing that Canadian money was legal tender in Quebec. Regula-
llons for financial institutions would also need to be harmonized. Fortin
nvisages two possible scenarios for the institutional framework for the
lormulation of a common monetary policy. In the first, a supranational
Quebec-Canada Council would replace the Board of Directors and
Iixecutive Committee of the Bank of Canada and policy could be con-
ducted decentrally through Canadian and Quebec central banks. A
lormula would have to be negotiated on the sharing of the central bank
profits (seigniorage).

Fortin compares his proposal for sharing authority over monetary
policy to the Federal Reserve System of the United States with its board,
open market committee and regional banks. He also cites the Monetary
Union of West Africa and the proposed European community (exclud-
Ing the U.K.) system for the year 2000 as examples of such a system. He
Neglects to point out important differences and problems. The Federal
leserve System answers to only one political authority, the United
Slates government. The West African and proposed European systems
_ Involve the participation of many states of comparable economic and
Bernard Fortirs study provides an excellent discussion of the beneflt - political weight. The proposed Canadian system would involve only
and costs fora svereign Quebec of various different forms of monetary Iwo partners and one would be three times the size of the other. In
integration (or nn-integration) with the rest of Canada. The analysis iy addition, it is quite possible that the separation of Quebec could engen-

. i
the study, whia is more qualitative than quantitative, builds on an der such a backlash in the rest of Canada that it would be impossible to
feach an agreement.

earlier paper prpared by Fortin for the Quebec Ministry of Intergov ‘
That Canada could refuse to share authority over monetary policy

ernmental Affas on the same topic (B. Fortin, 1979).

Inacknowledged by Fortin. In this case, he argues, Quebec could always
opt for something like the status quo. Quebec could still use Canadian
money and leave the Bank of Canada to formulate the monetary policy
0f the monetary union. Quebec banks could continue to hold their
feserves as deposits with the Bank of Canada. Fortin argues that the
foserves and currency would be, in effect, debt of the Canadian govern-
ment on which no interest was paid. As such, it would be a disguised

Study 6

“The Monetar Options of a Sovereign Quebec,” by Bernard Fortin v
(Commission, 1991b, pp.283-302)

The monetar options of a sovereign Quebec

Fortin consiers four options. They are listed in order of the degre@
of monetary intgration with Canada: /

1) a comma currency with Canada with or without participatio
in the formulatin of monetary policy (pure monetary union);
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might object to particular formulas for profit sharing, there would b :-‘
critical share above Wthh it would be in Canada s mterest to agree

to go along with it. Yet, if Canada did not agree, it would be relativels
simple to prevent Quebec from using Canadian currency as legal tender
Canada could refuse to provide Quebec with the needed supplies of coif
and cumency. Canada could mtroduce a law which prevents md1v1d

reserves at the Bank of Canada. Canada could prevent Canadian finan
cial institutions from acting as clearing agencies for Quebec financial
institutions. It is misleading to create the impression that a monetary
union could result from a unilateral decision of Quebec. Canada would

the division of the public debt, were settled to Canada s satisfaction. -

The second and third option of fixed exchange rate pegged to the
Canadian dollar would require the creation of a Quebec central banki
Monetary policy would have to be conducted so as to preserve the fixed

parity.

flexibility could be greater or less and would be mﬂuenced by t ,

intervention of the central bank on the foreign exchange market and by
the monetary and fiscal policy adopted by the government.

The costs of a separate currency for Quebec
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lillow three types of costs in Quebec-Canada transactions: 1) transaction
fonts stemming from the need to convert currencies, 2) accounting costs
flom the necessity to calculate prices in Canadian and Quebec currency,
anil 3) costs of risk and uncertainty associated with unexpected fluctu-
utlons in the exchange rate. He acknowledges that while it is difficult to
(Juantify these costs, the costs are not negligible. They would be mini-
mized under option two of the fixed exchange rate and be much higher
I option four of the floating exchange rate.

The annual additional accounting and transaction costs resulting
from the use of separate currencies in the European Community is
around 1 percent of GDP. Fortin estimates that, taking account of the
Ielative magnitude of Quebec trade, the additional costs of a separate
tirrency in Quebec would be 0.6 percent of GDP—one billion dollars
I 1990. Using a 5 percent real interest rate and a 2.5 percent long-term
prowth rate for Quebec, he estimates that the present value of the
additional costs would be $40 billion, a far from negligible figure.
Canada would also experience considerable additional costs if Quebec
were to introduce a separate currency.

But the estimate of the additional costs of a separate currency for
Luebec provided by Fortin is only the roughest of figures. Fortin does
not even explain the basis of his calculation. Much more work would be
Iequired before any confidence could be attached to his estimate.

Fortin cites evidence from recent studies to show that future mar-
kets in currency only protect imperfectly against exchange risk and
Involve significant transaction costs. He argues that exchange risk is
[hus translated into an increase in transaction costs and into risk premi-
ms in interest rates. This represents not.only static costs, but also
lynamic costs, with negative effects on economic growth. In the longer
run, increases in interest rates reduce the stock of physical and human
tapital in the economy.

Fortin also argues that increased transaction costs cause inefficien-
tles in the same way that imposing tariffs does. It would be difficult, he
argues, to have a common market without a monetary union.

The benefits of a separate currency for Quebec

In his discussion of the benefits of a separate Quebec currency,
Fortin distinguishes between the transition period and the long run.
Fortin argues that in the transition period Quebec would have to have
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a stable exchange rate to gain confidence in the new Quebec curren
There would thus not be much room for an autonomous monetar
policy. A separate currency for Quebec would entail costs, but bnng
benefits other than information on monetary aggregates. p
Fortin considers the advantages of a separate currency once confl
dence is established. Fluctuations in the exchange rate can absorb as
metric shocks which affect the economy, but, he argues, this advantagg
should not be exaggerated in the case of a small open economy such a
Quebec i

significant impact on the standard of living, but only on inflation. He
also warns that an expansionary monetary policy will ralse—nq
lower—interest rates. It is only when monetary policy is not credlbtk
and can fool expectations that it can have an impact on the real secto
of the economy. Fortin concludes that because of subjective and volatilg
variables, it is impossible to predict the impact of monetary policy.

Fortin cites the weak relation between the rate of growth of mong A

of the monetary aggregates. \
While I share Fortin’s long run objective for monetary policy, I think
that the short run conduct of monetary pohcy is much more dxfflcul f

Canada. j
Concerning the role of monetary policy in government finance,
Fortin makes the valid point that financing government deficits by
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printing money is equivalent to a tax on the holders of government debt.
IHe argues that such a tax is inefficient and undemocratic.

According to Fortin, an independent monetary policy would enable
Duebec to have a more stable and less inflationary monetary policy than
that of the Bank of Canada. But inflation has been relatively low in
( anada since 1983 and, to the extent the anti-inflationary policy of the
Hank of Canada is pursued and becomes more credible, it will be
possible in the long run to achieve a reduction in inflation without an
Increase in unemployment. Fortin acknowledges that, while it is possi-
ble for Quebec to pursue a less inflationary monetary policy, it is not
rertain.

The other possible advantage for Quebec of a floating exchange rate
would be to allow an adjustment in the external value of the currency
In response to external shocks such as changes in demand for exports.
lortin distinguishes between shocks that affect the Quebec and Cana-
lan economies similarly and differently. He argues that devaluing
currency in response to similar shock would be an attempt to export
unemployment to Canada, which could lead to self-defeating reprisals.

On the other hand, Fortin argues that a depreciation in response to
i shock which only reduces the demand for Quebec exports could
lucilitate the process of adjustment of Quebec’s real exchange rate in the
lace of nominal wage rigidities. This could reduce any temporary un-
employment created by the shock. The advantage of exchange rate
adjustment would depend on the availability of alternative methods of
adjustment. Fortin cites with approval a Bank of Canada study which
shows that the terms of exchange between Canadian regions are already
(uite flexible. Furthermore, the mobility of factors, especially labour,
can mitigate the impact of any shock.

Fortin fails to make the case that the limited mobility of francophone
(Quebec labour implies a greater role for exchange rate fluctuations in
lostering adjustment in Quebec than in the rest of Canada where labour
{8 more mobile.

Fortin’s overall conclusion on the benefits of a separate currency for
(Quebec is that they are limited to a certain autonomy in carrying out
anti-inflationary policies and in using of the exchange rate to increase
the rapidity of adjustment to external shocks.
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Monetary union with the United States

Fortin asks whether a monetary union or pseudo-union with t Y
United States would be preferable to one with Canada. In response, he
makes six points: ]

free trade, Quebec is far from having a common market with the U.S.
2) Quebec has a much higher volume of transactions with Cana "
3) The transition costs of a monetary union with the U.S. would be
greater than the costs of a union with Canada. ]
4) Quebec is more likely to experience shocks which do not affec
the Umted States than those which do not affect Canada I

since 1980 if it had been in a monetary union with the United States, b t
itis necessary to determine if Quebec was subjected to more inflationa
shocks during that period.

6) Some have suggested that a monetary union with the Unite “'
States would result in lower interest rates for Quebec, but the interest
rates are similar if one accounts for exchange rate expectations.

Fortin interprets these points as favouring a Quebec-Canada mon-=
etary union.

Conclusion

Fortin’s conclusion is that a pure monetary union with Canada is
the most advantageous option for a sovereign Quebec since it wll'
simplify calculations and help to preserve the integration of markets.
This option would be most advantageous for Canada to avoid an
increase in the costs of exchange with Quebec. While sovereigntists may:
see thisas anargument in favour of sovereignty-association, itis an even:

stronger argument in favour of a continuation of a federalist syste ‘
given the uncertainty of a continued monetary union if Quebec were to
separate. 1

The cost to Quebec of not running an autonomous monetary policy:

and not floating its exchange rate are regarded by Fortin as of limited

problems caused by the lesser degree of labour mobility in Quebec.

The Bélanger-Campeau’s Studies 77

Fortin does not see much justification for a fixed exchange rate with
L anada. It would introduce transaction costs and exchange rate risk. Its
unly advantage is that statistics could be collected on the financial flows
und stocks for Quebec. He regards this option as a fall-back position if
Uuebec and Canada could not agree on a monetary union.

The option of a fixed rate pegged to the U.S. dollar is considered to
lw viable by Fortin. But he sees it as less advantageous to Quebec than
i lixed rate pegged to the Canadian dollar because of the lesser volume
ol trade and greater dissimilarities between the two economies.

Fortin does raise the interesting possibility that a North American
monetary block with a common currency could become the preferred
monetary optionin the near future, thereby favouring the development
ol a real North American Common market. Fortin’s rather convincing
iiscussion of the benefits of a monetary union between Quebec and
Canada also suggests that a Canada-U.S. monetary union would be
heneficial from an economic point of view. The politics of such a
monetary union would, of course, be another story. But, in any event, a
North American monetary union is much more likely if Quebec remains
partof Canada then atleast two of the three possible partnersare already
iining the same currency. A movement to monetary integration is not
likely to be best served by a breakup of Canada.

Study 7
“An Analysis Of The Fiscal And Budgetary Activities Of The Federal
(iovernment: The Evolution And Interprovincial Comparisons,” By

The Secretariat :
(Commission, 1991b, pp.303-352)

This study, prepared by the secretariat of the commission, provides
estimates of the interprovincial breakdown of federal government ex-
penditures, revenues and budget balances for the five Canadian regions.
These data are frequently used indicators of the costs and benefits of
Confederation. The secretariat utilizes the data from the provincial
tconomic accounts because they are the only available data broken
down by province. The data cover the 1961 to 1988 period. The secretar-
lat also makes comparisons with fiscal balance data provided to the
Commission by the Desjardin movement, the Parti Québécois, the Con-
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seilduPatronatdu Québec, the Asociatn desiconomistes Québég ‘ )
and other studies. ]

Methodology

The secretariat makes some ajustrents tthe provincial accot
data to eliminate certain biases inhe dza:
* Federal sales tax, excise axes ad cutoms duties are ref
cated on the basis of conamptin ratbr than production.
* Investment income is exaded ince idoes not reflect obli
tory tax revenue, but volntaryransasions. Y
*  Publicdebtchargesare excidedbecaus they reflect volunte a
transactions.
* Tax point transfers are tresed afiscal tinsfers. :
o Onl import subsidies and exortixes areliminated to facili "‘_‘j

ances. The approach chosen by theomission ubstantially underes
timates the magnitude of the transfcs frm the Pairie region to the resf
of Canada, thereby underestimatin Quoec’s fical benefits from 191,.

of slight bias.

From a methodological point cviey, one cthe main difference ‘
from other approaches is that no enlicit djustient is made to eli
nate the deficit. Instead, the adjustrents temseles tend to reduce the
magnitude of the deficit and the aaistedorreed balances are coms
pared with the national average. Thiis, inffect, n implicit adjustment
for the deficit.

Expenditures

The secretariat analyses the disibutin of ech major category O [
federal spending separately. Quebe has tway®enefitted least from!
federal expenditures on goods ancservies in pite of the Nationa i
Capital Region’s presence in Quebe. A reent stdy by the Council of
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loral employment creation expenditures have been the lowest. An-
ther recent study by the Quebec Ministry of Industry, Commerce and

Tihnology concluded that, in taking account of total research and
Uevelopmentexpenditures, Quebecand Alberta had a negative balance.

In spite of its high share of unemployment insurance benefits,

Llliebee’s share of transfers to persons is only the same in 1988 as its

ipulation share. The secretariat attributes this to the under-represen-

lon in Quebec of individuals eligible for family allowances and of
Velerans and public servants in receipt of pensions. The improvement
I Quebec since the mid-1960s can be explained by the increase in old
M pensions resulting from the greater numbers of old age pensioners
i the Quebec population and from the introduction of the Guaranteed
lcome Supplement.

T'he secretariat notes that Quebec maintained its population share
ul transfers to business from 1967 to 1981, but since 1981 Quebec’s share
luw fallen sharply and has not gone above 60 percent of the national
average. As an equalization-receiving province, Quebec has received a
share of fiscal transfers to governments above its demographic weight
and about 25 percent above the national average.

The secretariat concludes that Quebec’s share of federal expendi-
lures has been systematically below its demographic weight since 1961
ucept for the years 1978, 1980 and 1983. But in my view, two additional
joints are worth noting. First, from 1978 to 1983, Quebec’s shares are
very close to the national average. Second, shares of expenditure are not
un pood an indicator of the benefit Quebec derives from the federal
jovernment as the fiscal balance, which also takes into account reve-
nues, is.

Budget balances

From 1961 to 1974, the secretariat states, the federal government was
able to maintain its corrected budget balance at the national level in a
surplus position. From 1974 to 1978, inflation increased spending more
[han revenues and caused a major swing into deficit. From 1979 to 1981,
(he federal government was able to bring its position back towards
balance. The 1982 recession turned the situation around again and
produced an unprecedented deficit by 1984. Fiscal restraint after 1984
brought the deficit back to surplus by 1988.




Canadian regions in relation to the national average is shown in table:
Figure 1 provides a graph of the same information. 1

According to the secretariat, the data demonstrate that until the on
of the 1960s, Quebec contributed proportionally more than other 1

reversed in 1968, after which Quebec recorded a net fiscal gain whil
steadily increased from $55 per capita in 1969 to $818 in 1982 (still w
below the gain of the Atlantic provinces). The economic recovery aft
1983 and federal fiscal restraint reduced the net gain substantially #
$409 in 1988. The 1988 net gain per capita is 40 percent less than that¢
the Prairies and only one eighth of that of the Atlantic proving
According to the secretariat, these results conflrm other studles 1

but a net beneficiary from the beginning of the 1970s, with a 51gn1f1
reduction in benefits since 1983.

Two points are worth making about the secretariat’s estimates an
conclusions. First, by excluding the oil import subsidy and export ’
and the related transfers from the Prairies to the rest of Canada (whi'“:'
kept the domestic price of oil below the world price from 1973 to 1985
the secretariatignores a massive transfer to Quebec mandated by fedey'
government policy. At its peak in 1981, this transfer was worth $5 to
billion or approximately $800 per capita. Second, the secretariat fails
mention the large absolute magnitude of the transfers in 1988. A n
fiscal gain of $409 per capita in 1988 is $2.7 billion dollars, a substanti i
amount by anyone’s reckoning. '

Limits of the analysis

The secretariat warns that fiscal analysis does not shed light on th
global regional incidence of all federal economic interventions. Ni
does fiscal analy51s reveal what the impact on Quebec public ﬁnan.‘

all regions of Canada derive from sharing economic space.
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TABLE 7
I'lIR CAPITA FISCAL GAIN GAP IN RELATION TO THE
- NATIONAL AVERAGE

Vear Gap

Atlantic Quebec  Ontario Prairies B.C.
1961 $1,067 ($163) ($286) $227 ($64)
1962 $1,103 ($153) ($260) $256 ($256)
1063 $1,125 ($119) ($268) $207 ($264)
1964 $1,180 ($64) ($316) $197 ($316)
1965 $1,302 ($17) ($386) $224 ($344)
1966 $1,364 ($40) ($344) $186 ($372)
1967 $1,542 $0 ($368) $114 ($436)
1068 $1,634 $55 ($440) $143 ($473)
1069 $1,775 $133 ($515) $203 ($627)
1070 $1,605 $141 ($509) $221 ($503)
1971 $1,751 $230 ($580) $224  ($593)
1972 $1,839 $276 ($611) $193 ($626)
1973 $1,998 $302 ($606) $161 ($786)
1974 $2,164 $379 ($609) ($74) ($734)
1975 $2,243 $386 ($453) ($532) ($641)
1076 $2.476 $353 ($460) ($586) ($639)
1977 $2,687 $396 ($501) ($678) ($631)
1978 $2,773 $522 ($610) ($621) ($702)
1979 $2,626 $490 ($545) ($586) ($738)
1980 $2,719 $498 ($471) (8753) ($778)
1981 $2,853 $670 ($443)  ($1,130) ($762)
1982 $2,969 $818 ($535)  ($1,387) ($459)
1083 $3,092 $754 ($686)  ($1,113) ($333)
1084 $3,302 $675 ($807) ($936) ($209)
1085 $3,510 $631 ($897) ($825) ($139)
1986 $3,406 $447  ($1,199) $144 ($136)
1987 $3,138 $366  ($1,290) $693 ($254)
1088 $3,271 $409  ($1,337) $687 ($231)

Note: A number in parenthesis indicates a fiscal gain inferior to the national average.
fource: Commission sur I’avenir politique et constitutionnel du Québec (1991b, p.335).
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Study 8

FIGURE 1 4

CORRECTED BUDGETARY BALANCE GAP IN RELATION TO “T'he Presence of the Federal Government in Quebec: Federal Trans-

THE NATIONAL AVERAGE ‘ fer Programs to the Provinces, the Functioning and Recent Evolution,”
by the Ministry of Finance of Quebec

(Commission, 1991b, pp.353-391)

4 I'repared by the Quebec Ministry of Finance, this study provides back-

yround information on the importance to Quebec of federal transfer
programs to the provinces. The first five sections of the study provide a
hrlef description of the programs accompanied by tables and graphs
presenting the financial data. The final section, which is of most interest,
lulses some problems with the programs from the point of view of the
LDuebec government operating within the current federal structure. The
ministry’s study does not address the broader issues of the relevance of
luderal transfers for the desirability of renewed federalism or sover-
plgnty.

The ministry lists the most important federal transfer programs,
nich as the established programs financing, equalization, and the Can-
ndn Assistance Plan, which transferred $4.6 billion, $3.7 billion, and $1.7
hillion respectively to Quebec in 1989-90. The total amount of federal
Iransfers received by Quebec in 1989-90 was $10.6 billion out of total
loderal transfers of $35.2 billion. Federal transfers to Quebec have
aagnated since 1983-84, falling from 28.9 percent of GDP in 1983-84 to
1.6 percent in 1989-90. But I find these data misleading because they
lclude only cash transfers and ignore the transfer of tax points which
lurm a larger part of the transfer programs for Quebec than the other
jrovinces because of opting out. The value of these tax points has been
sleadily increasing.

According to the study 43 percent of the transfers go to the three
wealthiest provinces and only 57 percent to the remaining seven prov-
Inces, including Quebec. Because Quebec receives an extra 16.5 percent
ubatement of personal income tax points, the study’s authors argue, the
portion of cash transfers is less important in Quebec than in other
jirovinces.

The Quebec Ministry of Finance discusses the financing of the
lulablished Programs Financing Program, which provides funding for
hoalth and post-secondary education and reviews the evolution of
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I
transfers. It presents the formula for the total federal contributio)
($212.65 in 1975-76, which is indexed annually according to the er'
tion of GNP, taking into account some limitations in specific years, an
then multiplied by the Quebec population) and the subtraction of t
points. The study provides estimates of the impact of federal cutbac
in established programs financing from 1982-83 to 1990-91. The cumi
lative impact of the cuts was estimated to be $14.6 billion for Canadk
and $3.8 billion for Quebec. In 1990-91 alone the cuts were estlmatecl$
be $5.1 billion for Canada and $1.3 billion for Quebec. The study ma ;',
the important point that, given the reduction in the rate of increase @
established programs financing, after seven or eight years cash transf
to Quebec will first disappear and then turn negative. But the reducti 0!
in transfers will reduce the federal share of funding of health @
post-secondary education to 37 percent in 1990-91 from 47.9 percenb '
1977-78 while maintaining constraints on provincial management\
these programs. -

Next, the Quebec Ministry of Finance describes the workings of h
equalization formula, which raises the fiscal capacity of provinces uj
towards the level of the five provinces making up the standard (Quebet
Ontario, Manitoba, Saskatchewan, and British Columbia). In 1989-9
Quebec’s equalization entitlements were $3.6 billion out of a total of $7
billion, which represents $533 per capita in Quebec compared to &
average of $705 for recipient provinces. Unfortunately, the minisit
argues, a ceiling limiting the increase of equalization to the cumulatiy
growth of GNP will result in a $1,238 million reduction in total equal
ization in 1990-91, out of which Quebec will lose $749 million. They a.[ !
note that, even after equalization, a gap of 13.8 percentin fiscal capagi
exists and will be increased to 15.7 percent by the ceiling. i

The ministry argues that federal transfer programs increasing
favour the better off provinces. As evidence, the ministry cites the fa
that from 1984 to 1988 transfers grew at an annual average rate of 7
percent for non-equalization receiving provinces compared to 5.7 .‘_'
cent for equalization receiving provinces (and 8.1 percent for Ontaf
versus 3.5 percent for Quebec). This is attributed to four factors:

1) Cost sharing favours provinces which have a greater capaci /|
spend.

Fl
I
)
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2) The cuts in established programs financing have been made on
AN equal per capita basis.

3) The less well-off provinces have had to increase their tax rates
more than the other provinces.

4) Once the equalization ceiling was reached, the equalization re-
telving provinces have not received equalization for the tax increases.

The ministry neglects to acknowledge that the federal government
has made some efforts to accommodate the less well-off provinces by
applying the 5 per-cent limit only for increases in Canada Assistance
I'lan payments to non-equalization receiving provinces. Also, itis worth
noting that restraining the increase in equalization to the growth of GNP
tannot be considered severe restraint. Equalization would have grown
more rapidly than GNP because of tax increases in the five provinces
Included in the standard, particularly Ontario. The slow growth of
#ualization in Quebec over the period stemmed in part from the end
In 1985-86 of transitional payments which had been introduced to
smooth the move to the 1982 equalization formula. Thus, the growth of
tualization during this period does not reflect the longer run growth
which would be generated by the formula. In my view, the ministry
nverstates its case, but still makes some valid points.

The ministry concludes that transfer programs need to be reviewed
I Improve redistribution and to stop impeding provinces” efforts to
manage their expenditures through shared cost programs and stan-
tlards. This is a federalist conclusion—in no way can it be interpreted as
sovereigntist. Almost any other equalization receiving province might
make the same argument.

Study 9

“ A Pro Forma Analysis of Public Finances Under the Hypothesis of
Quebec Sovereignty,” by the Secretariat
(Commission, 1991b, pp.393-562)

I'his study, which was prepared by the secretariat of the commission,
tarries out a pro forma analysis of the public finances of a sovereign
Luecbec using 1990-91 as the reference year. Pro forma analysis is a
lochnique used by accountants to prepare estimates of the financial
satements of enterprises’ performance under certain hypothetical as-
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sumptions. It is usually, as it is in this study, complemented by se
tivity analysis involving a base case and alternative scenarios.

The secretariat assumes that all of the revenues currently ralsed"
the federal government in Quebec would become revenues of
Quebec government and that all expenditures made by the feder:
government in Quebec would be assumed by the Quebec governme’f-
Theanalysis clearly distinguishes the impact of the sharing of assets an
liabilities. The secretariat acknowledges the obvious: there would ha
to be negotiations to settle this question, and it is impossible to know

advance their result.
Pro forma balance sheet of the federal government

The secretariat proposes a method to construct a pro forma balang

for the provision of order of magnitude estimates of the elements in thi
balance. Pension liabilities and all other assets and liabilities are treate

Auditor General, the Nielsen Report, and an exploratory study carrii‘
out for the commission by the accounting firm, Raymond, Chabg
Martin, Paré & Cie. ‘

Table 8 shows the balance sheet prepared by the secretariat for thi
federal government’s non-pension assets and liabilities. It is consoll
dated with the Bank of Canada’s balance sheet. A few explanator
comments might be useful. The stars (*) indicate the categories ¢
financial assets for which the secretariat has adjusted the Public
counts data because of additional information. The $72 billion esti
for the value of non-financial assets is based on the Nielsen Report’s§
billion estimate for 1984 and then scaled up to reflect the growth in th
federal government’s capital stock to 1990. The accumulated de ‘j
reflects the difference between assets and liabilities. Pension hablllti
which are not included in the table, amounted to $70,997 million as @
March 31, 1990. 1

DRFICIT
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TABLE 8

P'"RO FORMA BALANCE SHEET OF THE FEDERAL
LOVERNMENT FOR THE PURPOSE OF SUCCESSION

O STATES AS OF MARCH 31, 1990
{Millions of Dollars)
-
ASSETS LIABILITIES
FINANCIAL ASSETS* 57,195 1) Currency in
circulation 19,404
I} Exchange Fund and
Foreign Currency 2) Bank deposits 3,082
Accounts* 21,228
1) Loans, investments 3) Unmatured debt held outside
and advances and of government accounts
surplus of crown (excluding the Bank of
corporations* 26,312 Canada) 272,976
1) Accountsreceivable* 5,993 -Treasury bills 106,890
-Marketable bonds 121,659
1) Fundsin transit 2,136 -Non-marketable
bonds 42,804
-Canada bills 1,446
%) Otherassets 1,526 -Notes and loans 177
4) Other Liabilities 34,127
NON-FINANCIAL
ABSETS* 72,000
TOTAL ASSETS 129,195
ACCUMULATED
DUFICIT** 200,394
TOTAL OF ASSETS
AND ACCUMULATED
329,589  TOTAL LIABILITIES 329,589

' Ailjusted amounts.

* Avcumulated deficit equals liabilities minus financial and non-financial assets. It is a
tuncept taken from “A Study on Federal Government Financial Reporting,” a joint study
ul the Office of the Auditor General of Canada and the United States General Accounting
Ulfiee, March 1986.

Bulirce: Commission sur avenir politique et constitutionnel du Québec (1991b, p.415).
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mich higher than per capita share of federal assets. The cumulative net
lding from the federal government in Quebec (the Provincial Eco-
Hiinic Accounts equivalent of the federal deficit in Quebec) from 1961
1 1989 was equal to 30 9 percent of the total compared to a population
~ e of 25.4 percent.!

The specific quantitative estimate prepared by the secretariat is
laned on the Provincial Economic Accounts data on the provincial
dlstribution of tax revenues. Inconsistent with the analysis in the
Miretariat’s study 7 and the analysis later in this study, no adjustment
I imade to the data to distribute certain indirect tax revenue based on
sinsumption instead of production. In calculating Quebec’s share, the
period after the 1972 tax reform is used. The final figure after an
wljustment for the special Quebec abatements is 22.8 percent (table 9).
~ Ihe secretariat estimates that, by adding up the shares of the three
thmponents of assets, Quebec’s share of total assets would be 18.5
porcent.

To estimate Quebec’s share of liabilities if there were no formal
monetary union between Quebec and Canada, the secretariat assumes
thit Quebec would still use the Canadian dollar as legal tender. The
Wiretariat argues that in this case, where there would be no formal
sharing of Bank of Canada profits, the division of the debt should
iiclude that part of the debt held by the Bank of Canada. The secretariat
ihus applies its estimated 18.5 percent share of assets to the federal
lon-pension fund liabilities net of debt held by the Bank of Canada to
yleld an estimate of Quebec’s share of non-pension fund liabilities (table
1)), According to the secretariat, the government of Quebec would have
I assume the interest only on the debt. The debt itself would remain an
nbligation of the federal government, and Quebec would only assume
{he obligations based on a schedule to be negotiated.

Quebec’s share of pension fund liabilities was calculated by the
Jicretariat based on the proportion of federal employees working in
Diiecbec. The share was estimated separately for each federal pension
luind; the total share amounts to 13.3 percent. This low pension share
pulls down the Quebec share of total financial liabilities, including
jension funds, to 17.5 percent. In my view, the pension liabilities of the
lideral government represent payments for past consumption of gov-
sinment services provided by public servants. As such, there is no

Quebec’s share of the federal balance sheet

considered is the accumulated deficit, which is not really an assi
Furthermore, since the debt was not incurred to purchase assets,
is no reason why the debt split should be based on asset shares. =

For financial assets, the secretariat lists the assets that Quebec woull

as shown in table 9, which depresses Quebec’s share of assets. .
With respect to federal non-financial assets, the secretariat assum

in Canada and elsewhere in the world. Since estimates of the geographis
distribution of the value of these assets were not available, data fro
the Canadian Tax Foundation on the distribution of transfers to muni¢

higher in Quebec. These deficits could be considered net benefits p “
chased on credit which Quebec derived from Confederation. If Quebés
were to decide to leave, it should pay back these benefits, resulting in@
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reason why they should be treated any differently than other goveé In my view, the methodology proposed by the secretariat is arbi-
ment liabilities. The location of the public servants entitled to | Iy it results in an unacceptably low 17.5 percent share of federal
pensions should be irrelevant. liabilities for Quebec. A fairer approach would be to agree to a global
- Whare based on population. All assets and liabilities would have to be

TABLE9 — Wiluated. The specific assets or shares of specific assets taken by each
QUEBEC’S SHARE OF TOTAL FEDERAL GOVERNMENT ASS\“ | party would then have to be negotiated. The value of the specific asset
AS OF MARCH 31, 1990 ¢ ftansfers should be tallied up and the appropriate amount of liabilities,
(Millions of Dollars) Which would be necessary to equalize the per capita value of liabilities
‘ = et of assets of each party, would have to be transferred as a final
BASE SCENARIO A Share of Queb Soltlement. This method would have the advantage of not being based
Value of i the existing arbitrary geographic distribution of assets.
Assets in the a :
Balance Sheet % of 3
of Succession**  Assets Amok JeLE 10
& QUEBEC’S SHARE IN THE LIABILITIES OF THE FEDERAL
¢ )

I AP 2O (OVERNMENT AS OF MARCH 31, 1990
1) Exchaf\g(? opera'hons accou'nts and A BMillions of Dollars) ‘

deposits in foreign currencies 21,228 0.0 -
2) Loans, investments and advances and ,

, HASE SCENARIO (A
surpluses of crown corporations 26,312 8.2% o NI SHateg) Quebee
. Liabilities in the
3) Accounts receivable 5,993 0.0 Balance Sheet % of
4) Fundsin transit 2,136 0.0 of Succession* Liabilities Amount
5) Other financial assets 1,526 0.0 MONETARY LIABILITIES
NON-FINANCIAL ASSETS 72,000 18.0 - Currency in circulation 19,404 Variations in Quebec’s
TOTAL ASSETS 129,195 117 Share would be deter-
ACCUMULATED DEFICIT 200394 2238 mined by the balance
of payments of Quebec
TOTAL 329,589 18.5* Bank deposits 3,082
*Percentage deducted from the amounts. Total Monetary Liabilities 24,486
** See table 8.
b J
Source: Commission sur Iavenir politique et constitutionnel du Québec (199 HINANCIAL LIABILITIES
p.427). - Unmatured Debt outstanding
b (excluding holdings of the

The impact of the secretariat's proposed sharing of assets a Bank of Canada) 272,976 18.5 50,500
liabilities on revenues and expenditures is provided in table 11. Tl - Other liabilities 34,127 18.5 6,314
additional revenue of $40 million is relatively small because of Total Financial Liabilities 307,103 185 56,814

of $7.1 billion would have a major impact on the budgetary positio' o H(l/]l 1‘ rlc)e: Commission sur l'avenir politique et constitutionnel du Québec (1991b,
\ 1.4 Q0
the Quebec government. !
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- Inestimating Quebec’s share of expenditures, the secretariat distin-
Blilshed three categories:
1) the public debt charges which was distributed based on Quebec’s
“AWsumed share of the debt;

2) federal transfers to the provinces, which would not be an expen-
iture for Quebec, but a lost revenue;

TABLE 11
IMPACTS OF SHARING THE BALANCE SHEET OF SUCCES% '
ON THE BALANCE SHEET, REVENUES AND EXPENDITURES!
THE GOVERNMENT OF QUEBEC (Millions of Dollars)

BASE SCENARIO A ek on e paction np :1‘) other fede'ral expenditures. :
balance sheet budgetary budgetz? I'he secretariat allocated other federal expenditures based on an
of Quebec  revenues expenditun Alessment of how much of a given program provided services to
SHARING OF ASSETS ! Dliebeckers, on indicators such as the distribution of population or GDP
- Financial assets 2,169 40 Where no information was available, and on the expenditures of other

Cinistries and agencies attributable to Quebec for central agencies.

By adding up of Quebec’s share of spending of all the ministriesand
Ajencies, the secretariat estimates that Quebec would have to assume
414,163 million in additional expenditures or 22 percent of total federal

- Non-financial assets 12,960

15 120%1 40 penditures. This estimate does not include the additional public debt
SHARING OF LIABILITIES l!hm';?cs resulﬁng from t}.Ie division of asset.s and liabiliti-es.
At red dabt The secretariat considered two scenarios. In scenario one no cost
outstanding (excluding svings from rationalization were assumed. In scenario two, based on
(excluding holdings of g Wilimates of Quebec and federal costs per employee or taxpayer in
the Ban1‘< Of‘ ('Za'mada) 50,50 144 ilansport, communication and revenue collection, the secretariat calcu-
- Other Liabilities 6,314 939 Iated that $522 million could be saved.
- Pension funds %64%0 7104 Table 13 provides the pro forma summary financial statement of
Total g {

Luebec which incorporate the estimates of increases in revenues and
#penditures but exclude any increase in public debt charges resulting
flom the distribution of assets and liabilities under both scenarios. The
Micretariat estimates the Quebec budgetary deficit would be increased
by $499 million under scenario one and only $23 million under scenario
IWo, for an average increase of $238 million. Using the Provincial
liconomic Accounts which suggested that the federal government’s
Mjusted net balance in Quebec would be a net fiscal gain of $2.7 billion,
It difficult to reconcile these small increases with the secretariat’s own
Analysis for 1988. It would appear that there are some federal expendi-
llires revenues affecting Quebec which are not being taken properly into

ficount in the secretariat’s estimate of the increase in the budgetary
toficit.

Source: Commission sur I’avenir politique et constitutionnel du Québec (1 ,f‘
p-435. .
The estimation of Quebec’s share of federal revenues and expenditur@
before the division of assets and liabilities :

The secretariat calculated Quebec’s sbare of federal revenug
applying the Quebec share of revenues in 1989 from. the Prov\‘l y
Economic Accounts to federal revenues from the Public Accoun &
1990-91. Using the interprovincial distribution of consumer cHigy
tures and the tax base of the Goods and Services Tax, an ad]ust.ment
made to distribute certain indirect taxes based on consufnptlo.n r“
than production. The result was an estimated $24,461 million mcrf
in Quebec revenues, amounting to 20.3 percent of total federal g?
ment budgetary revenues.
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TABLE 12 Wiebec's pro forma financial operations after sharing assets

unil liabilities

Ihe secretariat estimates that, after taking into account the increase
pllhllc debt charges of $7,064 million, Quebec’s budgetary deficit
Wil increase from $2,218 million to $9,282 million. Financial require-
Uil would increase by only $6,480 to $7,455 million because there
Jild be a $822 million non-budgetary source of funds from Quebec’s
litlonal expenditures to public sector pensions.

BUDGETARY BALANCE BEFORE SHARING THE BAL_"
SHEET OF SUCCESSION 1990-91 FISCAL YEAR
(Millions of Dollars)

BUDGETARY REVENUES ‘ 10 estimate Quebec’s budgetary position, the secretariat assumes

Actual Budgetary Revenues 831570\ 33,571 I 19.5 percent of liabilities are assumed by Quebec (scenario B), or

Less: Revenues transferred | 17 percent of liabilities are assumed by Quebec (scenario C), or, in

from the Federal Government 6,797 6,797 hase case, that 18.5 percentare assumed by Quebec (scenario A). This

Plus: Revenues recovered 24461 24461 lutlvely minor range of variation in assumptions never approaches the

PRO FORMA TOTAL REVENUES 51235 51,235 Jpulation share of 25.4 percent—a reasonable, if not the most reason-

iy, alternative. In my view, ignoring the more difficult scenarios

BUDGETARY EXPENDITURES Jnkes the secretariat’s sensitivity analysis highly misleading: it gives

Actual Budgetary Expenditures 35551 35,551 Ulibeckers a falsely rosy picture of what a sovereign Quebec may face.
Plus: Additional Expenditures 18,163 17,641 Nuvertheless, the secretariat’s estimates are presented in table 13.

The secretariat provides its estimates of the deficit and debt of both
- Duebec and Canada if Quebec were to become sovereign (table 14). The
Ulebec deficit would increase from 1.2 percent to 5.8 percent of GDP.
Liebec debt as a percentage of GDP would increase from 26.4 percent
1 63,9 percent.

In spite of the important share of the public debt assumed by
Luebec, the secretariat argues Quebec’s financial position would be
hetter than Canada’s. Quebec’s debt to GDP ratio would only be 63.9
percent, compared to 72.1 percent for Canada. This surprising result
nerits some explanation. The secretariat notes that Canada would keep
i proportionally larger part of the federal government’s assets and
lence a larger part of the debt. This is, of course, true. Assets are so much
smaller than debt that a proportionally larger share of both adds up to
AN increase in the debt burden. In effect, the secretariat is proposing to
lsave Canada with a disproportionate share of the debt burden. It is no
wonder that the financial position of Quebec improves and Canada
(leteriorates. Because the province of Quebec already hasa much higher
(lebt ratio than the other provinces (26.4 percent of GDP compared to
13,7 percent of GDP, according to the secretariat’s figures), the increase

PRO FORMA TOTAL EXPENDITURES 53,714 53,192

BUDGETARY BALANCE
Actual Budgetary Balance -1,980  -1,980

Impact on Budgetary Balance
before sharing the Balance
Sheet of Succession -499 +23

PRO FORMA BUDGETARY BALANCE
BEFORE SHARING THE BALANCE
SHEET OF SUCCESSION 2479  -1,957

Source: Commission sur I’avenir politique et constitutionnel du Québec (198
p471).
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{ut has omitted some component of debt for Quebec and Canada in
tumparisons. The most likely candidate for exclusion is municipal
i, but they could have also inappropriately accounted for pension

lilities. The secretariat’s international comparisons demonstrate only
il [t would be possible for Quebec to maintain an average debt level
Llebee were not to assume its fair share of the federal debt and not

Quebec would lower the average debt ratio of provincial gover. o%g
by three percentage points. ‘

TABLE 13

PRO FORMA BUDGETARY DEFICIT AND NET FINANCIAL . Miiount all of its existing debt.
REQUIREMENTS OF THE GOVERNMENT OF QUEBEC FOR
1990-91 FOR THREE SCENARIOS FOR THE SHARING OF
THE BALANCE SHEET OF SUCCESSION

PINANCIAL INDICATORS FOR THE BASE SCENARIO A, 1990-91

(Millions of Dollars)
Quebec Canada® Federal
Government
Base | W Actual Scenario Actual Scenario  Actual Scenario
Scenario Scenario Sceng BT
A B Milllons of dollars -1,980 9,282 -37,323  -28,041 -30,500  -23,198
PRO FORMA BUDGETARY “Mrcentage of GDP 12 5.8 55 5.4 4.5 4.4
DEFICIT D
- Millions of dollars 9,282 9615 Murcentage of GDP 26.4 63.9 702 72.1 5315 58.4
- Percentage of GDP 5.8 6.0 | SERVICE!
Murcentage of GDP 2.8 7.2 8.2 84 6.3 6.8
PRO FORMA NET FINANCIAL I'orcentage of
REQUIREMENTS hidgetary revenues  13.2 22,5 227 23.6 3516 i i na7\08
- Millions of dollars -7455  -7,788 I
- Percentage of GDP 4.7 4.9 10 1990-91.

* Dbt as of March 31, 1990: Unmatured debt and pension fund accounts.

1 ]
Actual for Canada: the federal government and the ten provinces.
ficenario A: the federal government and the nine provinces.

Source; Commission sur I’avenir politique et constitutionnel du Québec (19
p-481). ‘

On the basis of these artificially low estimates of the debt burde \

; A : ) 2 It i : L G
a sovereign Quebec, the secretariat claims that the Quebec debt wo il Note: It is not correct to compare financial indicators for Quebec under one of

{ho scenarios for the succession of states with the federal government either in
Iho actual situation or in case of one of the scenarios. Comparisons should be
made between two governments exercising the same jurisdictions.

Hource: Commission sur 'avenir politique et constitutionnel du Québec (1991b,
[1.484).

on the OECD’s definition, these estimates exclude debt to pena‘
funds, so that the Quebec debt would be comparable to small countri

percent (figure 2). This estimate is particularly surprising since th
secretariat’s estimates of gross debt for both Quebec and Canada (56 an
65.6 percent respectively) are well below the OECD’s estimate of 71
percent for Canada’s gross debt. Furthermore, the estimate of 71
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FIGURE 2

INTERNATIONAL COMPARISON OF GROSS PUI
DEBT/GDP (%), 1990 '

PERCENTAGE OF GDP

QUEBEC, SCENARIO A
CANADA, SCENARIO A
WEST GERMANY
AUSTRIA
DENMARK
UNITED STATES
FRANCE
JAPAN
NORWAY
NETHERLANDS
SWEDEN
TOTAL, SMALL COUNTRIES

TOTAL, EUROPE

This is based on OECD data for national accounts gross financial liabilities l&

pension funds.

Source: Commission sur l’avenir politique et constitutionnel du Quebec (1991 L

p- 489).
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e lusion

Without sharing assets ad liabilities, the secretariat concludes, the
juil of sovereignty on theublic finances of Quebec would be small,
uiny the budgetary decit by only $200 million. In my view, such
mllincrease is surprisingnd difficult to square with the secretariat’s
putimate of the federal pvernment’s adjusted net balance in Que-
|

1he secretariat does emhasize that Quebec would inherit a con-
g structure of expeditures. Of the $18 billion in additional
nditures, two-thirds wald be made up of transfers to individuals,
Winenses, and local admirstrations, and one-third would be operat-
s penditures. But the sexetariat does not believe that this would
idor the rationalization of sending.

Sharing assets and liallities obviously has fundamental im-
lations for the Quebec govenment’s financial position. The secretar-
Wl ulresses that it must be 2cognized that Quebeckers are already
Ipporting the federal debt ad interest payments through their contri-
Bullons to federal revenues sthat, if after sovereignty they continue to
PIW i similar share, their levedf debt will not change. But this of course
depends on what share of thelebt they assume, If they assume their per
ppita share of the debt, theilevel of debt in relation to GDP would
i rease, and so would their ublic debt charges.

According to the secretant, the method it proposed to share assets
and labilities was judged to beonsistent with international law accord-
i) to the opinion of two judiial experts. But the secretariat neglects to
mention that almost anythingvhich would be agreed to by Quebecand
L unada would be consistentrith international law. Naturally, there-
lure, the two experts were noable to rule out the secretariat’s proposal.
I fact, international law offe; no firm guidance on the most appropri-
il split of assets and liabilitis. The Vienna Convention on the Succes-
slon of States in Respect of Stte Property, Archives and Debt, 1983. has
It been ratified by the maje industrialized countries. Moreover, its
application to a new state crated from an existing state requires that
[he creation of the new state onform to the principles of the Charter of
the United Nations, which cmands the consent of the dismembered
slate. Also. debts to private crditors are not even covered by the Vienna
convention. There is no ondegally sanctioned method of dividing




for grabs at the negotiating table. The secretariat is mislead
Quebeckers by implying that its proposal has special merit becausei
consistent with international law. I

Using the secretariat’s methodology, the liabilities assumed by;
Government of Quebec would be directly proportional to Queb '
share of assets. The division of pension liabilities would be proportion
to the share of federal employees working in Quebec and participatii
in the pension plan. This would amount to $9.5 billion, or 13.3 per 'f‘
of the total federal pension liabilities of $71 billion. Since it was 1
possible to establish precisely the share of the federal governmen
non-financial assets (estimated to be $72 billion in Quebec), three ’\

of division proposed. Quebec’s ratio of debt to GDP would be com
rable to that of most other industrialized countries of sirnilar size. :‘

ereignty.

Notes

measured by Mansell and Schlenker (1990).

Chapter 4

The economic viability of a
sovereign Quebec

Introduction

HIS CHAPTER CONSIDERS THE economic viability of a sovereign Que-

bec using something like the methodology which would be applied
hy the World Bank or a credit rating agency evaluating sovereign risk.
Since Quebec is not a sovereign country and all the required data do not
uxist, itis not possible to carry out detailed assessments of performance,
prospects, and the adequacy of current policies. But it is possible to
assess the recent performance of the Quebec economy and its likely
prospects if it continues as a province of Canada. It is also possible to
adjust existing data to provide an estimate of fiscal and trade balances
and of public and external debt of a sovereign Quebec. These estimates
pive an idea of the magnitude of any disequilibria that are likely to
emerge and the related financing problems that may arise. Focusing on
these disequilibria and the structural adjustment policies necessary to
resolve them is the essence of the World Bank approach.

The second section of this chapter examines the recent performance
of the Quebec economy and its prospects. The third considers the
prospects for Quebec’s longer-term population growth. The fourth
section reviews Quebec’s industrial structure and interregional trade




