Martin needs to be quite specific quite soon
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Governments set the tone for developing policies and managing their implementation in the first months of their mandates. For example, former U.S. president Ronald Reagan handled the air traffic controllers strike in a way that left no one uncertain as to his goals, methods and convictions. Former finance minister Michael Wilson's waffling over indexed pensions also indicated early on in the Conservative government that the government was not quite so determined to review spending programs as some had believed. He never quite completely recovered from that experience.

Judging from the past few weeks of the new Liberal government, and more particularly the pronouncements of Finance Minister Paul Martin, this government has yet to decide the direction it wants to give to the country. The most consistent stance taken thus far has been the government's call for consultation throughout the country. It is consistent in as much as the cabinet seems fully in agreement with a process of consensus-building. Yet it is ironic that this same Liberal party, while in opposition, was so determinedly against the vast consultative effort launched by the Conservative government's Prosperity Initiative. It was time for action, they protested, not consultation. ''Plus ça change . . .''

Unfortunately, it is not only when it comes to process that the government  has appeared ambiguous. We also have a government that is dithering about monetary policy. The public debate revolves around one man - Bank of Canada Governor John Crow. The real issue, however, is the government's position on price stability. Whether or not the government decides to punish Crow for his resolve to rid the country of inflation, the Liberals will have to clarify where they stand on the issue.

During the campaign, they indicated they were willing to flirt with inflation. Now with international markets monitoring their everymove they must decide what role they wish to ascribe to monetary policy. Then, and only then, can they decide who is best suitedfor the job: Crow or other anti-inflation advocates, or someonemore willing to take risks on price stability. Tell us what thejob description is to be first, and as quickly as possible.

On fiscal policy, some of the debates that probably liven upcabinet meetings these days have burst into the public discussionwith Privy Council President Marcel Masse appearing much moredetermined than Martin in his appeal for program review andspending cuts. It is true that the finance minister has athankless task but this cannot justify the triteness of his recentstatements to university students in Montreal. He needs to becomequite specific quite soon on key policy directions. For example,what is his preferred option for tackling the deficit - taxationor spending cuts, or both? What weight will he give to taxationversus spending cuts? What is his position on subsidies? GATT mayforce an accelerated review of farm subsidies. But what ofbusiness subsidies, R&D grants, regional development assistance?Does he have views on the effectiveness of these measures? Whatwill be the framework underpinning welfare reform? Indeed, does hehave a conceptual framework within which to structure thinkingabout deficit reduction and the forthcoming consultations he hasso proudly announced?

While it is true that the first federal-provincial meeting offinance ministers seems to have unfolded in harmony, one wondersif Canadians will have reason to feel as good about this group ofpoliticians as the politicians did about themselves. If we are tohave deficit reduction of the kind we have supposedly had for thepast decade, we have reason to be apprehensive. If we are to havea deficit reduction process that transfers costs to the privatesector via taxes and regulation, we have reason to feel threatenedand angry.

Yet nothing that we have heard over the course of the past fewweeks would reassure us into believing that new and earnestthinking has gone into identifying ways of improving governmentefficiency, ensuring and verifying program effectiveness, andreducing spending while pursuing the objective of non-inflationarygrowth. For years, governments at all levels have toddled as if ina fiscal playpen. Now they appear ready to play musical chairs,reassign programs among different levels of government anddistribute the costs to the private sector.

Martin must clarify his views sooner rather than later if he trulywants to impart a new sense of fiscal and monetary responsibilityto a country whose national debt, exceeding 100% of GDP, has beenincreasingly dependent on foreign financial markets. He needs tofind the right tone quickly indeed.

CORPORATE NAME: Liberal Party; Bank of Canada
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Chretien lacks specifics on cutbacksSpending cuts to go beyond those outlined in budget, but few detailsprovided
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OTTAWA

Prime Minister Jean Chretien has promised more spending cuts than thoseannounced in the Feb. 22 budget, but when it came to providing detailsyesterday, he spoke only of saving several million dollars by reducinggovernment agencies.

"We are looking at this time at a lot of other opportunities where wecan cut," Mr. Chretien told Reform Leader Preston Manning, who pressed thePrime Minister to make it clear where he stands on the need for additionalcuts.

Mr. Manning asked Mr. Chretien if there will be "spending cuts inaddition to those outlined in the recent budget. Is that the correctunderstanding of the government's position?"

The Prime Minister replied: "I will make the answer very clear. C'est oui (It's yes)."

But when asked later by reporters for specifics, Mr. Chretien referredonly to a review of government agencies and commissions that he said couldlead to elimination of some "useless" ones. And he admitted the savingswould only be in the millions, "not billions," of dollars.

"A number of little organizations that have been there for a long time will disappear," Mr. Chretien said. An announcement on the future of the agencies is expected within weeks.

Marcel Masse, Minister for Public Service Renewal, told reporters the purpose of the agency review to which Mr. Chretien referred was "not tosave large amounts of money. It was to increase efficiency."

He added that what could save "substantial" sums of money is a separate"program review" announced in the budget that's designed to look at a widearray of government programs to see which ones can be eliminated. Resultsof that review are expected in the next budget.

The Liberal government has been under pressure for the past month overwhat seemed to be contradictory messages from the Prime Minister andFinance Minister Paul Martin since the Feb. 22 budget.

While Mr. Martin has been harping on the vigour with which he isattacking the deficit, Mr. Chretien has appeared less committed toadditional cuts and that has been noted by financial markets and has beenblamed in part for recent weakness in the Canadian dollar.

What has particularly worried market watchers were Mr. Chretien'scomments, on a radio show in Edmonton last month, to the effect that allcuts needed to reach the goal of a deficit equal to 3 per cent of grossdomestic product have been announced. "There will not be a new round" ofcuts, he said.

The two men have since said that while the measures in the budget areenough to reach the goal of 3 per cent of GDP by 1996-97, that won't stopthem from cutting more. In London on Monday, Mr. Martin promised in a speech to investment dealers that more deep cuts are coming.

Just how will Liberals curtail their spending?
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Persistent doubts about the Liberal government's resolve onwrestling down the deficit provoked Finance Minister Paul Martininto heating up his rhetoric this week.

Martin vowed in a speech Monday to take ''massive amounts ofmoney'' out of federal transfers to the provinces within twoyears. Even more darkly, he warned of ''major, major cuts whichare going to affect every segment of our society.''

That kind of talk is welcomed, for what it's worth, by financialmarkets anxious for assurance of Martin's fiscal toughness. Butwhat investors really want is not fiery speeches, but a coherentexplanation of how the Liberals intend to curtail spending.

So far, the message is disjointed. The government has announced a bewildering array of program reviews, some clearly aimed at saving money, others with no clear spending targets. Neither Martin norPrime Minister Jean Chretien has been able to knit the strandsinto a single compelling vision.

Human Resources Minister Lloyd Axworthy heads the high-profileoverhaul of social programs, plus a separate review of incomesupport for seniors. Intergovernmental Affairs Minister MarcelMasse controls no less than three reviews into trimming agenciesand commissions, getting rid of overlap with the provinces, and -most ambitiously - assessing virtually every federal program.

Casting himself in the role made famous by Hillary Clinton,Chretien will chair a health policy forum scheduled to be launchedin June. And then there are Defence Minister David Collenette and Foreign Affairs Minister Andre Ouellet: Both await parliamentary committee reports as the first step toward revamping defence and foreign policy.

True to his reputation for hands-off management, Chretien seems tohave set these tops spinning with minimal central control and no overarching strategy. Even senior bureaucrats and political aides can't say how the pieces fit together. No wonder outsiders are puzzled.

Any attempt to bring the picture into focus must start with Axworthy. His assignment is to restructure $70 billion in socialprograms - ranging from unemployment insurance to post-secondary education.

He must cut at least $1.5 billion out of Ottawa's annual transfers to the provinces within two years, as a key component of Martin's plan to shrink the deficit to $25 billion by 1996-97 from thisyear's $39.7 billion.

But Martin is promising to go far beyond that with a bid to balancethe budget by about the turn of the century. He hinted to reporters this week that Axworthy will be pressed to find largersavings. Deeper cuts to the $20-billion UI program seem to be thefirst priority.

If Axworthy succeeds in coaxing the provinces into participating ina plan to dramatically reduce their own drain on Ottawa'streasury, he will have pulled off an unprecedented feat offederal-provincial diplomacy.

More likely, as events this week showed, he will face provincialobstacles at every turn. Quebec Premier Daniel Johnson andOntario's Bob Rae have been sharply critical of Axworthy'sprocess. Their motives seem transparently political: Both premiersare bracing for elections and staking out positions as die-harddefenders of provincial interests.

Chretien warned this week that Ottawa is ready to go it alone. Butthat would be more difficult. Senior federal officials are already hinting that provincial resistance will make it hard for Axworthy to table his first social program reform bill as planned late this year. Early in 1996 is the best bet for introducing thelegislation.

After Axworthy, Masse is the most important player. The senior bureaucrat-turned-politician has a finger in every corner of government as overseer of three reviews.

Furthest along is his study of almost 300 boards and commissions in 22 departments. Chretien has promised savings of ''millions, not billions'' from merging and abolishing some small agencies before summer. Final results and more modest reductions are slated for this fall.

But 24 agencies, including big ones like Statistics Canada and sensitive ones like the Commissioner of Official Languages, were exempted from the review. They are slated to be covered by Masse's sweeping program review - described as a ''line-by-line'' analysis of everything Ottawa does.

That colossal task is the most mysterious of Masse's reviews. Aspokesman said he ''could not be very precise'' about how it is being conducted. But a senior Finance Department official said most of the program analysis had already been done during years of Tory agonizing over spending.

''The information is there. It's now at the political level forpeople to sit down and look at,'' the official said. ''Who doesthis program affect? What would be the implications of it being{cancelled}?''

Research done under the Mulroney government is also at the core of Masse's project to reform areas where Ottawa and the provinces provide the same services. Treasury Board completed an extensive''overlap and duplication'' study in 1991.

While federal officials are optimistic that most provinces will agree to some sector-by-sector streamlining by the fall, Masse has expressed frustration over provincial recalcitrance.

Like Axworthy, he is confronting the deeply embedded distrust of Ottawa's motives and fear of a power grab. And Quebec is once more a special problem, since any co-operation with a federal initiative is vulnerable to attack from the Parti Quebecois as a capitulation.

Martin's budget did not impose a target for cuts on any of Masse's reviews. The defence and foreign policy reviews, while they may yield savings, also have no official restraint goals. And Chretien's health-care forum will not have an explicit cost-cutting aim.

These vague restraint goals may not be good enough. Martin willtable an interim fiscal and economic statement in September that could include mid-year adjustments to offset the cost of interestrate hikes since the February budget. More important, thestatement is touted as the first step in Martin's strategy for eventually balancing the budget.

To make that plan plausible, every area of spending must come undermuch more intense scrutiny than most Liberals have so far admittedis necessary. As Martin signalled this week by torquing up hisrhetoric, nothing government does is likely to emerge unscathed.
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POLTICAL MEMO: Man with the knife is more than he seems
CIVIL APPOINTMENT / Former Chretien adviser is well qualified to take onthe job of reviewing government programs
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Ottawa

IN the bureaucratic centre of Prime Minister Jean Chretien'sadministration, things may not be what they seem to be, especially when it comes to the appointment of the person who has just been handed a stilettoand a licence to wave it anywhere throughout the vast apparatus of the federal government.

David Zussman was appointed this week as an assistant secretary to the cabinet in charge of the Liberals' review of government programs. On the surface, it might seem to have a whiff of patronage or politicization about it.

Mr. Zussman worked for Mr. Chretien when he was a minister in PierreTrudeau's government, was one of the Prime Minister's advisers while Mr.Chretien was leader of the opposition, and had a lot to do with putting together a brain trust preparing the Liberal Leader for his return topolitics.

After the election victory in October, Mr. Zussman headed the transition team that ushered the Liberals into the corridors of power.

But to cabinet secretary Jocelyn Bourgon and her officials at the Privy Council Office, Mr. Zussman's appointment was such a routine event that it did not merit even an announcement. After all, assistant deputy ministers are appointed and occasionally put out to pasture without much ado.

As a former civil servant, a former faculty dean at the University of Ottawa and a recognized expert on public administration, Mr. Zussman is well qualified to undertake a crucial and extremely sensitive mission,government officials say.

Moreover, the job is so important that it has to be done on a full-time basis by someone who is fully immersed in the flow of cabinet business andhas access to all of the secret corners of government.

Mr. Zussman's appointment has elements of both politics and probity.

In addition, a sweeping review of all government programs - an exercise the Liberals are counting heavily to produce better government at lower cost - has stalled.

The review is one of five different responsibilities loaded on to the overtasked Privy Council President, Marcel Masse, and it was in need of a major injection of both bureaucratic and political energy.

When Ms. Bourgon took over the top job in the civil service a few weeks ago, she did not have to be a genius to realize that her boss's credibility and hence her own credibility is riding on whether the Liberals can run government differently, restore some respect for it as anational institution and still respond to the fiscal pressures that willcome to a head when Finance Minister Paul Martin brings down his secondbudget early next year.

One of the major keys to this is the exercise with the benign titleProgram Review, but with a huge mandate to decide what businesses,services and programs should be continued or eliminated by the federalgovernment.

Needed to drive this is someone who is part guru, part czar. Someonewho knows the bureaucratic system but who can also tap into the politicalsystem. Finally, someone who has no turf to defend, does not have anyempires to build and no IOUs out there in the system.

Since Mr. Zussman was already working in the Langevin Block (the headquarters of the PCO as well as the Prime Minister's Office) as a part-time adviser to the government, Ms. Bourgon did not have far to look. He also had the three prime qualifications.

Presumably, it was a choice that carried Mr. Chretien's blessing. "I have no idea," Mr. Zussman replied when asked that question. "I honestly don't know. I have never spoken to him about it. It is not his appointment."

Although his appointment has been compared with former prime minister Brian Mulroney's appointment of Dalton Camp to the PCO as a senior adviserto the cabinet, Mr. Zussman said there are major differences. "First ofall, I spent 10 years in the federal public service, I have written aboutit for another 10 years (in academic journals and in special studies), andI have a long-standing interest in the Canadian public service and in public administration generally."

He also notes that Mr. Camp was an adviser while he will have a "line"job as an assistant secretary to the cabinet, administering the review process and taking its conclusions through a cabinet committee.

The program review will run in parallel with two other review exercises already under way and, Mr. Zussman admits, may well bump into them from time to time.

One of the existing reviews is looking at all of the boards, agencies,and commissions under the aegis of the federal government - about 400 in all.

The other is looking at all federal government activities to reduce overlap and duplication, especially in relation to the provinces.

All three come under the several hats being worn by Mr. Masse, but the Prime Minister and Mr. Martin also have a keen interest in what theyproduce.

As Mr. Zussman describes his role, the program review goes beyond thereview of agencies, boards and commissions. "The program review will ask,'Do we need an agency at all?' This is an opportunity for Marcel Masse to look at what government does and ask itself a number of fundamentalquestions: 'Is this in the public interest? Is this a legitimate thing for governments to be doing? Is this what the federal government should be doing?' "

One explanation for the low-key way Mr. Zussman's appointment was handled is that the Chretien government does not want to create more apprehension within a civil service that is still absorbing the upheaval and downsizing imposed by the Conservatives. The internal message in the government is that the program review is not just a budget exercise.

Mr. Zussman agrees that his review will have to produce savings in thebottom line, "but if it is only driven by dollars, we will lose sight ofthe exercise, which is to determine if we should be doing these things.Let's not just trash everything."

Will for public service overhaul may be lacking
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No Liberal would admit it, but Kim Campbell lives on in the Chretien government's plan to rethink almost every federal programand save billions in the process.

It was during Campbell's brief tenure as prime minister last yearthat the number of departments was shrunk to 23 from 32, settingthe stage for a critical evaluation of virtually everything Ottawa does.

Campbell put her short-lived political clout behind the strategy hatched in the senior ranks of the bureaucracy for paring down federal programs to only those services Ottawa must do and does best.

Prime Minister Jean Chretien kept his Tory predecessor's streamlined departmental structure and smaller cabinet and hasadopted the main thrust of her program review. He put Privy Council President Marcel Masse, a veteran bureaucrat-turned-politician, in charge of the process.

Masse insists that improving government effectiveness, not cost-cutting, is the driving aim of his reform effort. But he has admitted the results of a comprehensive program review must becompleted by early 1995, in time for Finance Minister PaulMartin's second budget.

And with Martin scrambling to find savings to offset amulti billion-dollar increase in the government's borrowing costs due to higher interest rates, Masse's officials admit they areunder pressure to find bottom-line results.

He has three main areas in which to search for savings.

Deals with the provinces. As intergovernmental affairs minister,Masse is responsible for bilateral agreements in areas rangingfrom environment to fisheries. As well, he heads Ottawa's bid tofind ways to eliminate areas of overlap and duplication betweenthe two levels of government.

Cutting boards and commissions. Masse recently announced savings ofabout $1 million a year - an amount far too small to show up onradar screens in Martin's Finance Department - from streamliningor shutting down some obscure federal agencies. A final report onfurther trimming is slated to be completed by the fall.

Overhauling programs. This is the big one. Departments such asTransport and Indian and Northern Affairs have already vowed tomake huge cuts. Every department has recently appointed a programreview co-ordinator, all reporting to the Privy Council Office,where David Zussman, a long-time adviser to Chretien, has been putin charge of the process.

How much spending can Masse expect to cut? Last February's budgetsaid he must make Canada ''a more efficient and affordablefederation'' but failed to set a goal for savings. During thebrief Campbell era, however, senior bureaucrats said the programreview could cut $3 billion in operating costs over five years,and pave the way for more long-term reductions.

Masse's reluctance to cast his efforts as a cost-cutting exercisereflects the Liberals' bid to maintain cordial relations with apublic service that had developed a siege mentality during yearsof Tory restraint.

''It's fair to say that both at the upper and lower levels therewas a lot of relief when the Liberals replaced the Conservatives.There was an enormous boost in morale. How much of this will besquandered remains to be seen,'' says Gene Swimmer, a public administration professor at Carleton University in Ottawa.

Experts on government operations say the key to Masse's success or failure in pushing through with reforms against bureaucraticopposition is Chretien's support. But some doubt the primeminister, who prides himself on his prowess as a consensusbuilder, will be willing to face a prolonged fight with the mandarinate.

''When you're trying to reform a complex organization with a rangeof vested interests, and an organization that sees itself undersiege, it really takes a concerted vision and strong politicalwill right at the top,'' says Leslie Siedle of the Institute forResearch on Public Policy.

''You need to stir up the hornets in the nest, and I believe thestyle of this prime minister is adverse to that.''

Siedle said another problem for Masse is his lack of clear control of many aspects of his portfolio. Although Masse is called''minister responsible for public service renewal,'' the TreasuryBoard and Finance Department in fact have the lead role in keyareas of his mandate.

And Human Resources Minister Lloyd Axworthy's sweeping socialpolicy review - by far the government's biggest policy challenge -stands at the very core of Masse's wider review of programs.

Masse is also constrained by the uncertain political situation inQuebec. As Premier Daniel Johnson's underdog Liberals prepare fora fall election against the Parti Quebecois, they will avoid any agreements with Ottawa that seem to give up provincial power or accept cuts to federal transfers.

After the election, if the separatist PQ takes power and begins preparations for a referendum next year, any moves to streamline relations between the two levels of government will take a backseat to preserving national unity.

*** Infomart-Online ***
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A leaked set of documents from inside the federal government hasconfirmed my worst fears: the Liberals will do nothing to avertthe eventual fiscal crisis because they won't downsize government.

I was given two documents - a 26-page Program Review and 12-pageProgram Review Communications Plan - distributed to mandarins byPublic Service Renewal Minister Marcel Masse who is undertakingthis so-called review to increase government efficiency.

Most instructive to me was a series of questions and answerscontained in the Program Review Communications Plan. Answers wereprepared so mandarins could field questions internally fromsubordinates and externally from the public. In each case, answerssuggested were more elaborate but I quote the first sentence ofeach answer to give you the gist.

Question: ''Is this {review} just a way of finding programs tocut?''

Answer: ''No.''

Question: ''You want to cut programs just to save money?''

Answer: ''No.''

Question: ''Will you make an across-the-board cut of programs justto save money?''

Answer: ''No.''

Question: ''Has it already been decided how much money will besaved?''

Answer: ''No.''

Question: ''If my programs are eliminated will I lose my job?''

Answer: ''No.''

Question: ''Is this entire review designed to get rid of jobs?''

Answer: ''No.''

For public consumption the report suggests the following:

Question: ''How much money will you save through the programreview?''

Answer: ''We have not set targets for savings.''

Question: ''How many programs will be cut as a result of thereview?''

Answer: ''We have not set such targets.''

Question: ''Who will ultimately decide which programs are to be cutand which remain?''

Answer: ''Individual departments will carry out their own reviews,based on a common set of guidelines. Ministers will beresponsible.''

Question: ''How many public servants will be laid off as a resultof the review?''

Answer: ''We do not at this time have plans to lay off any.''

So what we have is a gigantic review of the government withouttargets for savings or priorities, conducted by the very peoplewith a vested interest in keeping everything exactly as it is.

Worse yet, documents show the Liberals are promising job securityto public servants, something that is impossible given themagnitude of the deficit problem that must be addressed.

Also missing is the preparation of an emergency plan in the case ofan eventual fiscal/currency crisis, so mandarins will know whatthey can jettison immediately.

The main Program Review document from Masse to mandarins is equallydepressing. It outlines the so-called parameters: ''The reviewasks departments to assess their activities and programs from thepoint of view of their policy mandate - how would a departmentredesign itself to fulfil its legal mandate within a steadilydeclining budget?''

Unfortunately, once more, there are no targets, no specificprograms or departments cited, no priorities mentioned, nozero-based budgeting mentality, no independent auditors involved.

''The government has 'consultationitis' and the whole process isout of control,'' said the person who did the leaking, which iswhy he did it. For instance, there's a science and technologyreview with 33 sub-parts one of which involves small business.There's also a small business review with sub-parts, one of whichinvolves science and technology.

''We asked for a list of all the reviews and studies that we shouldknow about so we can provide our comments. And someone ingovernment admitted that nobody has any list and that overlappingreviews are all over the place,'' said a disgusted businessman.

This government is either totally incompetent when it comes togovernance or else is cynically going through the motions.

Ottawa must mimic Alberta's Ralph Klein who hired a retired civilservant and private sector chief executive to study the problemsand outline the targets. Then he launched an independent review ofgovernment operations by management consultants and implementedtheir solutions immediately, issuing Albertans with quarterlyprogress reports.

That's governance.
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Prime Minister Jean Chretien welcomed the calm response offinancial markets to the Parti Quebecois election victory as asign that investors fully expect Canada to stay together.

''The reaction of the market was very good,'' Chretien toldreporters on Parliament Hill yesterday morning, noting the C$ wasup US1 cents in early trading.

He suggested investors around the world were encouraged because theseparatist PQ collected only slightly more of the popular votethan Daniel Johnson's federalist Liberals - 44.7% to 44.3%.

''The result when the two parties got virtually the same votes is agood indication that Canada is there to stay,'' Chretien said.

He said he is so confident that separation will be rejected in next year's referendum that his government has no plan to set up anational-unity task force like the one that directed federaliststrategy in the 1980 referendum.

''In terms of having a special program, at this moment . . . I don't think that it's needed. But of course we'll make sure thatthe message that Canada is the best country in the world will bedelivered to Quebecers very clearly,'' he said.

Ontario Premier Bob Rae, struck by the ''sense of calm'' relatingto the Quebec election results, said he will continue to focus oneconomic issues and try not to get caught up in referendum rhetoric.

''We have to be cool and collected and thoughtful, and we have tomake the best case for Canada that we can,'' he said. But, ''Idon't believe the vast majority of Canadians living in Ontario andliving in Quebec want us to get back into the constitutional swamp.''

Federal Finance Minister Paul Martin also put a business-as-usual face on the Quebec question, insisting that even a PQ regime wouldwork with the federal government to keep the economic recoverygoing.

''We've got a fair amount of momentum now,'' Martin said. ''We arecreating jobs and new growth, and I don't think anyone is going to benefit if they interrupt that growth.''

And Intergovernmental Affairs Minister Marcel Masse said heexpected the Parizeau government to sign on to his program reviewdesigned to eliminate duplication of services among the federaland provincial governments.

''It won't change anything,'' he said. ''We expect co-operation from Quebec on these questions.''

Chretien suggested that premier-elect Jacques Parizeau would becompelled to back away from his campaign-trail vow to block socialprogram reform, the federal government's most ambitious policyinitiative.

''He's been elected to provide a government in Quebec and I am theprime minister of Canada. We'll have some problems to discuss andwe'll have to find solutions.''

*** Infomart-Online ***
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QUEBEC CITY - Prime Minister Jean Chretien yesterday laid out his strategy for keeping Quebec in a stronger Canada.   

He said his government will come to grips with tough, controversial issues such as deficit reduction and social policy reform despite the pressures of a promised referendum on sovereignty, slated for sometime in 1995.   

In fact, he said, that demonstration of "good government" is key to persuading Quebecers not to give up on "the best country in the world."   

Speaking just across the street from the Quebec National Assembly, where PQ Leader Jacques Parizeau will be sworn in as premier this week, Chretien said he will work hard to sell federalism to Quebecers.   

"The first responsibility of the prime minister of Canada is to ensure the unity of the country. Let there be no doubt - this I will do."   

The speech - his first in the province since the Parti Quebecois' election victory - drew applause from the Canadian Chamber of Commerce audience as he spoke about the government's plans for revamping the economy and winning the referendum fight.   

"We are committed to (focusing) on a good government agenda. That is what all Canadians want, that is what we will deliver," he said.   

Chretien said he had no doubt which way the referendum would go: "I am convinced that people in Quebec will not be persuaded that our shortcomings, however they may be presented, merit separating from Canada.   

"I am similarly convinced that people elsewhere in Canada will not depart from their traditions of tolerance and understanding, regardless of efforts made to provoke anger and intolerance."   

The Liberals will emphasize economic growth, deficit reduction and a revamped role for government, Chretien said, noting that Human Resources Minister Lloyd Axworthy will unveil his long-awaited discussion paper on social policy in the first week of October.   

"Our social safety net, whose first job is to protect those in our society that need protection, must be recast," he said.   

"It must protect those in need in a more efficient, cost-effective manner; it must contribute to retraining and upgrading our labor force; it must remove disincentives to work."   

He said the paper will target unemployment insurance, training, and support for lower-income Canadians.   

But he signalled the potential for deep spending cuts by saying Canadians must be aware of "fiscal realities" in the social policy debate.   

Anticipating problems with a PQ government over social policy changes, Chretien said he'd like to work with Parizeau to revamp the system.   

"As I have said today, social security reform will be designed to help people get jobs and keep them. Quebec must not be left behind."   

Chretien also reaffirmed his government's commitment to reducing the budget deficit to 3 per cent of Gross Domestic Product by 1996-97.   

To get there, the government must cut the annual budget shortfall from a record $42 billion in 1993-94 to about $25 billion.   

"Let there be no doubt, we will honor that commitment," he said to applause.   

Finance Minister Paul Martin will table an economic update around mid-October that will outline options so the government can meet its deficit target.   

But Chretien said the deficit reduction will not be simply an exercise in "cutting and slashing."   

The program review, led by Intergovernmental Affairs Minister Marcel Masse, will evaluate all government services in terms of whether they are required, cost-effective and a legitimate area of federal involvement, Chretien said.   

At the same time, he said, Industry Minister John Manley will outline a number of measures designed to help business grow and create jobs.   

Chretien said he will fight against separation by reminding Quebecers that the French fact has flourished in Canada for centuries and that the United Nations has recognized Canada as being among the best countries in the world in terms of quality of life.   

"Can (Quebecers) really do any better than the best country in the world?" Chretien asked. "Those advocating separation will have a difficult case to argue."   
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OTTAWA

Immigration Minister Sergio Marchi is facing growing pressure inside his department to cut immigration levels by 20 per cent next year and to reorient the criteria for entry into Canada.

A report drafted by his officials says the numbers and classificationof immigrants should be altered to respond to growing public concernsabout immigration controls and to cut costs.

This year's limit of 250,000 immigrants should be cut to 200,000 whenMr. Marchi sets his annual target next month, the report says. Only spouses and children should be allowed in automatically as family members,and nannies should no longer receive automatic landed-immigrant status after two years of work in Canada, the report adds.

It says the selection of immigrants should be changed to place greateremphasis on the applicant's education, experience and language rather than simply meeting current labour demands, and calls for recent immigrants topay for private health insurance upon first arriving.

The report says that the existing definition of family sponsorship iscosting the government several hundred million dollars a year in cases ofso-called sponsorship breakdown.

Officials for the department played down the report, which was leakedto the media, saying public consultations on future immigration policy arenot completed and the report has not been seen by the minister.

But the source of the report, as well as hints by Mr. Marchi in aspeech earlier this week, indicates that significant change in Canadianimmigration policy - and inevitable reaction from immigrant advocates -may be in the offing.

In an interview with The Globe and Mail on Monday and at the final conference of his public-consultation process on Tuesday, Mr. Marchi saidhe plans to open the door wider to European immigrants, especially business entrepreneurs. He also noted that last year's immigration level dropped below its 250,000 target.

Sources in the Immigration Department confirmed that the report is not part of the public consultations on policy but came from a team working onthe government's high-priority cost-cutting exercise known as programreview.

The program-review process looks at both the cost-effectiveness ofgovernment programs and their public support, and is being relied uponheavily by Treasury Board President Arthur Eggleton, IntergovernmentalAffairs Minister Marcel Masse and Finance Minister Paul Martin to providea basis for further sharp cuts in federal spending this fall.

The bureaucrats' cost-cutting analysis parallels some of therecommendations heard during Mr. Marchi's eight months of publicconsultations and cites some of the complaints it heard to back the callfor cost-cutting.

The report's conclusion that Canada's admission rate of refugeesoutstrips the ability of government and voluntary agencies to properlyserve them echoes a complaint made by those agencies during theconsultations that admission rates and services are seriously mismatched.

Budget up to $10-billion off target ederal departments prepare for sweeping changes
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OTTAWA

The Chretien government is trying to come to terms with a gap of up to $10-billion in its budget that could rival a new national-unity crisis forits direct impact on Canadians.

Finance Minister Paul Martin is seeking support for huge spending cutsto bring him back in line with a deficit target that has gone badly offtrack in recent months. Although his next budget is not due untilFebruary, Mr. Martin plans to make public his predicament in an economicupdate next month.

Depending on who is doing the talking, Ottawa is anywhere from $6-billion to more than $10-billion off target with its promise to bring thedeficit down to 3 per cent of gross domestic product - about $25-billion -in the 1996-97 fiscal year. Gains from better-than-expected economicgrowth have been more than offset by the costs of higher interest rates.And upward pressure on interest rates in the United States and politicalinstability at home could make matters worse.

For every percentage point that interest rates rise, the cost to thefederal government is $1.7-billion in the first year and $2.5-billion inthe second year.

The worsened fiscal situation is placing added importance on a sweepingreview of government spending currently under way under the aegis ofIntergovernmental Minister Marcel Masse.

The exercise is called program review, and, along with Lloyd Axworthy'ssocial-policy review, it is expected to deliver the bulk of the savingsMr. Martin is seeking.

Government bureaucrats have been beavering away all summer on plans torethink how Ottawa should go about the public business. Everything fromweather stations to drug testing to farm support to broadcast regulationis on the table.

"The majority of departments have now produced their action plans," Mr.Masse said in an interview. "Now we are going to have them reviewed by acabinet committee."

The difference between program review and past spending cuts is thatrather than chipping away at everything, the Liberals want to withdrawfrom whole areas of activity in order to spare those programs consideredessential.

Nobody is saying how much the program review is supposed to take out ofthe $120-billion a year the government spends on providing services andpaying salaries. Individual departments have been given tentative targetsfor expenditure reductions, running as high as 40 per cent over fiveyears.

Mr. Masse is expected to reveal the overall target of program review tohis colleagues at the next meeting of his cabinet committee in about twoweeks.

"What we're telling (the departments) is: 'You do not have any choice;the fiscal situation is such that you have to change,' " he said.

"In fact, what we're giving them is a chance to change themselvesrather than change being forced from the outside or the central agencies."

If the political will exists to follow through on the exercise, programreview will radically change the way the national government operates.

The prototype was the announcement this summer by TransportationMinister Douglas Young that Ottawa plans to get out of the airportbusiness entirely within five years. Larger airports are to be turned over to locally run, non-profit bodies and smaller ones will either be handed to local governments or closed, Mr. Young has vowed.

Savings to the government from this single initiative are estimated at$100-million a year.

"I think what Doug Young has done is an excellent action plan, and alot of the other departments have been producing action plans of thattype," Mr. Masse said.

Departments have been asked to answer six questions in justifying thecontinued existence of a given program or agency:. Does the program or activity continue to serve the public interest?. Is there a legitimate and necessary role for government in this programarea or activity?. Is the current role of the federal government appropriate, or is theprogram a candidate for realignment with the provinces?. What activities or programs should or could be transferred in whole orpart to the private/volunteer sector?. If the program or activity continues, how can its efficiency beimproved?. Is the resultant package of programs and activities affordable withinthe fiscal constraint? If not, what programs or activities would beabandoned?

But a number of major problems still hang over the process. First offis the question of the government's will to follow through with veryspecific and painful cuts, especially in light of the Parti Quebecoisvictory in the Quebec election.

This, after all, is a party unwilling, at least so far, to entertainthe thought of closing the money-losing port of Churchill. Politicians maybe all in favour of cuts while in Ottawa, but it's a different story whenthey return to their ridings.

One skeptic notes of Mr. Young's initiative: "Not a single airport hasbeen closed yet." Another points to the political difficulties thegovernment is facing in automating lighthouses on the West Coast andwonders about its ability to stare down opponents of more politicallysensitive cuts.

But some government insiders say that Prime Minister Jean Chretien'scommitment to program review was made clear by the fact that the officialappointed to manage the exercise for Mr. Masse is David Zussman, aconfidante of Mr. Chretien who returned to the public service to take onthis job. Mr. Zussman served after October's election as head of Mr.Chretien's transition team.

He will be negotiating the specifics of individual action plans withdepartmental officials over the next two months while Mr. Masse chairs aspecial cabinet committee to give the process political approval andbrokers the final, difficult trade-offs. Mr. Masse hopes to plug hisresults into Mr. Martin's budget process by late fall.

But even if the government can make program review fly politically, itmust figure out how it will handle the laying off of civil servants thatwould inevitably result from the elimination of programs.

After their 1991 strike, public servants won a guarantee that anyonewhose position disappeared would receive a reasonable offer of employmentelsewhere in the government, a commitment Mr. Masse has since reiterated.

Without a significant reduction of the government payroll, programreview "is an empty shell," one government official declares.

The public-service unions are alarmed enough about program review to bespending $500,000 on a public-relations campaign called In The PublicInterest.

Nycole Turmel, executive vice-president of the Public Service Allianceof Canada, fears that Ottawa might renege on the job-security deal,perhaps cutting staff in some departments by 20 to 30 per cent.

"It's really scary right now. It seems they want to go on no matter what. They have the political will."

PSAC kicked off a series of 22 hearings across Canada this week andwill be buying billboard and bus-shelter space this month in its attemptto turn public opinion against the proposed cuts before they can be madefinal.

Liberals take aim at public service - Masse called upon to cut $5-billion from federal spending
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After a year of relative inaction, the Chretien government launched thefirst salvo yesterday in an autumn offensive aimed at cutting the size ofgovernment and laying out directions for future economic policy.

Intergovernmental Affairs Minister Marcel Masse began the process ofsoftening up public opinion with a statement that Canadians will soon see"a very different federal government . . . and it will be a smaller government."

Mr. Masse told reporters that he is charged with getting a figure heput at "less than $5-billion" out of public spending through a review currently under way of all government programs. These savings will then be plugged into Finance Minister Paul Martin's February budget.

"There is no doubt that at the end of this process, if we'resuccessful, we're going to have a downsized federal government with asmaller public service," he declared.

Mr. Masse's program review is among a series of economic initiativesplanned over the coming weeks, beginning with Human Resources MinisterLloyd Axworthy's long-awaited paper on social-security reform the week ofOct. 3.

That will be followed by Mr. Martin's statement on the government'sfiscal outlook in mid-October and a paper by Industry Minister John Manleyon government plans to promote growth and jobs.

The crowded fall agenda was set out in vague terms in a speech lastSunday in Quebec City by Prime Minister Jean Chretien. But the outline ofa four-part economic agenda was overwhelmed by his remarks on Quebec'srole in Canada.

Mr. Chretien used the speech to reaffirm the government's commitment toits target of cutting the deficit to 3 per cent of gross domestic product- about $25-billion - in 1996-97 and to make it clear that improvingeconomic growth will not be used as an excuse to duck out on these deficitcommitments.

In addition to the trio of policy documents, the Liberals intend topublish a fourth paper in October intended to provide an overarchinganalysis of how Canada got into its present economic predicament of highunemployment, high debt and relatively low technological application. Itis being referred to in government circles as a "diagnostic" paper, but itwill also lay out several guiding principles to govern economic decision-making in the future.

"It will make the case extensively as to why deficits do matter," saysa senior finance official involved in drafting the 80-page analysis.Another official says it is designed to convince the economic andpolitical elite that the government actually understands the underlyingproblems in the economy.

Thomas D'Aquino, president of the Business Council on National Issues,expects the overview to lay the philosophical groundwork for futureLiberal government actions in much the way that former finance ministerMichael Wilson did in 1984 for the Progressive Conservatives. "I see thisas a major effort on the part of the Liberal government to move from whatI call the fluff of the red book (of Liberal campaign promises) to a muchmore definitive and realistic definition of the path ahead," Mr. D'Aquinosaid.

The paper is the work of Peter Nicholson, a senior Bank of Nova Scotiaexecutive who is on a two-year secondment to the Finance Department. Mr.Nicholson, an economic theorist and former Liberal finance critic in NovaScotia, is regarded in some circles as Mr. Martin's in-house economicsguru.

His thinking on economic matters is largely a matter of public record,including the report of a task force he chaired for the Brian Mulroney government on science and technology. He believes that the level of Canada's national debt cannot be sustained, that the country is not preparing its work force adequately for the jobs of the future, and that Canadian industry has been too slow in adopting new technologies and in exploiting trade opportunities in emerging markets in Latin America and Asia.

All of these points will be reflected in the three policy papers to bepublished by Mr. Axworthy, Mr. Martin and Mr. Manley.

Mr. Martin's economic and fiscal update, to be presented to theparliamentary finance committee after Thanksgiving weekend, is to be a100-page tome laying out a detailed description of how Ottawa spends itstax dollars and how far off target it has been blown in reaching itsdeficit-reduction target.

That harsh news will be followed shortly afterward by what the Liberalshope will be a more positive message from Mr. Manley. He is to resurrectthe much-ballyhooed neo-Liberal industrial policies first articulated inthe Liberal red book in the form of a jobs and growth strategy.

Mr. Manley has been marshalling his arguments in a series ofpresentations to business groups and the Liberal caucus in recent weeks.He has been pointing out that just half of 1 per cent of Canadiancompanies spend any money on research and development and that fivecompanies - General Motors, Ford, Chrysler, IBM and Noranda - account forone-quarter of all Canadian exports. He has also been calling attention toregulatory impediments to business growth and to the country's $8-billiontourism gap.

Child care, RRSPs wrong budget signals
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WHILE dutifully reciting Vespers the other evening, I happened upon thefollowing passage on page 40 of The Good Book: "A Liberal government, ifit can obtain the agreement of the provinces, will be committed toexpanding existing child care in Canada by 50,000 new quality child carespaces in each year that follows a year of 3 per cent economic growth, upto a total of 150,000 new spaces."

Let us now, fellow parishioners, look closely at that passage from theofficial bible of the federal Liberals (Chapter 2, Verse 6) andcontemplate its ominous implications, namely $1.4-billion in new spendingover the next three years.

The most important phrase here is the one that says the government will begin creating new child care spaces "in each year that follows a year of 3 per cent growth." Since growth this year is guaranteed to exceed 3 percent, and forecasts call for 3 per cent plus in the next two years, theLiberals have therefore hung themselves out on a political hook for150,000 new child care spaces.

According to the Red Book, the annual cost of maintaining 50,000 spacesis about $300-million. The Liberals proposed funding each 50,000 additionto the child care industry with $120-million from federal funds matched by$120-million from the provinces. Parental fees would be $60-million. Overthe course of the next three years, therefore, the Liberals plan to spend$720-million funding the child care system, with the provinces kicking inanother $720-million.

There would be no great reason to worry that the Liberals are about toset in motion a new $1.4-billion government spending program, except forthe fact that Finance Minister Paul Martin plugged the child care numbersinto his last budget. Over the next three years, according to the Martinbudget, Ottawa's deficit will be increased by $720-million to fulfill theRed Book's child care commitment - assuming, of course, provincial leadersare so far removed from their electors that they are prepared to set upanother pipeline of long-term spending.

So far, Ottawa has been unwilling to backtrack on any Red Bookpromises. But as government forecasters revise their deficit projectionsto accommodate rising interest rates, and as investors around the worldlook with growing alarm at Canada's fiscal mess, it is only a matter oftime before Ottawa begins an orchestrated retreat from some of its moregrandiose and expensive fantasies. The child care program, with its $1.4-billion, three-year price tag, looks like an ideal candidate for reappraisal.

In the meantime, instead of landscaping the nation for reduced spendingon social programs, the government seems to be doing a much more effectivejob of planting new tax ideas. It is not in a vacuum that Canada's leadingpension consultants yesterday declared war on any federal plans to imposenew taxes on RRSP and pension plan contributions or assets. Afterreceiving hints and rumours for months from federal officials, theRetirement Savings Alliance is trying to head off any plans Ottawa mayhave to drag a net through the pension savings of Canadians.

For reasons that are inexplicable, Mr. Martin refuses to publicly declare his RRSP and pension intentions, repeating the teasing that tookplace during last year's prebudget hysteria in mid-RRSP investment season.After the budget, Mr. Martin said that, despite all the prebudget hype, henever had any intention of playing with the RRSP regime. Why he refused toquell the speculation then is a mystery, but he appears ready to unleashanother season of prebudget frothing over RRSPs and pensions.

Both Mr. Martin and Prime Minister Jean Chretien have becomeunnecessarily vague on their tax plans. Maybe this is because they knowthere are other tax measures on the drawing board.

The Prime Minister and Environment Minister Sheila Copps keep assuring the oil industry in Calgary that a carbon tax is not and never will be on the table. What is on the table, however, are plans to raise gasoline taxes, perhaps by 2 cents a litre, maybe more. Needless to say, any new energy taxes will be portrayed as essential environmental measures rather than revenue grabs.

All is not bleak. Intergovernmental Affairs Minister Marcel Masse is making noises about cuts in the public service, and the environment industries strategy announced yesterday by Ms. Copps contained only $57-million worth of direct government spending over three years to create aGreen Economy.

The government's overall strategy, however, won't become clear untilnext month after Human Resources Minister Lloyd Axworthy releases hissocial program review document and Mr. Martin delivers an economicstatement. By then the Liberals will have been in power for about a year.Perhaps then they will finally be able to muster the courage to turn theirbacks on the Red Book.
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WE ARE about to find ourselves, as a country, embroiled in the most far-reaching debate on the role of government since the 1930s and the Great Depression. That was the last time the fundamental tenets of society were truly questioned.   

The debate will begin next week, when Human Resources Minister Lloyd Axworthy unveils his discussion paper on social policy reform, and continue right up to next February when Finance Minister Paul Martin brings down his next budget.   

The debate will challenge our view of how modern economies work and how jobs are created, question the values that underlie our social programs and reassess the respective roles of the federal, provincial and municipal governments.   

The big driver in all of this is the large and mounting federal debt.   

Prime Minister Jean Chretien says he is committed to cutting the federal deficit to 3 per cent of the gross domestic product by 1996-97, compared with 6 per cent of GDP last year.   

To achieve his 3 per cent target, Martin may have to trim federal program spending - spending on all federal activities other than interest on the public debt - by up to $10 billion, from its current level of just over $120 billion.   

Even at 3 per cent of GDP, the deficit would still be about $25 billion.   

At the end of March, the federal net debt, which represents the accumulation of past deficits, was $508 billion. This was $83 billion higher than just two years earlier.   

If little is done to change this pattern, then Canada's federal debt could increase by more than 50 per cent over the next five years to about $800 billion, according to some estimates.   

Instead of paying about $40 billion a year in interest costs, we would end up paying closer to $60 billion a year. By way of contrast, all federal transfers to seniors cost just under $20 billion last year, while federal contributions for health care and higher education cost just under $10 billion.   

To achieve his fiscal targets, as Chretien told the Canadian Chamber of Commerce recently, will mean "fundamental changes to our government."   

For example, Intergovernmental Affairs Minister Marcel Masse is leading a program review that is looking at everything Ottawa does and asking whether each program is necessary, if the activity should be done by Ottawa or the provinces, and whether the activity could be transferred to the private sector or non-profit agencies.   

This could lead to a reshaping of federal-provincial activities and increased contracting out of government activities.   

For his part, Martin will table a discussion paper setting out the values and principles that will guide the government in determining which areas should be cut and which areas should be supported - for example, why Ottawa is getting out of megaprojects but still wants to be active in science and technology.   

This paper, or essay, will reflect the the new economics of growth being developed by the Canadian Institute for Advanced Research, which emphasizes the importance of ideas, knowledge and innovation in economic growth.   

A second discussion paper from Martin - and the one that will cause the real anguish and controversy - will set out the hard fiscal choices facing Canada in order to reach the 3 per cent deficit target. Beyond that is the question of when or if the government plans to balance the budget.   

But Axworthy's social policy paper will be a litmus test of how the debate goes.   

The social safety net, Chretien says, must be recast. "It must protect those in need in a more efficient, cost-effective manner; it must contribute to the retraining and upgrading of our labor force; and it must remove disincentives to work."   

The real question, though, is whether the debate will be about the best social policy or the best way to reduce social spending in order to reduce and eliminate the deficit.   

The same challenges will be faced in policies on the environment, defence, foreign aid and science and technology.   

The Chretien government's goal is to make the deficit the overriding issue, albeit it one with a Liberal face, and to do this by challenging Canadians to rethink the kind of government they want. It is by no means certain, though, that the public, when they see what is threatened, will let them do this.   

David Crane is The Star's Economics Editor. His column appears in the Business section Tuesday, Thursday and Sunday.   
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As the federal government pushes on with itsdepartment-by-department program review, Auditor General Denis Desautels frets about what he perceives as a slowdown in earlier momentum for public-service renewal.

Desautels believes it was important for the government to take''political ownership'' of the issue by appointing a ministerspecifically responsible - Marcel Masse, the minister ofintergovernmental affairs. ''I view that as very positive,'' hesays.

However, there is still a failure in Ottawa to deal adequately withperformance reporting, Desautels says. He describes this as thethird leg of the stool of public-service reform. The others aredecentralization and more management flexibility. Now that theseare being implemented, there is a greater need than ever forproper reporting against performance targets - ''that's stillsadly lagging.''

Masse's program review involves every department assessing whetherits programs are worth keeping or could be delivered morecost-effectively. Many departments are responsible for mega-sizedbudgets. Several have huge staffs of 20,000-40,000.

''Part of the solution is to visualize funding arrangements betweenParliament and departments as a contract,'' Desautels says. Then Parliament could lay down what it expects in return for the mone yit gives. ''The department would be obliged to report againstthese expectations as a condition for further funding,'' he says.

Desautels doesn't buy the argument that would be too difficult aconcept to introduce in Canada - ''we have to put our minds toit.'' A former senior partner in a Montreal accounting firm whotook up the auditor general's post in 1991, he points out theBritish government has come close to the contract notion.Increasingly it carries out departmental functions throughexecutive agencies that operate like separate private companiesbut are still part of the public sector.

Over the years several attempts have been made to reformpublic-service operations in Canada, such as the formerConservative government's ambitious PS 2000 plan. ''But to beblunt,'' Desautels says, ''we're not even halfway there yet.''

The need is to shift from a process-oriented organizationalstructure toward a results-oriented one. There is a system inplace to assess the performance of senior managers. But it suffersfrom a lack of performance data, Desautels says.

Ottawa has introduced the concept of special operating agencies(SOAs) for some functions. These fall well short of the autonomyof Britain's executive agencies, but are putting parts ofdepartments on more of a private-sector footing. ''A form ofcorporatization,'' is how Desautels describes it.

So far, though, the SOA experience is inconclusive. ''It's been aprudent approach, one we've moved into slowly,'' Desautels says.''It hasn't been used extensively and hasn't made a big differenceyet. We've only got our big toe in the water.''

The image of SOAs may also get bruised by the Treasury Board'sinvestigation into the Canada Communication Group, a SOA thatmight have accepted irregular advance payments from otherdepartments trying to protect their budget levels. Somedepartments had in effect gone on a year-end spending splurge withCCG (and other suppliers) rather than let allocated funds lapse.

However, Desautels says this is an old problem, not a flaw in theway the new SOAs operate. He raised the issue two years ago.Still, he agrees that if any SOA participates in this kind ofmanoeuvre contrary to government policies, it's not going to helpits cause.

The auditor general also ranks more effective boards of directorsas a priority for improving operations of government agencies andCrown corporations. ''It's an important area, but hasn't beenfunctioning satisfactorily.'' There is not enough discussion withthe government on the sort of appointments needed. There are stillpeople on boards whose terms have technically expired.

As for Desautels' own office, it isn't formally evaluated by anindependent group. But he says there are a number of mechanismsthat make it more accountable than most government departments:''All of what we do is made public. All our reports are subject toreview by Parliament.''

At $57 million, his departmental budget for 1994-95 is 6% lowerthan the year before. Staffing levels (now around 600) are downtoo - by 10%, for instance, in the management category. ''It's apressure cooker,'' he says, ''but I can't be talking about theneed for deficit reduction and not doing my part.''

*** Infomart-Online ***

Martin vows to slash deficit - Big spending cuts clearly coming to meet $25-billion target by 1996-97

ALAN FREEMAN

1545 words

Publication date: 18 October 1994

Source: The Globe and Mail

Page: A1; (ILLUS)

All material copyright Thomson Canada Limited or its licensors. All rights reserved.

OTTAWA

Finance Minister Paul Martin has renewed the government's promise to cutthe federal deficit to about $25-billion by 1996-97, but insisted it isonly an interim step on the road to balancing the budget.

"We are in hock up to our eyeballs," Mr. Martin told the House of Commons finance committee yesterday in presenting his long-awaited policy paper, A New Framework for Economic Policy.

"That can't be sustained. It is unsustainable by the laws of capital markets and it is unsustainable under the laws of compound interest.

"We have created the deficit and debt problem ourselves. The wound is self-inflicted. It must be healed."

Mr. Martin vowed to reach the target of reducing the deficit to 3 percent of gross domestic product - estimated at $25-billion in 1996-97 - adecline of $17-billion from the record $42-billion deficit recorded lastyear.

"Nothing is going to make us miss that target," Mr. Martin said. But hegave no indication of when he wanted to balance the budget.

The last time Ottawa hit the 3-per-cent target for the deficit was in1974-75, when it was 1.4 per cent of GDP, and the last time the deficitwas below $25-billion was in 1981-82, when it totalled $15.6-billion. This year's deficit is expected to be equivalent to about 5.4 per cent of GDP.

As expected, Mr. Martin provided no details of how the government plans to reach the $25-billion deficit target, although he was clearly trying to prepare the public and the Liberal caucus for big spending cuts in hisFebruary budget.

Responding to questions from Reform Party MPs, Mr. Martin declined toguarantee that he wouldn't raise taxes to help reach his goal, saying that he didn't want to prejudge the deliberations of the finance committee,which is supposed to recommend measures to be taken by the government inthe budget.

However, the 87-page paper made public by Mr. Martin concludes that "spending restraint, and not tax increases, must bear the brunt of fiscal adjustment." The paper says that Canada's tax burden had risen well beyond that of the United States, and that the ultimate goal must be to lower, rather than increase, taxes.

Mr. Martin said later that the deficit is too big to grow out of, anargument that some Liberals used to make when they were in the opposition.

The paper details how continuing high deficits have added to Canada'spublic debt and resulted in higher taxes, higher interest rates and a morelimited capacity for Ottawa to tackle other issues.

The federal debt is expected to reach $548-billion by the end of the1994-95 fiscal year and is predicted to reach $800-billion within fiveyears simply because of compound interest. If this trend is allowed tocontinue, the paper argues, the annual interest bill will be $20-billionhigher than the $44-billion Ottawa will spend on interest this year.

That increase of $20-billion is equivalent to what Ottawa spends on theelderly and more than twice what it spends on equalization payments to thepoorer provinces.

"The debt statistics are beyond real comprehension and thus haveprobably lost their power to shock," the paper says. "A figure more athuman scale is that interest on the federal debt is now accumulating at$85,000 per minute, 24 hours a day."

Mr. Martin's document won immediate praise from the opposition ReformParty.

"I agree with 90 per cent of the diagnosis," Reform finance critic HerbGrubel said, adding that it borrowed much from what Reform has beenpreaching about the dangers of high deficits and debt.

But Mr. Grubel doubted that the government would actually go throughwith the cuts and disagreed with the document's emphasis on the need forimproved training to prepare Canadians for high-tech jobs. He saidgovernments shouldn't be entrusted with such an important role.

"The same people who brought us the post office will bring us more jobtraining," he said sarcastically.

The Bloc Quebecois argued that there were not enough specifics and thatso far all the Liberals had done was cut money for unemployment insuranceand welfare. "It's the federal regime that's a catastrophe," financecritic Yvon Loubier said.

Mr. Martin countered that every time his government announced any cuts,the Bloc objected. He challenged them to make constructive suggestions.

Parts of the policy paper presented by Mr. Martin sound remarkably likethe policy paper produced 10 years ago by Michael Wilson, shortly after hebecame finance minister in the Progressive Conservative government ofBrian Mulroney.

"The mounting debt burden and rising debt service charges pose aserious potential threat to the long-run growth of the economy," theWilson paper said. "The great danger now is that the large stock of debthas left the federal government's fiscal position extremely vulnerable toa continuation of high real interest rates."

The Wilson paper also proved prescient in predicting that if nothingwere done to halt persistent deficits, "net public debt would more thandouble from its present levels, rising to over $400-billion by the early1990s."

Some reporters noted that the cover of the Martin document is purple -a cross between Tory blue and Liberal red. And there is anothersimilarity: Mr. Wilson used to talk of the deficit "treadmill," while Mr.Martin prefers to speak of "trying to walk up an escalator that is goingdown."

For the Liberals, accepting the idea that deficit reduction is ofoverriding importance still requires some getting used to. So the paperfirst sketches out the current economic situation, pointing to the factthat growth has slowed considerably since the mid-1970s, that householdincome hasn't increased in real terms in more than 10 years and thataverage unemployment rates have gone from 5 per cent in the 1960s to morethan 9 per cent since the early 1980s.

"The root of Canada's economic problems in the past two decades hasbeen the failure of productivity to increase at the rates achieved during the postwar years to the mid-1970s," the document says.

It then goes on to recommend five priorities for government action,only the fifth of which is reaching the government's deficit targets. Thefour other points are helping Canadians acquire skills, encouraging themto adapt to change, making government more efficient and providingleadership in the economy through aid to small business and othergovernment programs.

Yet Mr. Martin made it clear that it's the fifth priority that comes first. "Restoring fiscal health is essential. If we don't do that job, we will fail at everything else."

Mr. Martin is to reappear before the finance committee today to givethe second part of his presentation. He will update the economic and fiscal outlook for this year and is expected to give an idea of what sortof cuts will be needed to get to the $25-billion deficit target.

In a preview of today's statement, Mr. Martin said yesterday thatbecause of higher rates, interest on the national debt for the currentyear is expected to cost taxpayers $44-billion - $3-billion more thanforecast in last February's budget.

Yet he also said that the deficit for the current 1994-95 fiscal year will total "in the neighbourhood of $39-billion" - $700-million lower than predicted in the budget. That's because the economy has been growing faster than anticipated, more than offsetting the higher interest costs this year.

The Finance Minister also indicated in response to a question from Mr.Grubel, the Reform critic, that the government is looking at spending cutsin the range of 10 to 15 per cent.

Mr. Martin didn't provide specifics, but Intergovernmental AffairsMinister Marcel Masse has said that he is looking for savings of about $5-billion from the program review he is heading. That's more than 10 percent of the $45-billion in annual spending covered by the review.

Although Mr. Martin's policy paper was light on specifics, he made somecommitments:. The government will no longer finance megaprojects, after the decisionin the summer to sell its stake in the heavy-oil upgrader at Lloydminster,Sask., in which Ottawa lost $500-million. The decision apparently doesn'taffect the Hibernia oil project and the Prince Edward Island fixed link.. Ottawa will continue to work at reducing regulatory paperwork.. The unemployment-insurance system will operate more like a trueinsurance program. The government hopes to build up a large surplus in thefund so that premiums don't have to increase when the economy contractsand payouts soar.

"So far, what they've done is make promises," said Thomas d'Aquino,president of the Business Council on National Issues.

"The real test is going to be whether they deliver on the 3-per-centpromise and ultimately on eliminating the deficit. The jury is still outon that."

Enough, CBC will tell panel on cuts - Public broadcaster's presentation may turn out to be futile exercise
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OTTAWA

The CBC will raise the stakes about its future today when it reveals how it plans to make $100-million in spending cuts inherited from past Progressive Conservative budgets, and why its officials believe it can't absorb the additional $200-million-a-year funding reduction called for in the Liberal government's current program review.

That additional reduction over the next three to four years "will cutthe heart out of this place and do irreversible damage," CBC presidentAnthony Manera said in an interview yesterday as the Crown corporationprepared for an appearance before the Commons heritage committee.

Today's exercise may be an exercise in futility, however, since the CBChas prepared an elaborate strategic plan based on promises made byHeritage Minister Michel Dupuy on behalf of the government last February,a package that included a commitment for stable funding for the next fiveyears.

But the Heritage Minister has been skating away from those commitmentsin recent weeks under pressure from Finance Minister Paul Martin'sdeficit-cutting campaign and the general program review co-ordinated byPrivy Council President Marcel Masse.

If Mr. Martin's next budget imposes the program-review targets set outfor the Department of Canadian Heritage on the CBC, it could meanabandoning up to 30 per cent of its current audience that does not havecable service, drastic cutbacks in Canadian drama and other programming,up to 2,000 additional layoffs (on top of the 1,000 already planned) andprobably the resignation of the CBC president.

While CBC officials claim they are pressing ahead on their strategicplanning based on the government's policy commitment of February becausethey have not been publicly informed of any changes, Mr. Manera has made asecret report to the cabinet through Mr. Dupuy on the implications offurther cuts.

But he could be required to testify about the behind-the-scenesnegotiations if pressed by members of the Heritage Committee.

The Friends of Canadian Broadcasting, a lobby group that favours the publicly owned network, has already told the committee that the CBC has"far more than prepaid" its contribution to deficit reduction through theseries of cuts imposed upon it by the former government.

Initially the Liberal government threw the broad question of the CBC'sfuture along with proposals of alternative revenue schemes to theparliamentary committee as a way of buying time for the new HeritageDepartment and its inexperienced minister.

But the pressures being generated by the Finance Department and theprogram review will force some major decisions.

Mr. Dupuy's current difficulties regarding the Canadian Radio-television and Telecommunications Commission are likely to furtherdiminish his clout with his fellow ministers when it comes to the CBC.

Although the minister signed the February commitment on behalf of thegovernment, there is little evidence he has taken any initiatives to go tobat for the Crown corporation.

As a consequence of the financing crunch, the broader questions of theCBC's mandate and future role in the so-called multi-channel universe havecome into play.

It's principal competitor in English-language television, the CTVNetwork, has been targeting the CBC's role in broadcasting professionalsports (although the private network could not prove its claim that CBCwas using its parliamentary grant to undercut its competition forprofessional sports.)

Asked yesterday if he will resign as president of the CBC if thegovernment fails to keep the promise it made to him when he took the job,Mr. Manera said it was too early to make such a decision. "To quote one ofmy predecessors, I'll fall off that bridge when I come to it."
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The federal Industry Department faces a 40% budget cut and loss of1,000 to 1,500 jobs under the Chretien government's sweeping program review, officials say.

Industry has offered the cuts in a secret report to cabinet as itsshare of the cost reductions expected under the government-widereview of Ottawa's programs and services.

Industry's report outlines budget cuts that would result in a 40%cut in discretionary spending - such as special projects, grantsand research - and a 15% reduction in statutory spending - whichincludes all spending mandated under federal acts. Cabinet willmake the final decision on just how much of a hit the department's$1.1-billion budget will take.

In fact, the bite on Industry may be even deeper. The department'sdirector-general of human resources, Jocelyn Ghent Mallett, saidthe actual cuts will be imposed on the department's budgetexcluding the cost of programs scheduled to expire.

Once the cost of those ''sunset'' programs are removed, Industry's$1.1-billion budget shrinks to $649 million. That $649 millionwill be the base from which the cuts are made, Mallett said.

CUTS UNDECIDED

''The cuts are not insubstantial. But they're not decided yet,either,'' she said.

Insiders say they are concerned that cuts of that magnitude willundermine Industry's ability to help Canadian businesses.

As the key portfolio for improving Canada's competitiveness, theIndustry Department is the main source of information, analysisand help for companies. It is also responsible fortelecommunications policy, reducing internal trade barriers andencouraging research and development.

Each federal department has been asked to identify services andprograms it could trim to help cut Ottawa's deficit. Insiders sayIndustry's first program review report - delivered to cabinet byIndustry Minister John Manley in late October - was sent back witha demand for more trimming.

Deputy Minister Harry Swain has held four briefings for employeesto update them on the program review process. A spokesperson forSwain said he has not given employees a firm number on themagnitude of the cuts, and won't until the next federal budget ismade public in February.

But Mallett said that, when pressed by unions, Swain did estimate aloss of 1,000 to 1,500 jobs for the department as a result of thecuts. Industry now employs about 5,500 full-time staff across thecountry.

ANTICIPATING LAYOFFS

Industry is expected to be just one of the departments facing hugecuts under the program review, spearheaded by Marcel Masse, the minister of intergovernmental affairs and public service renewal.

Other departments anticipating large layoffs include Transport and Fisheries and Oceans, which a confidential document says could shed 1,200 of its 5,000 full-time employees when the review is complete.

The program review dictates that each minister's entire portfolio should be re-examined with an eye to substantial cuts. In Manley's case, the portfolio to be trimmed includes Industry, the National Research Council, Statistics Canada and several federal granting agencies.

But Blair Stamard, vice-president of the Professional Institute of the Public Service, speculates that Industry's sectoral branches and personnel, finance and information services will bear the brunt of the spending axe. ''These are two areas that don't generate revenue and could bear more than their share of the reduction,'' Stamard said.

Insiders speculate the NRC will escape much of the cuts because itsscientific mandate fits well with the Liberal government'semphasis on industrial innovation. Statistics Canada could alsoemerge relatively unscathed, since most of its work is required byfederal law and therefore could only be cut by a maximum of 15%.

*** Infomart-Online ***

Ottawa's slashing finds $2-billionProgram review two-thirds of way to target for Martin's budget
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OTTAWA

Ottawa's biggest budget-slashing exercise in decades is drawing to a close with government officials saying that more than $2-billion is in the bag - still short of their $3-billion target.

The highly confidential process known as program review, which will form the foundation of Finance Minister Paul Martin's budget in February,is intended to slice $10-billion from federal spending by 1997-98. Gettingover the first hurdle is proving a challenge, however, and, even at thislate date, everything remains in flux.

Under program review, most government departments are required to comeup with plans to reduce their budgets by anywhere from 15 per cent to 40per cent over the next three years. The bulk of the cuts are to fall ondepartments such as transportation, agriculture and industry.

But a clutch of ministers continue to resist the cuts, and in a numberof cases the elimination of programs would not produce immediate savings.

Moreover, the prospect of a Quebec referendum several months after thefederal budget is complicating the process.

"Program review is absolutely essential," one official said. "You can'tdo the budget without program review. You can't start without thatexpenditure reduction."

Deliberations by an eight-person cabinet committee, dubbed the StarChamber, have been under way since early autumn. The group has grilledministers about their plans for shrinking their departments and has spentthe past week tackling some of the particularly sensitive issues thatremain, such as what to do about agricultural subsidies, cultural spendingand redundant civil servants.

The committee, chaired by Marcel Masse, whose responsibilities includeboth intergovernmental affairs and public-service renewal, is expected toreport to the cabinet on Dec. 20, about a month behind schedule. Butcabinet is not expected fully to discuss tradeoffs involved until a Jan.17 retreat.

Program review is "looking at the machinery of government," a senior Liberal said. "In January, what you have to look at is the politics of thecuts."

The review covers about half of Ottawa's annual spending on programs,nearly $60-billion. Excluded are the $40-billion in social programs thatfall under Human Resources Minister Lloyd Axworthy's separate social-security review and $20-billion in old-age pensions that will be examinedin a government paper on aging slated for release after the budget.

The process was intended to add a Liberal wrinkle to previous effortsto cut government spending. Instead of Finance officials ordering across-the-board cuts or bringing in outside consultants, individual departmentswould discuss what lines of business made sense for them in the 1990s.

It would review the raison d'etre of government as much as the size ofit. And for some, that appears to have been the case.

Transport Minister Douglas Young, for instance, led off early withplans to get the government out of operating airports and the air-navigation system.

"We are on our way to commercializing 75 per cent of Transport Canada'soperations," Mr. Young said recently.

Fisheries Minister Brian Tobin, a born-again deficit fighter who sitson the program review committee, has proposed radical changes that wouldsee his department withdraw from freshwater jurisdictions and begincharging user fees.

Others have come along more slowly. After months of haggling, bothIndustry Minister John Manley and Defence Minister David Collenetterecently unveiled plans to scale back and redefine their departments.

Mr. Manley's $1.2-billion department will lose about half of itsprograms over three years at a cost of 1,000 to 1,500 jobs, about one-quarter of its work force.

Mr. Collenette, who had been promised that his department would bespared because of defence cuts last year, made it clear in his recentwhite paper that the military will take it on the chin again because ofprogram review. A final figure is unknown, but naval and air-force unitswill be sacrificed to free resources for the army.

Still, for every minister agreeing to take a hit, others are fightingthe reductions. Most departments have been ordered to rewrite their plansone way or another.

Agriculture Minister Ralph Goodale, for instance, has been strugglingto cope with demands for hefty cuts to both grain-transportation subsidiesand farm-support programs and still survive as a minister fromSaskatchewan.

"We realize we're one of the bigger economic departments and we realizewe're being looked to to provide the kind of fiscal room that Mr. Martinneeds," an agriculture official said. "But our problem is it has to beequitable regionally and departmentally."

Simply cutting farm-support programs is shortsighted, the officialsaid, because the government would be forced to step in whenevercatastrophes occur. Mr. Goodale is one of the ministers who is to appearbefore the committee during its so-called wrap-up sessions.

Another minister scheduled to reappear is Michel Dupuy. His HeritageDepartment has been one of the biggest headaches for the government,because many of the things it does cannot be taken over by other levels ofgovernment or the private sector. Still, he is under pressure to findmajor savings in his $2.2-billion annual budget. That could force him tobreak his promise to leave the $1.1-billion CBC intact or to gut a goodportion of everything else.

If a minister is not willing to meet the targets, the Finance Ministercan force his or her hand in his February budget, but Mr. Martin has beenhoping to have the support of all the ministers to help sell the cutsafter the budget.

First mentioned in a single line in Mr. Martin's first budget, programreview took on a greater urgency when it became clear that he would needbillions in quick cuts to reach his deficit-reduction target of $25-billion in the 1996-97 fiscal year.

Originally, program review was a five-year plan to help take theFinance Minister beyond the $25-billion figure in future. Now the cuts arebeing compressed into three years, with a $3-billion target in the firstyear, doubling to about $6-billion in the second and accumulating to $10-billion in the third. On top of this will be added savings from Mr.Axworthy's social-security review beginning in 1996-97.

Even so, there is concern in some quarters that it will not be enough,especially if interest rates continue to move upward before the budget.

For now, however, the more immediate problem is political.

To what extent does the government cut regional-development agencieswhen it is already taking money out of Atlantic Canada or the graineconomy? How will it deal with public-sector unions as it moves towardrescinding the policy that guarantees a comparable position to anyonelosing his or her job? Do cuts fall on regions in a balanced way?

Looming above all other political issues is Quebec. A referendum onsovereignty could be held as early as June, so care must be taken not toprovide fodder to separatists.

If there is any backsliding in cabinet, Mr. Martin will have to cutmore deeply elsewhere. There are some indications that social departments,which have been handed far more modest targets, are being warned that morewill be expected of them.
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THERE are times when Ottawa appears to be on a different wavelength from the rest of the country. This is one of them.   

The capital is tense, nervous, fretful. Federal bureaucrats are convinced that the Liberals are courting disaster with their cost-cutting plans.   

The public will be shocked by the brutality of next month's budget, they predict. Voters will rise up in anger when they see how many programs are being chopped.   

The danger, in fact, is quite the opposite.   

If Finance Minister Paul Martin is timid, or tentative, in cutting government spending, Canadians will question his judgment. If he tries to reduce Ottawa's deficit by raising taxes, they will turn on him with a vengeance.   

People have bought into the idea that Canada has more government than it can afford. They expect the Liberals to do something about it.   

This does not mean Martin will get a hearty round of applause, on budget night, if he cuts spending till it hurts. There will be howls of protest from indignant interest groups, aggrieved public service unions and representatives of hard-hit regions.   

But once the post-budget furor dies down, the government will discover that it has a fairly broad mandate to proceed.   

Prime Minister Jean Chretien knows this. His government has been testing various budget proposals on groups of typical Canadians for several months. What it is finding is that there is surprisingly little resistance to most austerity measures - except in Ottawa.   

This gives the Liberals both a rare opportunity and a heavy responsibility.   

They can wind up more programs and reduce more services than any government in recent history without facing a serious backlash. This makes it an ideal time to figure out what the role of government is and to eliminate everything that doesn't fit that role.   

On the other hand, they owe it to Canadians to ensure that the cuts they make are in the country's long-term interest. It is tempting, at a time like this, to slash indiscriminately, letting future governments deal with the social and structural consequences.   

Next Tuesday, Chretien and his cabinet will hold an all-day retreat to work out this balancing act.   

The meeting is the culmination of a 10-month process known as program review. Last spring, Intergovernment Affairs Minister Marcel Masse instructed the heads of all 22 federal departments to justify, or dispense with, every program under their jurisdiction. Those that had outlived their usefulness were to be killed. Those that could be delivered more effectively by the provinces were to be transferred. Those that remained were to be tightened up.   

Program review began as a rational - if not altogether pleasant - exercise for the bureaucrats involved. But as the months passed and interest rates climbed, pushing up Ottawa's debt charges, they came under increasing pressure from the finance department to cut wider and deeper.   

By year-end, according to one senior official, the undertaking had lost any sense of intellectual purpose. It had turned into a desperate scramble for savings.   

The results of the study are now in. What Chretien and his cabinet colleagues have to do is decide whether they are politically palatable, regionally equitable and good for the country.   

Ottawa could save millions, for instance, by chopping agricultural subsidies. But how much harm would it do to the economy of Western Canada?   

A case could be made for devolving practically all social programs to the provinces. But would that weaken the glue that holds Canada together?   

Foreign aid is an obvious target. But can we turn our backs on those whose need dwarfs our own?   

Reducing support for Canadian culture is always an option. But how many tools do we have left, in an era of globalization, to assert our identity as a people?   

These are the kind of questions that Chretien and his ministers will have to grapple with, as they prepare for next month's budget.   

They can't count on the public to provide guidance, as they struggle toward their deficit goal of $25 billion within two years. As far as most taxpayers are concerned, the more Ottawa sacrifices, the better.   

They can't count on the bureaucracy to steer them in the right direction. As far as most public servants are concerned, lopping off whole appendages of government is a risky and ill-advised course of action.   

That leaves only their common sense and political principles to fall back on.   

It is an uneasy time in Ottawa. The old rules of budget-making don't work. And the new ones haven't been invented yet.   

Carol Goar normally writes Monday, Thursday and Saturday.   
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OTTAWA

A rise in interest rates of nearly 1 per cent and a further drop in thedollar yesterday dealt a severe blow to the federal government's deficit-fighting efforts and could damage already-shaky consumer confidence.

Prime Minister Jean Chretien tried to calm nervous financial markets ashis cabinet met in Ottawa to make tough choices in advance of next month'sbudget.

"The Canadian situation is very sound," he told reporters after thecrucial meeting. "We have a budgetary problem. We have never denied that."

He added that the government is well ahead of its fiscal targets thisyear and will do whatever is needed to meet them again in the next twoyears.

"We are disappointed, but we are not alarmed by that," Mr. Chretiensaid of the Canadian dollar, which fell nearly half a U.S. cent to 70.49in trading yesterday.

"There (is) a lot of movement for a lot of currencies around the world.The same thing affects many other currencies at this moment . . . probablybecause of the crisis earlier in the month with the (Mexican) peso."

The sharp drop in the dollar was triggered in part by a prediction inTuesday's Globe and Mail by Toronto currency trader Albert Friedberg, whosuggested that Canada may be headed for "a massive crisis" such as a one-day 10-per-cent drop in the dollar before it resolves its financialproblems.

Canada's chartered banks increased their prime lending rate yesterdayby three-quarters of a percentage point to 9.25, even before the Bank ofCanada raised the weekly bank rate by nearly one full percentage point.Interest rates are at their highest level since November of 1992 andnearly twice as high as they were a year ago, when Finance Minister PaulMartin brought down his first budget.

Nervous markets are looking for real progress in Ottawa's bid to getits financial house in order.

"The proof is in the pudding. We are looking for some semblance of what(the government) is going to do," said Patrick Paradiso, vice-president ofresearch at Deutsche Bank Capital Corp. in New York. "They better comeacross this time."

He added that foreign investors want a real reduction in the size ofthe federal government, rather than trimming, and would not lookfavourably on hefty tax increases.

Ted Carmichael, chief Canadian economist at J. P. Morgan SecuritiesCanada Inc., said the interest-rate increases may be far from over. Hepredicted that rates in the United States could jump by as much as afurther 2.5 percentage points in the near future, putting additionalupward pressure on Canadian rates.

"There is no question that the government now has a significant problemon its hands," he said. "And it's still very vulnerable to further upwardpressure on interest rates."

If rates continue to rise, Mr. Carmichael estimates that Ottawa willhave to cut spending by $12-billion in 1996-97, almost double what thegovernment thought it would have to cut in the "prudent economic scenario"Mr. Martin made public in October.

But Mr. Martin said yesterday that the Canadian economy "looks good allover" in spite of the market trumoil, and he is convinced the governmentcan meet its deficit targets largely through cuts in spending. The"cabinet is absolutely united" about getting there, he asserted, and"first and foremost we will go by cuts in expenditures."

Yesterday's meeting was intended to put a cabinet seal on the massive"program-review" cutting exercise that the Chretien government hasundertaken and reportedly completed over the past several months.

But Intergovernmental Affairs Minister Marcel Masse, the minister incharge of program review, was not able to declare yesterday that thecutting process was definitely finished.

In fact, when asked whether yesterday's market turbulence had sent himback to the drawing board, Mr. Masse's reply was deliberately vague:"We've had a very useful and fruitful discussion, and the results will beknown in the budget."

That could mean the Finance Department wants more cuts than thosedelivered by Mr. Masse to the cabinet yesterday.

Public servants in Ottawa, already nervous over massive cuts rumouredto be in the works, received very little reassurance yesterday from Mr.Masse.

When asked what he had to say to nervous public servants, Mr. Massesaid: "We are going to treat them humanely. . . . And we will make surethat the downsizing is done in a proper way and in a way that isrespectful of the rights of civil servants."

He would not say whether public servants would learn of the cuts beforenext month's budget.

In sectors of the economy sensitive to interest rates, the news of yetanother increase in the prime rate sparked increased jitters.

"Every percentage point increase in mortgage rates means that roughly100,000 people across Canada no longer qualify (for mortgages) andtherefore the demand for housing has been reduced," said Richard Allen,chief economist at the B.C. Central Credit Union.

"Rates have really affected first-time home buyers because they can'tmake the monthly payments," said Mariana Giannone, sales and marketingdirector for Fram Building Group, a Toronto-area home builder.

Ms. Giannone said that sales at Fram's condominium townhousedevelopment in Oakville, where 1,200-square-foot units go for $127,000,have dropped sharply since rates began their climb last spring. For thetypical first-time buyer with a 5-per-cent down payment, the monthlycarrying cost of a townhouse has grown by more than $200 in the past year.

Cross-Canada statistics show that housing starts and home resales havebeen down sharply recently, with interest rates getting the blame.

"It isn't what you call a buoyant market," said Sadie Moranis, chairmanof The Prudential-Sadie Moranis Ltd., a Toronto realtor. She places theblame for the weakness in the real-estate market not only on interestrates but also on the threat of Quebec separation and continuedunemployment.

"Sales have been terribly slow since December," said Maurice Dupuis,sales manager at Brodeur Brothers, a General Motors dealer at St. Adolphe,just south of Winnipeg. Mr. Brodeur does not know exactly what's to blame,but adds that "if interest rates were 4.5 per cent rather than 9.5 percent, it would turn things around."

Mike Willie, sales manager at Willie Dodge Chrysler in Victoria, saidsales in 1994 were excellent and at times he had trouble finding enoughproduct to stock his dealership.

But financing is a major concern. "Not too many buyers are payingcash."

Some economists say that while housing is likely to remain weak, carsales may revive with more factory-supplied financing.
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Finance Minister Paul Martin has to hope that his tough fiscal medicine won't be fatal to his chances of personally reshaping Canada's economy
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Shortly after Paul Martin Jr. took over Finance in November, 1993, he asked to have a look at Kim Campbell's deficit-reduction plan and learned,to his surprise, that the department had never made one. Then, when first presented with three huge briefing books, he reportedly threw them acrossthe room because of their inadequacies. But what frustrated him most were those Finance officials who insisted on treating the Liberals' 112-page election manifesto known as the Red Book, which Martin and party policy adviser Chaviva Hosek had co-authored, the way that fundamentalists treat the Bible. Time and again, in order to get them to think beyond it, Martin was heard to yell, "Screw [the Red Book]"

Such outbursts would doubtless surprise most Canadians. To the electorate, the 56-year-old Martin is an affable and unassuming kind of guy. He's generally liked and well regarded, even by his adversaries inthe Commons and the Press Gallery, and he has developed into a popular stump speaker with a ready humour and evangelical conviction. Sometimes he slams the table a little too hard in stating his case; sometimes he shows a flash of anger or raises his voice to an exasperated whine; but rarely does he appear either arrogant or unapproachable. He often tells the story of coming within inches of being hit by a car when absentmindedly jaywalking in Toronto one day last year. The driver rolled down his window and shouted, "Martin, you horse's ass, don't tempt me]"

"Sometimes, I think he should look more worried," says Preston Manning,the Reform Party leader. "My father remembers old James Ilsley, who wasfinance minister during the Second World War and the walking embodiment ofworry. Everybody used to think twice about adding to his worries."

A demanding taskmaster with an explosive temper, Martin is more apt to inflict worry than have it inflicted on him. He is, by his own admission,"psychologically incapable of deviating from the goals I've put on theagenda," and woe betide anyone who fails to tackle them with similarrelentless drive and long days. "He's very high maintenance," admitsTerrie O'Leary, his executive assistant. "He believes in tension; he sees it in a positive light."

Although his tantrums blow over quickly and with few lasting grudges,he often has his officials in a state of high anxiety, never certain whatmood or idea will possess him next. David Dodge, his deputy minister, hashad to scold him from time to time for shouting at departmental juniorswho are understandably reluc-tant to shout back. And while Martin revelsin the give-and-take of ideas, he's also annoyingly stubborn.

"Once he's made up his mind, it's a major struggle to get him to changeit," says Chaviva Hosek. "You think you've convinced him, and then youhave to convince him again. Sometimes he's decided he's lost too manyfights that month and doesn't want to lose another one."

Both Martin's zeal and obstinacy are rooted in a sense of mission thathas come to supersede any thoughts of higher office and most of the wilesof partisan politics. For he entered public life in 1988 with a vision-largely informed by his entrepreneurial success with Canada SteamshipLines Ltd.-in which government can play a constructive part in economicgrowth, as it did in the 1950s, while simultaneously dismantling thebarriers that government has put in the way of growth. Now, on the eve ofhis second budget, he is battling a host of critics, bureaucrats and evensome cabinet colleagues to realize that vision in the face of the debtcrisis and its political fallout.

"The role of the nation-state is not to be protectionist or pour hugesums into megaprojects," Martin explains. "It's to make sure, in terms ofcomparative advantage, that its people are constantly increasing theirproductive capacity through education, innovation and individualentrepreneur-ship. If it focused on getting those three key things right,everything else would flow."

In practice, his vision calls for government intervention in selectedareas: promoting research and development, training the young and theunemployed, building linkages between businesses, giving small firmsaccess to venture capital and the latest technologies, reducing payrolltaxes and opening the doors to new export markets. But it also means morepainful measures such as deficit reduction, dereg-ulation, privatizationand welfare reform.

Martin's ideas owe much to economist Lester Thurow, the guru of trade competitiveness, who gave a keynote speech at the watershed Liberal policy conference at Aylmer, Que., in 1991. The Finance Minister has beenequally impressed, how-ever, by Paul Krugman's Peddling Prosperity, withits emphasis on higher productivity, and David Osborne and Ted Gaebler's Reinventing Government, the bestselling U.S. manual on how to imbue thepublic sector with entre-preneurial spirit, which is, Martin says,pointing to the book, "what I want to do in spades."

That doesn't mean that he's just another slash-and-burner with a BayStreet agenda like his predecessor, Michael Wilson. "Take the need toprovide low-equity capital to small business as an example," Martin says."The Tories would simply withdraw, saying that the private sector shoulddo it. Fine, except that the banks themselves admit there's a limit towhat they can do. The answer isn't for government to do it directly,because I don't think government can do it right. But Ottawa can make surethat it gets done."

A sensible notion, perhaps, but after a year in power Martin hasalready encountered what Wilson himself warned him about: "Before Paul gotinto politics, he used to ask me, 'What's it like, Mike?' and I'd say thatmaking a decision in the private sector is easy in comparison. Ingovernment, you may make absolutely the right decision in a businesssense, but the politics can come along and push it in a direction you can't control."

Paul Martin Jr. may be more a doer than an intellectual-he considershis hands-on business ex-perience as "the single most important influence"on his economic thinking, in fact-but he has the mind of a policy wonkwith an excitement about the latest idea and the Big Picture. He had,after all, grown up with the lively table talk and huge library of abrilliant man who had three academic degrees and almost 40 years of publiclife, and he himself had studied philosophy and law at university at hisfather's urging. If not for being the son of Paul Martin Sr., some of hisfriends have said he might well have become Michael Wilson.

His father's legacy as the architect of Canada's postwar socialprograms infused Martin with an altruism that first expressed itself inhis desire to go and serve in the Third World. He was, however, persuadedby Maurice Strong-now Ontario Hydro's chairman, then president of PowerCorp. in Montreal-that the developing nations had little need for either aphilosophy graduate or a lawyer. So Martin instead went to work for Strongin 1966 in order to learn something more practical. Once in business,Martin discovered he had both an aptitude and passion for it, and hestayed on as a "corporate firefighter," tackling problems throughout thetransportation and resources conglomerate after Paul Desmarais acquiredcontrol of it in 1968.

In 1981, with interest rates in double digits and little money of hisown to invest, Martin took an enormous gamble: He purchased his boss'sstake in CSL Group Inc., including Voyageur buses and Kingsway trucks, aswell as the Great Lakes carriers of Canada Steamship Lines, after raising$197 million in equal partnership with shipping magnate Laurence Pathy,whom Martin bought out seven years later. "He saw a unique opportunity andhad the courage to take it," Strong says. "Though he was safe where hewas, he put all his resources on the line to make a major acquisition thatcould have broken him."

Instead, CSL made Martin a fortune, partly because interest rateseased, partly because Martin had the vision to turn the shipping divisioninto a high-tech, internation-al conglomerate. "When he bought it," saysDavid Herle, an Ottawa consultant who has worked for Martin both inbusiness and in politics, "CSL had an aging fleet on the St. LawrenceRiver and a shrinking market. Now it has ships all over the world, and itsself-unloading vessels are world-beaters in the industry. If he hadn'tforced those changes, CSL might now be bankrupt."

Martin's private-sector training, tinged perhaps with some of thebitterness he had felt about his father's humiliating defeat at the 1968Liberal leadership convention, made him a critic of most of PierreTrudeau's high-spending and interventionist policies during the 1970s andearly 1980s. He thought the National Energy Program was a particularlywasteful mistake; and, in his belief that wealth creation was as importantas wealth distribution, Martin seemed closer to his friend John Turner andhis Westmount neighbour Brian Mulroney than to his father or his golfingbuddy Jean Chretien.

He was always a loyal Liberal, nonetheless, and despite his growingwealth and status, he never cultivated Turner's Bay Street style or Mulroney's addiction to the rich and powerful. Though he did indulgehimself by gentrifying a 120-hectare farm in Quebec's Eastern Townships,he preferred to spend weekends with his wife, Sheila, and their threesons, tending his herd of cattle or reading a serious book than sippingmartinis with the sailing-and-tennis set in nearby Knowlton.

Unlike most of that set, too, Martin was always more interested inbuilding a better society than in building a better widget. "I reallyloved business," says Martin, "but I never felt that you make thecontribution in business that you could in public life." So in 1988,despite the qualms of his wife and parents, he ran in the working-classMontreal riding of LaSalle-Emard, promising to do for Canada what he haddone for CSL Group: Put it on a sound financial footing, increase itsproductivity and make it a leader in technological change and the globaleconomy.

A mere two years later, Martin challenged Jean Chretien for theleadership of the Liberal Party-not because he had much chance of winningor a prime-ministerial destiny to fulfill, but to gain a wider audiencefor his ideas within a party that, in the aftermath of losing twoelections, desperately needed new policies.

"He doesn't love politics, he may not even like it," says Herle, whodirected Martin's campaign. "What he likes is government and publicpolicy. He used to be dreadful working a room or engaging in small talkwhen we forced him to phone convention delegates. 'Talk about the weather,anything, it doesn't matter,' we'd say. So he'd call and say, 'How's yourweather?',then hang up]"

If Martin lost the fight for delegates, he managed to win the fight forideas. In 1991, at the Aylmer policy conference, he was instrumental inreversing the left wing's protectionist and interventionist sway.Subsequently he got most of his agenda, set as though in stone, into theRed Book.

Given the routing of the left, and Chretien's self-confessed aversionto grand plans and fancy ideas, Martin had reason to imagine himself thethought-control centre of the new government. For a time, he let it beknown that his immediate ambition was to become the new C.D. Howe ofeconomic development. It took Ed Lumley, a friend who'd also been anindustry minister under Trudeau, to ultimately dissuade Martin from thatfantasy.

"He'd been there and he told me I was crazy not to want Financeinstead," Martin explains. "It's at the centre of the whole thing. Did Iwant to be forever trying to convince a reluctant minister of financeabout something or did I want to be the minister of finance whom everyoneelse was trying to convince?"

The Department of Finance has always been a lo-cus of power in Ottawa,of course, but its clout has waxed or waned under different

prime ministers. Under Chretien, it has waxed. The Prime Ministerabolished all but two cabinet committees, thus eliminating thecounterweight to Finance's authority, and mindful of his own humiliationat Finance in 1978 when the Prime Minister's Office unilaterally concoctedhuge spending cuts, Chretien has given Martin remarkable independencewithin the entire field of economic and fiscal policy. Last, but hardlyleast, the daunting size of Canada's debt and deficit gives Finance theultimate word over everyone else's business.

That word, Martin soon discovered, was "no." The Liberals had inheriteda record deficit of $42 billion for 1993-94-more than 25% higher than theConservatives had forecast. And that didn't include a number of projectsto which the Tories had committed the federal government without providingany funding. Yet both the Prime Minister and his Finance Minister remaineddetermined to reduce the deficit to 3% of gross domestic product-about $25billion-by 1996-97.

"I didn't know how difficult it was going to be to reach," says Martin,who-for what Hosek called "macho" reasons-had tried to get the party tocommit to a balanced budget within a specific period in the Red Book, "butI understood the rivetting effect of focusing on a short-term target andnot deviating from it."

With little better than three months to put together his first budget,and no time for a ministry-by-ministry review, Martin went after the threecostliest areas: Human Resources was ready to make substantial cuts tounemployment insurance: Defence agreed to close some obsolete facilities;and Ottawa carved $1.5 billion out of federal-provincial transfers overtwo years. "Those cuts were sufficient to get us to our target," he says,"if our economic assumptions held."

It was a very big "if," Martin realized, though he set his growthprojections on the safe side and squirrelled away considerable emergencyreserves. "I knew something would bugger me up," he recalls, "I justdidn't know what the hell it would be."

But, whether his assumptions held or not, Martin wasn't satisfied withstopping at the 3% interim goal or taking an across-the-board approach todeficit reduction. He understood why he had to aim for a balanced budgetbefore the next recession. And he wanted to use the necessity of cuts toforce every department to rethink the best role for the federalgovernment, both in its own operations and in relation to the provinces.

Thus, while Lloyd Axworthy and John Manley were directed to reassesssocial security and microeconomic strategy with an eye to the fiscalcrisis, Finance set the "targets and parameters" for a review of theentire public service under the aegis of Intergovernmental AffairsMinister Marcel Masse. Not only did Martin expect it to begin helping hisnumbers by the second budget, he hoped to use it as "the shock troops" toadvance his own ideas about the way government should work.

"I recognized early on," Martin says, "that constant sustainableadjustment can't be imposed. It's only working because the basic thrust isshared by strong ministers." But that thrust is shared largely becauseevery major initiative, from Art Eggleton's infrastructure spending toDoug Young's plans for airport commercialization and Ralph Goodale'scontroversial musings about farm-subsidy cuts, has a philosophical link toMartin's Red Book and a practical link to Finance.

"There's no question that Paul's reputation in the cabinet exceeds hisauthority over the numbers," says John Manley, who, as Industry Minister,has consulted Martin several times in preparing his own proposals. "In mycase, it's because I know that he's been through the issues that concernme."

Last October, Martin reinforced his overarching perspective byproducing an 87-page statement of objectives, A New Framework for EconomicPolicy, immediately dubbed the Purple Book, which was co-written withPeter Nicholson, an intellectual soul mate whom Martin had recruited fromthe Bank of Nova Scotia for the purpose of connecting the abstractmacroeconomic policies of Finance to the day-to-day realities of Canadianbusiness. Despite its economic angle, the Purple Book was received as arevised version of the Red Book by all 22 departments of the federalgovernment.

"In a knowledge-based economy," the Purple Book argues, "successdepends less on a nation's natural endowment and more on its skills andinnovative capacities-in other words, on 'comparative advantages' that canbe shaped by government policy." As examples, in addition to its concernfor high-quality education, health care and infrastructure, the reportsets out an aggressive role for the government in developing the"information highway," encouraging more effective spending on science andtechnology, and emphasizing trade with the rapidly developing markets inAsia, Latin America and Eastern Europe.

"That has worried me a great deal about Paul," says Tom d'Aquino,president of the Business Council on National Issues, who otherwisegreeted the Purple Book with a loud hallelujah. "He wrongly believes thatgovernment should have a stronger, pro-active role, that it can becreative and inventive. The truth is, governments have been very damaging.Finance is the best place to realize the limitations of government, butPaul still has some travelling to do on the road to Damascus."

As it turned out, d'Aquino had little cause to worry. Martin realizedthe limitations of government, and the particular constraints of hisportfolio, very quickly. By April, 1994, just as he predicted, somethinghad buggered up his first budget's numbers: Real interest rates jumpedunexpectedly, in the wake of inflationary pressures in the United Statesand the threat of Quebec independence. As a result, the unexpected hike inborrowing more than offset the gains Ottawa was making with a better-than-expected recovery and lower unemployment. If Martin wanted to meet histargets-as he was publicly committed to doing "come hell or high water"-heneeded a lot more cuts.

"That wasn't a change of mind, it was a change of economiccircumstance," Martin insists. "A year ago, there was no growth and lowerinterest rates. Today, there's lots of growth but an interest-rateproblem. Failure to deal with the deficit will mean ever-escalatinginterest rates."

So it was that Martin had to go back to Marcel Masse and say that henow wanted to use the program review, which had been intended as a five-year exercise in deficit reduction, to get him to his second-and third-year targets. Finance began requesting savings as high as 50% of somedepartmental budgets. Deliberately or inadvertently, Martin was chargingthe entire apparatus of government with the bottom-line discipline he hadapplied to CSL and the creative tension he was already bringing toFinance.

Needless to say, with the upswing in the nation's economy and thegovernment's popularity, not a few of his colleagues started questioningthe severity of Finance's new demands. "What planet is he coming from?"Deputy Prime Minister Sheila Copps asked in dismay after Martin proposedtampering with old-age pensions. Even Masse was heard to say that he wasreluctant to downsize the civil service, save by attrition, given how manyof his constituents in Hull-Aylmer are bureaucrats.

"Finance came to us trying to wear the deficit problem like a giantgorilla costume," says one ministerial assistant. "It still behaves like asuperpower, but it's only a shadow of its former self because its numbershave so often been wrong."

Turf wars erupted all over Ottawa. For example, while Lloyd Axworthyaccepted the realities of Martin's numbers and shared his desire to rejigsocial programs to fit the new economy, he grew edgy about having to takethe heat for the cuts for which Martin was trying to reap the glory.Meanwhile, his officials were engaged with Finance in a classiccompetition between those bent on maximizing the benefits to their clientgroups and the expenditure-control crowd. And though the ministersmaintained a cordial relationship-despite a rivalry for intellectualsupremacy that, says a friend of both, "Lloyd wouldn't concede and Paulwouldn't notice"-Finance soon found that its power to achieve lessgovernment didn't translate into a power to achieve better government.

During a major speech in September, the Prime Minister strengthened thehand of Finance by reaffirming the 3% of GDP goal, but he refused to backMartin over any other minister or intervene in their disputes. Martin hadto take "the crap," as he says, and though his colleagues in the cabinetand caucus still agreed with his basic thrust, they proved a lot morehelpful about where others should cut. Subsequently, as departments,regions and particular interests snarled over the remaining morsels, acabinet committee was struck, with Masse in the chair, to broker thetrade-offs.

Martin didn't see that as a personal setback. "That's the only way tobuild cabinet consensus," he says. "When I sit down with the PrimeMinister and tell him how I see the priorities, I want to have more thanmy own judgment. I want to be able to say that this is where people are."

Paul Martin has put himself-and the Chretien government-so far out on alimb that failing to meet the 3% goal would likely precipitate

a political and financial crisis, if rising interest rates and theQuebec referendum don't trigger one first. Less certain is whether he willhave the ability to press on toward a balanced budget-or even, as someanalysts now demand, a surplus-with so much blood on the floor and anotherelection in sight.

"He may have vague intentions," says Preston Manning, "but I don'tthink he has any concrete plans to get there or that he'll be allowed togo as far as he wants by his colleagues and his Prime Minister."

More uncertain still is whether he can harness enough focus and controlin order to reinvent the government of Canada according to his vision ofwhat it should concentrate on and what it should abandon. For, far frombeing laissez faire, Martin's course is revolutionary in its scope andfull of political perils.

As Martin repeats time and again, "the devil is in the details," yet hecan't micro-manage every federal department. His job, after all, is tolook after the macro agenda, and the value Chretien puts on ministerialautonomy has weakened the capacity of any central agency to co-ordinateall the pieces. Moreover, because of Martin's distaste for politicalschmoozing and backroom deals, he hasn't effectively exploited thepersonal ways to stamp his ideas on the cabinet as a whole.

"Paul's view is to give people parameters and let them go into theirdepartment and do what they want," says David Walker, Martin'sParliamentary Secretary, "and that's put him in a sort of halfway housebecause it's difficult to get the ideas going in the right shape. So,right now, we're just using the budget framework, rather than anyoverriding principles, to force departments to rethink what they'redoing."

The risk, of course, is that the departments will meet the numbers inways that don't meet the principles. "The economics in the Purple Book issolid," says Judith Maxwell, former chair of the Economic Council ofCanada, "but it's not at all clear how you transform that into aredefinition of the role of government, and I don't know how clear it isto them. The ambiguities of getting out of business subsidies arehorrendous, for example, and we haven't seen how their ideas can beimplemented."

Given the history of previous governments and the impasse Martin hasalready met in trying to replace the goods and services tax, it is hard toconceive how he will persuade the provinces to surrender certain functionsto Ottawa, such as securities regulation, in exchange for letting themtake on those that Ottawa no longer wishes to perform. Nor is it apparenthow postsecondary education and scientific research will be advanced bydramatically reducing the money for them or offloading the responsibility.

"We'll only know in the next year the extent to which Paul isdominant," says Walker, "depending on how the budget is finally formed andhow the government continues its restructuring. But the immediate dangerlies in the numbers, not the ideas. If we don't achieve the numbers, we'llhave no credibility to achieve the ideas."

Perhaps, but if the Liberals can't make a better case for downsizingand devolution as essential parts of a new nation-building strategy, theywill be in no better position to lead Canadians through the economic andsocial changes under way than the Conservatives were. For, while Martininsists that the election gave the Liberals as clear a mandate to clean upthe fiscal mess as to create jobs, only a quarter of Canadians think thatthe deficit is the nation's main problem-or can even define what a deficitis. And though Martin is convinced that cutting government spending hasbecome more popular than announcing new programs, most people stillbelieve that the deficit can be eradicated by eliminating waste andclosing loopholes.

"That's what the budget consultations are all about," Martin says. "Butyou could have the strongest mandate possible for deficit reduction andyou'd still get a reaction from those who are hit. Because government isno longer about arbitrating between a right and a wrong. It's aboutarbitrating between two rights."

Yet to the extent that brutal cuts are seen as a helpless response tothe demands of international bond traders, and devolution of powers as aprereferendum sop to Quebec nationalists, Martin's entire vision willbecome an even tougher sell. Already, there is a widespread perceptionthat Martin, for all his bullying of the gnomes in Finance, has becometheir captive.

Both the media and financial markets are only interested in hearingtalk about sensational slashing, of course, but Martin himself turned downa communications strategy to introduce the government's "Jobs and Growth"initiatives in a positive context by not releasing his Purple Book aheadof Axworthy's own discussion paper. And even in Martin's own speeches, theconstructive elements often come across as fuzzy and insignificantcompared with the concrete and consequential impact of being broke.

"Paul talks a lot about learning social issues at his father's knee,"says Bob White, president of the Canadian Labour Congress, "but he himselfbecame a wealthy businessperson. He's put out targets for inflation andthe deficit, why not unemployment? Most of his language is about cutbacksrather than job creation. He just doesn't say enough about the otherside."

So far, with a populist like Chretien at the helm, no strong oppositionon the left and an economic upturn, the Liberals have been able topreserve both their popularity and their credibility as well-intentionedmanagers. But unless Martin's second budget can lend some substance to hisboilerplate rhetoric about creating a government that is kinder andsmarter as well as smaller, neither his ideas nor his career is likely togo much further.

Martin knows, of course, that Finance is considered a career-killer inpolitics. Only four finance ministers in Canadian history, includingChretien, ever succeeded in becoming prime minister. He knows, too, thatthe top job is unlikely to become available, unless fate intervenes, untilhe is in his 60s. For the moment, however, that doesn't bother him as muchas the thought that he might not succeed in realizing his vision just likehis dad had realized his own.

"If the only thing that comes out of this is deficit reduction," headmits, "then I will not have succeeded."
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Finance Minister Paul Martin revels in a no-holds-barred argument.His friends say if he hasn't shouted at you, he doesn't trust you.Senior Finance bureaucrats brace themselves for a confrontationaltone when the boss is at the table.

But when it comes to debt and deficits, Martin doesn't seem to beinciting as much debate at the cabinet table in these tensepre-budget days as many had expected. Liberal insiders say eventhe cabinet's fiscal doves - most notably Deputy Prime MinisterSheila Copps - have accepted that deep cuts are unavoidable.

Martin himself, who after his first budget last year claimed he'dmade all the spending reductions needed to hit his deficittargets, now talks about ''cutting like we've never cut before''in his second one due late next month.

So why are currency speculators, investors and the main Canadianbusiness lobby groups still so reluctant to take the Liberalsseriously as deficit-fighters?

Two main reasons underlie the persistent private-sector skepticismabout this government's willingness to wrestle the deficit intosubmission. First, after 20 years of inexcusable overspending inOttawa, a Canadian administration of any partisan stripe wouldface a credibility problem.

Second, there is a particular resistance to believing a restraintmessage issued by a Liberal regime. And Martin, the proud son of aLiberal cabinet minister who played a key role in designingCanada's costly social-safety net in the 1950s and '60s, is seenas a congenitally suspect messenger.

The Liberals' critics regard the party as holding the Canadianpatent on deficits. After all, it was the Grits who started Ottawaon its unbroken string of debt-financed budgets two decades ago.Of course, for nine of those years the Liberals licensed therights to their red ink formula to the Conservatives. And thosewho insist on a tight link between fiscal responsibility andpolitical ideology have never quite recovered from the string ofTory deficits.

The fact that Conservative convictions about free markets andsmaller government never translated into an all-out assault onpublic debt shouldn't be surprising. Canadian governments haverarely been driven by ideas and ideology; they are shaped by thepolitical coalitions that vote them into office.

The power of Brian Mulroney's government was anchored in a regionalalliance of Quebec and the West. Nurturing that dual base oftentook precedence over putting small-c conservative theory intopractice. That meant thinking twice before, say, closing ArmedForces bases or curtailing regional development spending. Cutunemployment insurance benefits? Bad politics in Quebec. Weanfarmers off federal grants? Sacrilege on the Prairies.

If there is hope that Martin and the Liberals will do a better job,it isn't because they have grasped the fundamental arguments infavor of balancing the budget better than their Tory predecessors.The main cause for optimism comes from the broad electoral base -compared to the old Tory alliance - that carried the Liberals backto power.

The Liberal sweep of 1993 handed Prime Minister Jean Chretienrespectable support in every province. In the absence of aneffective, national opposition party, that support has solidifiedin power. Chretien cannot be held hostage to the regionalimperatives that so often hamstrung the Tories.

Of course, the Liberals do have their strongholds. Foremost isOntario, where they won all but one riding. That's no impedimentto cutting spending, however. Ontario taxpayers are netcontributors to fiscal federalism. Shrinking social transfers,regional development boondoggles, even most business subsidies, isgood news (no matter what Premier Bob Rae might claim) in the mostpopulous province.

Then there are the transfer-dependent Atlantic provinces, alsooverwhelmingly Liberal in House of Commons representation. There'sno denying the region stands to suffer economically as spending issqueezed. But the federal Liberals, bolstered by their close linksto provincial Liberal governments, are not politically vulnerableon the East Coast. Chretien can easily afford to risk alienatingsome Maritimers and Newfoundlanders.

In the West the Liberals' fondest hope is that the modest inroadsthey made in the 1993 election will mature into solid, long-termvoter support. Do the coming spending cuts in areas such asagriculture and energy-industry subsidies put those growthprospects at risk? Not likely, since many westerners lean to theright on government spending. Anyway, in the long shadow of RalphKlein, the Martin version of restraint is unlikely to seem harsh.

That leaves Quebec, Martin's home province. Only here do thefamiliar old pressures of regional politics seem to impinge a loton Liberal deficit-cutting plans. Next to the Atlantic provinces,Quebec is the most sensitive to scaling back social programs suchas unemployment insurance. But, unlike in Atlantic Canada, thefederal Liberals are weak in francophone Quebec. And with thesovereignty referendum looming on the near horizon, there is apotent political argument for avoiding any cuts that might helpthe separatists incite antagonism toward Ottawa.

Still, advisers to Chretien and Martin insist there will be nobalking at tough measures for fear of a Quebec backlash. Theypoint to the dangerous resentment any such favoritism would fuelin the rest of Canada. As well, Quebec separatists have taken tofocusing much of their criticism of the Canadian system onOttawa's fiscal mess; failing to tackle the deficit would only addcredibility to their argument that Quebec must escape a federalsystem hurtling toward bankruptcy.

So the regional forecast calls for a political climate remarkablyfavorable to an attack on spending. Moreover, none of the threekey Liberal cabinet ministers in the deficit fight - Martin, HumanResources Minister Lloyd Axworthy and Privy Council PresidentMarcel Masse - falls into the traditional ''regional minister''rut of defending spending on his home turf.

Masse, who was responsible for program review aimed at identifyingwhere every federal department should be cut, is a careerbureaucrat who jumped to politics for the 1993 election. He stillhas the mien of a mandarin, not a regional chieftain. Hispreoccupation is systems of government, not marking out apolitical territory.

Back in his days in the Trudeau cabinet, Axworthy was once called a''regional minister in a hurry'' for funnelling federal money intohis Winnipeg constituency. But this is a man whose politicalambition was nearly snuffed out when he failed to mount a bid fiveyears ago for the Liberal leadership. Resurrected as a politicalforce when Chretien handed him the daunting challenge ofoverhauling social programs, Axworthy has shown no sign ofreturning to the old distractions of hometown largesse.

As for Martin, critics may question the clarity of his thinking,but few doubt the sincerity of his preoccupation with policy. Heregards himself as a problem-solver, and even as a man with aneconomic vision. Although Martin controls industrial developmentspending in Quebec, concerning himself with regional politicalstrategy doesn't fit his self-image.

Does all this mean regionalism is a dead issue in Canadianpolitics? Of course not. But for the time being, its potency hasbeen dulled. If the Liberals fail to seize the opportunity to makethis a fearless budget, a rare moment when the national intereststands a chance of prevailing will have been lost.
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A federal government plan to persuade up to 45,000 civil servants to quittheir jobs in return for a golden handshake has put it on a collisioncourse with its largest union, the Public Service Alliance of Canada.

PSAC president Daryl Bean told reporters yesterday that his executivehas rejected the government's offer, and hinted that his 170,000 membersmay resort to strike action if the Liberal government attempts tolegislate away a form of job guarantee the union won from the ProgressiveConservatives after a 25-day strike in 1991.

"If they are going to legislate changes to the Work Force Adjustmentdirective (job security) which they made a commitment not to do, or ifthey are going to legislate wage rollbacks, then there is no doubt we areheaded for a confrontation," he said.

But Mr. Bean and his executive will have to win the support of theunion membership before taking strike action. A major downsizing ofdepartments and activities is a key component in the program review aimedat finding deficit reductions for the next budget. The government hastargeted 45,000 positions to be eliminated over the next three years,according to union leaders.

Treasury Board president Arthur Eggleton said late yesterday that hewill not respond to Mr. Bean's position until he consults with cabinetcolleagues. But he reaffirmed that Ottawa is serious about cutting thesize of its work force.

Mr. Eggleton confirmed that government negotiators have been discussingwith the unions representing Canada's 230,000 federal employees a packagedealing with early retirement after age 50, buyout incentives andretraining schemes.

He characterized the package as generous, and said it deals withemployees in a "fair and reasonable way." He noted that 15 of the 16unions involved in the discussions have accepted it.

But the sticking point with PSAC is the job-security provision calledthe work-force adjustment directive. This guarantee, won after a bitterstrike in 1991, provides that public servants must be offered a"reasonable job offer" within 16 kilometres of their home base if theirjobs are eliminated.

Mr. Eggleton said in an interview in Toronto that the provision isstanding in the way of the government's efforts to reduce the budgetdeficit. He said programs and services in nine departments, includingTransport, Fisheries and Oceans, Defence and Public Works, have beentargeted for elimination.

He said the number of employees affected will not be revealed untilFinance Minister Paul Martin delivers his budget at the end of the month.

Mr. Eggleton said government negotiators have proposed a "limitedmodification" of the job-guarantee provision, which would apply only tothe nine departments and would exist only for three years.

A Treasury Board directive provides any civil servant whose job hasbeen eliminated the guarantee of another "reasonable job offer." Theworker could be laid off only if he or she refused the offer.

In another move to persuade civil servants to take early retirement,the government is offering to waive pension penalties for anyone over 50years of age who has at least 10-years service. Currently, a civilservants' pension is reduced by 5 per cent for each year under the minimumage of 55.

The government is reported to have told union leaders this week that itwill pass laws cutting public-service wages and will unilaterally changethe job-security guarantee if the unions do not accept the buyout. Anotheroption is to use Parliament to roll back wages.

Federal civil service wages have been frozen for six years, but havenot been cut back in deficit-reduction exercises.

While in opposition the Liberals criticized the Tories' attack on civilservants, including the suspension of collective bargaining rights. Duringthe 1993 election campaign they promised to renew the civil service andrebuild morale.

One of the most prominent candidates to woo the civil-service vote wasMarcel Masse, now president of the Privy Council. While not guaranteeingcivil servants that they could keep specific jobs, he promised a Liberalgovernment would implement its reforms without resorting to forcedlayoffs.

Although no specific details have been released, the unions have beentold the proposals will not be as generous as those made to 8,400 civilianemployees of the Department of National Defence who were affected by anearlier round of cuts. Some of them qualified for two years' salary on topof normal separation benefits.

Most of the other unions have accepted the government's offer, eventhough they are concerned about some aspects. As the Social ScienceEmployees Association president William Krause put it: "On balance . . . Ithink our members will be inclined to take the package because therereally is no alternative. We're up against the wall."

Mr. Eggleton did not want to talk about the possibility of a legislatedsettlement to the stalemate, but noted that backing down from the plan toreduce the federal work force is not among the options being considered.

"It has to be done and we have to have a modification to the work-forceadjustment directive, because if there's no work, we can't pay people."

Prime Minister Jean Chretien, asked by reporters in Toronto whetherlegislation would be used to force the public-service unions into line,said: "We're negotiating at this time and I'm calling on them to bereasonable. Everybody has to contribute, and it's not acceptable in myjudgment being paid and not working."

His comments about federal employees being paid but not workingprovoked considerable confusion. An aide said later that he thoughtperhaps "thousands" of people were in this category, but suggested thatthis be checked with public-service officials.

Mr. Eggleton said he was not aware of anyone in this situation. He saidthe confusion might have arisen because employees whose jobs have beendeclared surplus have up to six months to find a new position.

In another sign of the government's apparent willingness to wield anaxe, Industry Minister John Manley said yesterday that he expects hisdepartment's budget to be cut in half over the next two years, withsubsidies to business slashed.

He said in Montreal that his department's staffing is likely to bereduced from the current 6,000 to between 4,500 and 5,000 as a result ofthe spending cuts.

Ottawa slashing patronage positionsProgram review will result in elimination of73 agencies among $10-million worth of savings
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The federal government says that 665 patronage positions will beeliminated as a result of its review of various agencies, boards andcommissions.

Privy Council President Marcel Masse said yesterday that the review,begun last winter and recently completed, will result in the eliminationof 73 agencies and the streamlining of another 47. About 400 federalbodies and 3,000 jobs were scrutinized to gauge their effectiveness.

Mr. Masse said the total savings would amount to only $10-million butargued that the review was important "to emphasize that the government isrethinking every aspect of the federal presence" in Canada.

"It is not the amount of money that is significant, it is the fact thatit is a reduction in (patronage) appointments," he said after speaking tothe Empire Club.

The completion of the review comes at a time when the performance ofthe Liberal government has begun to come under scrutiny. An investigationby The Globe and Mail revealed that at least 100 of the 700 appointmentsmade by the government of Prime Minister Jean Chretien in the past 15months have gone to stalwart Liberals.

For example, two defeated party candidates in Quebec worked briefly forMr. Masse while others were appointed to some of the bodies subjected tothe agency review.

One sign that the government has clearly been stung by criticism wasthe soft question put yesterday in the House of Commons by back-benchLiberal Ian Murray.

"Is it all just window dressing or will this initiative bring realsavings for Canadian taxpayers and help put an end to politicalpatronage?" Mr. Murray asked.

"The government has abolished more (patronage) positions than it hasappointed new persons to such positions," replied an obviously pleasedJohn English, Mr. Masse's parliamentary secretary. "We are bringingefficiency and fairness to government."

All but 76 of those bodies affected by the review had been covered inprevious announcements. Most of the agencies targeted for dissolution areobscure advisory panels, such as the Bureau of Pensions Advocates, theQueen Elizabeth II Canadian Research Fund Board, the Hog, Beef, Lamb,Onion and Bean National Tripartite Stabilization Program committees, andthe Meat Import Advisory Committee. Most of the duties they had will nowbe carried out within government departments.

The agencies slated to be restructured are better known. Those affectedinclude Canadian National Railways and the National Film Board of Canada(both lose two board positions), the Canadian Multiculturalism AdvisoryCommittee (reduced to 24 from 38 ministerial appointments) and Petro-Canada Ltd. (federal appointments reduced to three from 15). In some casessuch as the National Parole Board, the term for patronage appointmentswill be shortened.

In addition, the Advisory Council on the Status of Women, the CanadianCentre for Occupational Health and Safety, the Canada DevelopmentInvestment Corp. and the National Gallery of Canada are affected.

The Citizenship Court will lose 50 judicial positions, and appointmentsto other bodies, such as the Canadian Dairy Commission, will be part-timerather than full-time. The chairmen of CN and Via Rail will become part-time. Other agencies such as Telefilm Canada will have their statutesamended to reduce the number of board meetings each year.

The government also said it intends to extend its power by amendinglegislation so that the cabinet appoints the director of the National ArtsCentre in Ottawa rather than its board of trustees.

As part of the review, Ottawa says it will limit the number of cases inwhich appointees can be removed from office only with just cause ratherthan at the simple discretion of the government. This will make it easierin the future to fire incompetents and patronage appointees.

Mr. Masse revealed no details yesterday about the highly confidentialprocess known as program review, which will form the foundation of FinanceMinister Paul Martin's budget, expected within two weeks.

This program review, distinct from the scrutiny of agencies, boards andcommissions, is intended to slice $10-billion from federal spending by1997-98.

Most government departments have been required to come up with plans toreduce their budgets by 15 per cent to 40 per cent in the next threeyears. The bulk of the cuts is expected to fall on departments such asTransport, Agriculture and Industry.

"The exercise has not been easy," Mr. Masse said. "Ministers have takenit very seriously and difficult decisions have been made."

Robillard expected to get seat in cabinet - Shuffle is part of referendum fight
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OTTAWA

Prime Minister Jean Chretien is expected to change his cabinet early nextweek in an effort aimed primarily at raising the profile of his new QuebecMP, Lucienne Robillard.

Ms. Robillard, the former provincial cabinet minister who was recruitedto run in the safe Liberal seat of Saint-Henri-Westmount, is ready to takeher place as a spokeswoman for federalism in the runup to the Quebecreferendum on sovereignty. She is to be sworn in as an MP on Wednesday,although there is nothing to prevent her from taking a seat at the cabinettable at its regular weekly meeting Tuesday morning.

Most political observers are expecting only a minor shuffle, with amore complete reorganization to wait until Easter or the summer. Butnobody knows for sure what Mr. Chretien, who will spend the weekend inGrande Prairie, Alta., will decide.

The Prime Minister could at the same time address several otherdeficiencies in his cabinet, which hasn't changed since the government wassworn in 15 months ago.

Sources say they expect the shuffle to come next week, before FinanceMinister Paul Martin brings down his budget at the end of the month. Thatwould also allow the Liberals to steal some thunder from the BlocQuebecois, whose leader, Lucien Bouchard, is expected to return to thepolitical stage next week.

With U.S. President Bill Clinton due to visit Ottawa on Thursday andFriday, Mr. Chretien will have to act early in the week.

The hottest rumour around Ottawa in recent days has Heritage MinisterMichel Dupuy being dropped from the cabinet, with Deputy Prime MinisterSheila Copps moving on from her relatively minor Environment portfolio.Ms. Copps is believed to be looking for something with a higher profileand Mr. Dupuy is almost universally regarded as a disaster in the toughHeritage job.

In a recent interview with The Globe and Mail, Mr. Dupuy rejected thecharacterization of him as weak and ineffectual. He challenged theconventional wisdom that he would be dropped by noting that he is the onlyminister in the government in whom Mr. Chretien has declared hisconfidence for more than a week in the House of Commons.

Mr. Dupuy failed to add, however, that that defence occurred onlybecause the Heritage Minister had embroiled himself in political troubleover a letter he sent to the Canadian Radio-television andTelecommunications Commission on behalf of an applicant. The CRTC is aquasi-judicial agency that reports to Parliament through him.

Mr. Dupuy could also be shuffled into a less important cabinet job ifthe Prime Minister chooses not to embarrass him. Last week, the governmentpassed a bill amending the Department of External Affairs Act to allow forthe creation of a minister for international co-operation, a position thatsome sources say may be suitable for Mr. Dupuy, a former diplomat andformer president of the Canadian International Development Agency.

There is considerable speculation in Ottawa that Ms. Robillard will bespared a heavy departmental load so she can concentrate on fightingseparatists. Some sources suggest that she may be made a secretary ofstate or a minister without portfolio. But that might also deprive her ofthe credibility that comes with political heft.

Another possibility is that she could take over the intergovernmentalaffairs part of Marcel Masse's sprawling responsibilities, a job at thecentre of the national-unity debate that is free of many administrativedistractions. This would allow Mr. Masse to move over to become Presidentof the Treasury Board, an important but low-profile job for which he iswell suited.

A former senior bureaucrat, Mr. Masse is in charge of efforts to renewthe public service and he has led the government's so-called programreview, which aims both to cut government expenditures and to rethinkOttawa's role in the 1990s.

Efforts are already under way to turn the Treasury Board, whichoversees expenditures and acts as the employer for public servants, intoan organization engaged in analysis similar to that used in programreview. Such a move would fit with the sort of permanent program reviewthat Mr. Masse has indicated is in store for government departments.

The next move in the pinball game that would ensue - now or later -would be to find a new post for Arthur Eggleton, the current TreasuryBoard President. He may fit well at Public Works, which is in charge ofmost government procurement, including such politically sensitive items asadvertising, public relations and polling.

Public Works is currently the preserve of Nova Scotia's David Dingwall,a left-leaning Liberal with a penchant for patronage and pork-barrelpolitics. Many Liberals in Ottawa worry that Mr. Dingwall is going tobecome involved in something that could prove politically embarrassing andwould love to see him removed from the department.

Mr. Eggleton is more of a Boy Scout and he has managed the nationalinfrastructure program competently.

But Mr. Dingwall is close to Mr. Chretien and would need a new job thatwould be seen as a promotion. A possibility would be the Health portfolio,currently held by Diane Marleau.

Ms. Marleau is considered one of the cabinet's underperformers andexpendable, since the cabinet already has another minister from NorthernOntario, Indian Affairs Minister Ronald Irwin. The addition of Ms.Robillard would mean that the balance between men and women would remainthe same despite Ms. Marleau's departure.

These moves would leave open Environment, which has become a minorportfolio. It may, under the program review, have its budget cut and manyof its responsibilities offered to the provinces.

Mr. Chretien, therefore, would have the opportunity to add a new faceto the cabinet, perhaps from British Columbia. Canada's third-largest andmost economically dynamic province is underrepresented with only a singleminister, David Anderson in Revenue.

Vancouver is unrepresented. Mr. Chretien can choose among MPs Hedy Fryand Harbance Dhaliwal and junior minister Raymond Chan, all of whom havethe added bonus of being from visible-minority communities. Thegovernment, which prides itself on its multiethnic appeal, is without avisible-minority minister.

The question is whether Mr. Chretien wants to bother with all thisshuffling. After all, his party is still riding high in the polls.

THE BUDGET - Deficit numbers larger than life
Conservative forecast means Ottawa may overshoot rather than underperform targets

BRUCE LITTLE

1470 words

Publication date: 28 February 1995

Source: The Globe and Mail

Page: B1

All material copyright Thomson Canada Limited or its licensors. All rights reserved.

OTTAWA

Even Finance Minister Paul Martin doesn't fully believe the deficitforecast that lies at the heart of the budget he presented yesterday.

His official numbers say the deficit will fall to $24.3-billion in the1996-97 fiscal year, but you don't have to read between too many lines tofind the numbers the government regards as more likely - numbers like$21.3-billion or even $18.8-billion.

The fact that most private sector forecasters see the between-the-linenumbers as more likely is the key to understanding how financial marketsare likely to greet the budget.

"He did better than market expectations in his two-year plan," saidKarim Basta, vice-president of Merrill Lynch & Co., whose one-word summaryof the budget to his New York colleagues was "outstanding."

He said "the balance of risk is that they'll do better, not worse" thantheir targets.

Such comments alone represent a sharp reversal from the pattern of thepast two decades, when federal forecasts were often regarded as erring onthe side of optimism.

"He has more than met, if not exceeded, the market's expectations,"said Jeff Rubin, chief economist at Wood Gundy Inc. "This is very bullishfor the market."

Sherry Cooper, his counterpart at Nesbitt Burns Inc., said the marketswill like the budget partly because it relies mainly on cutting thefederal government's own programs rather than transfers to the provincesto reduce Ottawa's spending over the next three years.

Indeed, the spending cuts are unprecedented. In the 1994-95 fiscal yearthat ends March 31, Ottawa spent $118.3-billion on programs and another$42-billion on interest payments on the debt. Program spending will fallto $114-billion this year and $107.9-billion in 1996-97 - an 8.8-per-centdecrease over two years. All told, federal programs that year will costthe equivalent of 13.1 per cent of gross domestic product - the lowestsuch level since 1951.

Over the same period, revenue is expected to rise to $137.4-billionfrom $125-billion - producing a record operating surplus of more than $29-billion.

The problem is that Ottawa's interest payments will climb to $50.7-billion in 1996-97 from $42-billion this year, mainly because interestrates and the government's total debt have risen in the past year.

In addition to interest payments and program spending, the governmentwill be laying out an extra $2.6-billion for what are called restructuringcharges, mainly severance payments for the 45,000 public servants it plansto get rid of in the next three years.

Mr. Martin has also set aside substantial sums - $2.5-billion in 1995-96 and $3-billion in 1996-97 - as a contingency against unexpected onetimecosts like a sudden rise in interest rates.

Almost all of the revenue increases are driven by a growing economy. Ofthe extra $8.2-billion in new revenue the government expects in 1995-96,only $940-million comes from taxes and 60 per cent of that comes from justtwo sources, higher gasoline and tobacco taxes.

An increase in the large corporations tax - to 0.225 per cent ofcapital used in Canada from 0.2 per cent - will raise $145-million in1995-96 and an increase in the surtax on corporate profits - to 4 per centof corporate tax payable from 3 per cent - will generate $115-million.

Those increases pale in comparison to the spending cuts. Over the nexttwo fiscal years, the government will be cutting $6 in spending for every$1 it raises in new taxes.

By any measure, Mr. Martin has produced one of the toughest budgets inCanadian history, even though many financial market analysts had beenurging Ottawa to go further.

The government's year-long program review, run by IntergovernmentAffairs Minister Marcel Masse, produced a plan to carve almost $10-billion- about 19 per cent - from a long list of federal programs by the 1997-98fiscal year.

"They have cut a wide swath across all regions, all sectors and alldepartments," said economist Aron Gampel of Bank of Nova Scotia.

Among the key cuts:. Spending on agriculture, fisheries, resources and environment will fallto $3.3-billion from $4.8-billion, down 31 per cent.. Transport Department spending will drop by half to $1.4-billion frommore than $2.8-billion.. Industrial and regional development spending will decline to $2.4-billion from $3.8-billion, a drop of 38 per cent.. Spending on social programs like immigration, health, housing and humanresources will fall 8 per cent to $9.9-billion from $11.6-billion.

Included in that list are a wide range of business subsidies that willdecline to $1.5-billion from $3.8-billion this year.

Transfers to the provinces - almost $27-billion this year - will fallto $23.2-billion by 1996-97 once the government rolls together into oneprogram the money it gives provinces for health, education and welfare.

Mr. Martin's second budget is very different from what Canadian budgetwatchers have come to expect from Ottawa.

He has effectively turned Finance Department forecasting on its head.After two decades of producing deficit predictions so rosy that many inthe financial community dismissed them as not credible, the government hasnow set out a forecast that is regarded almost unanimously as toocautious.

This time, however, no one is complaining of a non-credible forecast.

Mr. Martin is sticking to his $24.3-billion deficit figure for 1996-97because it represents the Liberal government's minimalist campaign promiseto cut the deficit to 3 per cent of gross domestic product by then.

To keep himself from predicting a lower deficit, though, the FinanceMinister has pulled out every trick in the fiscal forecaster's book: Hehas assumed low economic growth, low inflation and high interest rates inboth 1995 and 1996, all of which inflate the deficit outlook. And forinsurance, he has included an contingency reserve that would be spent onlyif the economy and rates go wildly off track.

One measure of Mr. Martin's conservative style of economic forecastinglies in one of the budget's tables. After running a deficit of $37.9-billion in the fiscal year ending March 31, the government says the gapbetween revenue and spending will fall to $32.7-billion in 1995-96 and$24.3-billion in 1996-97. But if the budget outlook is adjusted to reflectan average of private sector economic forecasts, the deficits for thosetwo years would be $28.9-billion and a mere $18.8-billion, respectively.

Suddenly, the game of predicting the deficit has become one of figuringout by how much Ottawa will overshoot - not underperform - its owntargets.

"I'm not criticizing them," said Tim O'Neill, chief economist at Bankof Montreal. "They've got good reason to be cautious on interest ratesafter last year" when rates suddenly increased.

The government is assuming the economy will grow 3.8 per cent this yearand 2.5 per cent in 1996, and that inflation will come in at less than 2per cent in each year. Private sector analysts are banking on more growthand slightly higher inflation, both of which would push up federal revenueand reduce spending.

More significantly, the Finance Department is assuming - and thusgiving itself a cushion against - three-month treasury bill rates of 8.5per cent this year and 7.5 per cent in 1996 and 10-year bonds rates of 9.7per cent in 1995 and 9 per cent in 1996. All four assumptions are wellabove the private sector consensus.

By assuming rates will be that high, Mr. Martin has guaranteed that hisspending forecast will contain a hefty amount to pay interest on thepublic debt, and thus keep the deficit from falling too quickly.

If private forecasters are closer to the mark, though, the finaldeficit number will be well below Mr. Martin's $24.3-billion in 1996-97.

The budget doesn't offer a deficit forecast for 1997-98, but it'sfairly easy to extrapolate one from the number in the budget - $16.6-billion.

Ms. Cooper would go even further. If the economy and interest ratesturn out as she expects, the federal deficit could fall into the range of$10-billion to $13-billion by the time the next federal election rollsaround, even if Ottawa doesn't make any further spending cuts or taxincreases.

Ottawa still aiming at 3% of GDP for deficit, says Chretien
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Prime Minister Jean Chretien said yesterday the government isconfident of hitting its deficit-reduction targets, even thoughthe economy has slumped compared with the expectations inFebruary's federal budget.

On his way out of a special two-day cabinet meeting, Chretien toldreporters the budget situation was reviewed and the Liberal policyof cutting the deficit to 3% of gross domestic product next yearstands.

''We're still on course,'' he said. ''We'll meet our 3% of GDP forthe deficit.''

The government's goal is to cut the deficit to $32.7 billion, or4.2% of GDP, in the current 1995-96 fiscal year, then shrink it to$24.3 billion, or 3% of GDP, in 1996-97.

Finance Minister Paul Martin said he plans to release a falleconomic statement, as he did last year, but there will be no needto announce any special spending or tax measures at that time.

''We've set out a very clear course right from the very beginning -that we were going to do budgets once a year, that those budgetswere going to be based on prudent assumptions, so that in factthere wouldn't be a necessity for mini-budgets and mid-termcorrections,'' Martin said.

Last February's budget projected GDP, a broad measure of economicoutput, would expand 3.8% in 1995. Based on sluggish results earlythis year, most economists now expect GDP growth of less than 3%.

That slower growth could cost Ottawa more than $1 billion in taxrevenues. But interest rates are also running nearly 2% pointsbelow budget projections, which could provide offsetting savingsof more than $3 billion in federal borrowing costs.

Chretien would not comment on whether further cuts will come afterthe government achieves its 3% of GDP deficit target, although hehas said balancing the budget is the ultimate goal.

But Intergovernmental Affairs Minister Marcel Masse - who wasresponsible for the program review leading to the government'sdecision to cut the public payroll by 45,000 jobs over three years- said any future reductions will be on a smaller scale.

''I think the basic cuts are finished, but I think the minister offinance will have to decide what kinds of adjustments have to bemade. In terms of program review, what we are looking at is interms of refining our priorities,'' Masse said.

*** Infomart-Online ***

Liberals facing own report cardFederal cabinet goes on short retreat to assess agenda after rough month
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OTTAWA

Fresh from the roughest month of its term, the federal cabinet sits downtoday at a special two-day retreat to contemplate the second half of itsmandate and wrestle with questions that go to the very core of Liberalism.

In recent weeks, ministers have prepared midterm report cards onthemselves and discussed their departmental agendas with Prime MinisterJean Chretien's two top policy advisers, Eddie Goldenberg and ChavivaHosek, according to senior government sources.

These meetings could provide the Prime Minister's Office with data fora possible cabinet shuffle this summer and a Speech from the Throne sometime after Parliament is scheduled to reconvene in the fall.

The retreat, according to the government sources, will featurepresentations today by Finance Minister Paul Martin on the economicsituation and the status of the deficit fight. Human Resources MinisterLloyd Axworthy will speak tomorrow on his unemployment-insurance reformsand his plans to tackle the public pension system for senior citizens. Thepolitical situation in Quebec also will figure prominently, and someministers will push to talk about a reinvigorated jobs agenda and the newCanada Health and Social Transfer.

The two-day session at Ottawa's Lester B. Pearson building comes whenLiberals are feeling increasingly uneasy, despite their high standing inopinion polls. The past month has been gruelling for government members,with caucus divided over legislation implementing the budget, gun controland anti-hate provisions in a criminal-sentencing bill.

The Liberals also are jittery about stalled economic growth and itsimplications for job creation, and the way that ministers such as DavidDingwall and Michel Dupuy have drawn fire on ethical issues.

With legislation such as gun control and the budget finally behindthem, the Liberals must determine what the government should do as itmoves closer to the next general election, expected in 1997, party sourcessay.

At last June's retreat, Mr. Martin informed his colleagues that he wasbadly off target fiscally and big spending cuts would be expected fromthem. That was the launch of the program review that is slicing billionsout of federal spending. There are strong indications the government isconsidering a renewed program review to begin in the fall.

Mr. Martin and Mr. Chretien have held preliminary discussions about the1996 budget, sources say, and will begin feeling out the rest of cabinet.

Mr. Martin has made it clear that he intends to press further in hisassault on the federal deficit. The February budget set out a three-yeartrack for spending cuts but provided a deficit target - of 3 per cent ofgross domestic product - for only two years.

He will attempt to take advantage of his enormous political credibilityin the wake of that budget by filling in the blank and, in the process,demonstrate that 3 per cent is, as he has stated many times, only aninterim target on the way to an eventual zero deficit. How far and howfast he will go could be the subject of intense debate.

"The attitude in finance," one government insider says, "is that Round1 was interesting. Now it's time to get serious."

A group of less-deficit-conscious ministers, including Deputy PrimeMinister Sheila Copps, Mr. Axworthy and Indian Affairs Minister RonaldIrwin, will counter that the fiscal situation is much improved and so thenext two years should be devoted more to the social and jobs side of theagenda. They want to counterbalance restraint with measures to put theliberal back in Liberalism.

A key strategist, one wedded to further deficit reduction, acknowledgedthe tension in cabinet and said: "We have to be able to give victories topeople who want to assert their Liberalism. The question is, how do we dothat?"

The fact that the economy has stopped producing jobs will figureprominently in the discussion. Many Liberals argue the government has togive more meaning to the jobs platform it presented in its 1993 electioncampaign.

Mr. Martin is aware of the unhappiness some of his colleagues arefeeling. Last week, he reached out to them with a speech in Ottawa inwhich he stated that deficit reduction must proceed apace, but that thepayoff will come in the form of renewed government activism down the road.

Finance has been marshalling its arguments for some time. The agendaincludes further cuts to government programs, the delivery of promisedreductions in unemployment-insurance benefits and a politically trickyreform of pensions, the final untouched area of government spending in arenewed push against the deficit.

This agenda, which was first laid out in the budget itself, could forcethe government to confront several major questions left open in thebudget:.Precisely how $1.6-billion, saved as a result of UI cuts, will be splitamong deficit reduction, cuts in premiums and reallocation to employmentservices such as training and literacy. Mr. Axworthy wants at least $800-million from UI cuts - on top of his departmental spending - foremployment programs. In an effort to avoid some of the bitter infightingof last year, Mr. Axworthy, Mr. Martin and Intergovernmental AffairsMinister Marcel Masse have been meeting among themselves to thrash outthese issues and try to reach a consensus before they go to cabinet. Theywere scheduled to get together last week with Mr. Chretien..Ottawa's negotiating position on national standards in the new CanadaHealth and Social Transfer (CHST), which replaces the old transferpayments to the provinces for health, education and welfare.Decentralization proponents in cabinet, such as Mr. Martin, Mr. Masse andLabour Minister Lucienne Robillard, all from Quebec, want to emphasizegreater provincial control. But social democrat Liberals will push for amore robust federal role and have been building support in caucus. Thesubject is not on the formal agenda of the retreat..A closely related issue also shrouded in ambiguity is the future formulafor calculating cash transfers to the provinces. Under the existingformula, the cash transfer will run out some time in the next decade,thereby curbing Ottawa's ability to enforce national standards. Severalministers privately contend that the implicit tradeoff for cutting cashtransfers so radically in the past budget was a promise that they would bestabilized at the new level. Liberal members of the Finance Committee alsohave called for such a guarantee, but Mr. Martin so far has refused to bedrawn into the matter..The budget called for Mr. Martin and Mr. Axworthy to come up with plansto reform pensions. Sources say Finance would like to roll the currentold-age pension in with the means-tested guaranteed income supplement andthe age and pension tax credits, creating a single pool of money for anew, more progressive program modelled on the child-tax benefit.

One of the major questions would be at what income level the benefitswould begin to disappear and how quickly they would be phased out.Government sources say preliminary discussions have focused on setting thethreshold at somewhere between $40,000 and $50,000 in annual income. Thewrinkle is that the government wants to base its calculations on familyincome rather than on individual income, as has been the case. The key forthe government is to sell this as a program that would benefit lower-income seniors rather than to have it viewed as a revenue grab. But manyLiberals are more than a little nervous about tackling such a sensitivetopic anywhere close to an election.

National-unity concerns will hang over these discussions. Some Liberalsargue that the government has fared well when ignoring the Quebecsituation and pursuing its own agenda. Others counter that, in the case ofthe budget for instance, pressure from the markets left the governmentlittle choice but to ignore Quebec and take the risk to cut deeply,whereas on social policy nobody is holding a gun to Ottawa's head.

Certainly, ministers from Quebec worry about everything Mr. Axworthyhas on his plate. His plans for UI involve both cuts in benefits as wellas diverting funds to training, an area Quebec claims as its exclusivejurisdiction; any toughening of the conditions of the CHST would undermineOttawa's arguments about a more flexible federalism; and seniors are asolid federalist group the Quebec ministers would prefer not to rile.

"There's a fight between the Quebec guys, the devolutionists, on oneside and the guys who want us to have a role on social policy on the otherside," another Liberal official said. "Obviously the Quebec-baseddevolutionists have won the battle in the first couple of rounds. Whetherit continues or not is another issue."

POLITICAL MEMO - Liberals use changing times when it suits them
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Ottawa

THE need to change with the times has often served as a useful politicaljustification for adjusting positions or revising history.

But the Liberal federal government seems to have adopted a doublestandard in the application of this principle.

It has cited changing economic circumstances to justify breaking thecontract of civil servants and railway employees and reneging on a promiseof stable funding for the CBC.

The same imperative did not seem to apply, however, when the Liberalsrejected proposals to reform MPs' generous pension scheme to bring it intoline with benefits available in the private sector.

Veteran Liberals argued successfully that the existing pension dealshould be retained for all of the politicians who came to Parliamentbefore the 1993 election when MPs' pensions became an issue. Otherwise,they said, it would amount to an unfair change of rules in the middle ofthe game.

The government used Parliament to impose back-to-work orders andcompulsory arbitration of behalf of three railway companies, which saythey want to break employment-security guarantees they gave theiremployees in the 1980s because they are not in keeping with the times.

The government has also said it will use the power of Parliament tooverturn civil servants' job security as part of a budget promise to getrid of 45,000 federal employees over the next three years.

In justifying the Liberals' about-face on promises made to civilservants during the election campaign, Treasury Board President ArthurEggleton said that "the circumstances have certainly changed from whatexisted then."

And Heritage Minister Michel Dupuy said that when he reaffirmed acampaign commitment that the CBC would be given stable funding for fiveyears, he could not have predicted the impact of the government's programreview on his department's budget.

Do the political or economic changes over the past 18 months (since theLiberals took office) justify using an escape clause that in commercialcontracts is referred to as force majeure? Or is it another repetition ofPierre Trudeau's famous conversion from "Zap] You're frozen]" to wage andprice controls?

The former Liberal prime minister got a lot of mileage during the 1974election campaign by ridiculing the promise by Robert Stanfield, thenProgressive Conservative leader, to impose wage and price controls tocounter inflation.

But less than a year after his re-election, Mr. Trudeau announced thatthe government was imposing controls because the times had changed.

The times had not changed that much in the interval, but Liberalpolicies had, mostly as the result of opinion polling and concern forpolitical stability in the wake of the resignation of John Turner, thenfinance minister.

In at least two of the three current disputes - the CBC budget cuts andthe downsizing of the civil service - the government's flip-flops havebeen in response to its own internal initiatives regarding its programreview and deficit reduction. These do not fit the classical concept offorce majeure, which relates to some outside forces beyond thegovernment's control.

As one of the philosophers in the current Liberal cabinet, PrivyCouncil President Marcel Masse, agrees, force majeure relates to thingsthat were "totally unforeseen, in terms of circumstances, events and soon, or new unforeseen events that change the meaning we can give to pastevents."

It could mean that "something which made sense with our philosophybefore . . . doesn't any more because the perception we had of realityhas changed."

But Mr. Masse, who has had to adjust some of the assurances he gave tocivil servants during the election campaign to the dictates of what hecalls good governance, is not sure how much the traditional concept offorce majeure can be applied to today's political circumstances.

A comparison of current economic indicators with the situation thatpertained in the fall of 1993, when the Liberals' red book of campaignpromises was released, would show the economy more robust now.

But the second part of Mr. Masse's definition about the Liberals'perception of reality having changed may be more to the point.

As historian John Reid, a former Liberal cabinet minister, puts it,"Opposition parties luxuriate in ignorance. Then they get in and find theyhave to pay for these things, and the way they have chosen to pay isthrough the deficit."

Politicians break previous promises with great reluctance, he adds."When the government beats a retreat, it does it so it can get back to thefront of the mob, which is heading in a completely different direction."

In the case of the railway dispute, negotiations had broken downbecause the companies were trying to get out of employment-securitycommitments they had made to union members a decade ago and the unionswere trying to hold the railways to those commitments.

As the full-page advertisement Canadian National Railways took in TheGlobe and Mail put it, "We negotiated employment security in the 80s.These are the 90s. What was acceptable yesterday is not acceptable today."

The railways got the support they were looking for because the lawestablishing compulsory arbitration directed that the arbitrators beguided "by the need for terms and conditions of employment that areconsistent with the economic viability and competitiveness of a coast-to-coast rail system in both the short and the long term."

In other words, the contracts the railway workers won in the 1980s willhave to be subjected to the changed circumstances of the 1990s.

THE BUDGET - Deficit numbers larger than lifeConservative forecast means Ottawa may overshoot rather thanunderperform targets
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OTTAWA

Even Finance Minister Paul Martin doesn't fully believe the deficitforecast that lies at the heart of the budget he presented yesterday.

His official numbers say the deficit will fall to $24.3-billion in the1996-97 fiscal year, but you don't have to read between too many lines tofind the numbers the government regards as more likely - numbers like$21.3-billion or even $18.8-billion.

The fact that most private sector forecasters see the between-the-linenumbers as more likely is the key to understanding how financial marketsare likely to greet the budget.

"He did better than market expectations in his two-year plan," saidKarim Basta, vice-president of Merrill Lynch & Co., whose one-word summaryof the budget to his New York colleagues was "outstanding."

He said "the balance of risk is that they'll do better, not worse" thantheir targets.

Such comments alone represent a sharp reversal from the pattern of thepast two decades, when federal forecasts were often regarded as erring onthe side of optimism.

"He has more than met, if not exceeded, the market's expectations,"said Jeff Rubin, chief economist at Wood Gundy Inc. "This is very bullishfor the market."

Sherry Cooper, his counterpart at Nesbitt Burns Inc., said the marketswill like the budget partly because it relies mainly on cutting thefederal government's own programs rather than transfers to the provincesto reduce Ottawa's spending over the next three years.

Indeed, the spending cuts are unprecedented. In the 1994-95 fiscal yearthat ends March 31, Ottawa spent $118.3-billion on programs and another$42-billion on interest payments on the debt. Program spending will fallto $114-billion this year and $107.9-billion in 1996-97 - an 8.8-per-centdecrease over two years. All told, federal programs that year will costthe equivalent of 13.1 per cent of gross domestic product - the lowestsuch level since 1951.

Over the same period, revenue is expected to rise to $137.4-billionfrom $125-billion - producing a record operating surplus of more than $29-billion.

The problem is that Ottawa's interest payments will climb to $50.7-billion in 1996-97 from $42-billion this year, mainly because interestrates and the government's total debt have risen in the past year.

In addition to interest payments and program spending, the governmentwill be laying out an extra $2.6-billion for what are called restructuringcharges, mainly severance payments for the 45,000 public servants it plansto get rid of in the next three years.

Mr. Martin has also set aside substantial sums - $2.5-billion in 1995-96 and $3-billion in 1996-97 - as a contingency against unexpected onetimecosts like a sudden rise in interest rates.

Almost all of the revenue increases are driven by a growing economy. Ofthe extra $8.2-billion in new revenue the government expects in 1995-96,only $940-million comes from taxes and 60 per cent of that comes from justtwo sources, higher gasoline and tobacco taxes.

An increase in the large corporations tax - to 0.225 per cent ofcapital used in Canada from 0.2 per cent - will raise $145-million in1995-96 and an increase in the surtax on corporate profits - to 4 per centof corporate tax payable from 3 per cent - will generate $115-million.

Those increases pale in comparison to the spending cuts. Over the nexttwo fiscal years, the government will be cutting $6 in spending for every$1 it raises in new taxes.

By any measure, Mr. Martin has produced one of the toughest budgets inCanadian history, even though many financial market analysts had beenurging Ottawa to go further.

The government's year-long program review, run by IntergovernmentAffairs Minister Marcel Masse, produced a plan to carve almost $10-billion- about 19 per cent - from a long list of federal programs by the 1997-98fiscal year.

"They have cut a wide swath across all regions, all sectors and alldepartments," said economist Aron Gampel of Bank of Nova Scotia.

Among the key cuts:. Spending on agriculture, fisheries, resources and environment will fallto $3.3-billion from $4.8-billion, down 31 per cent.. Transport Department spending will drop by half to $1.4-billion frommore than $2.8-billion.. Industrial and regional development spending will decline to $2.4-billion from $3.8-billion, a drop of 38 per cent.. Spending on social programs like immigration, health, housing and humanresources will fall 8 per cent to $9.9-billion from $11.6-billion.

Included in that list are a wide range of business subsidies that willdecline to $1.5-billion from $3.8-billion this year.

Transfers to the provinces - almost $27-billion this year - will fallto $23.2-billion by 1996-97 once the government rolls together into oneprogram the money it gives provinces for health, education and welfare.

Mr. Martin's second budget is very different from what Canadian budgetwatchers have come to expect from Ottawa.

He has effectively turned Finance Department forecasting on its head.After two decades of producing deficit predictions so rosy that many inthe financial community dismissed them as not credible, the government hasnow set out a forecast that is regarded almost unanimously as toocautious.

This time, however, no one is complaining of a non-credible forecast.

Mr. Martin is sticking to his $24.3-billion deficit figure for 1996-97because it represents the Liberal government's minimalist campaign promiseto cut the deficit to 3 per cent of gross domestic product by then.

To keep himself from predicting a lower deficit, though, the FinanceMinister has pulled out every trick in the fiscal forecaster's book: Hehas assumed low economic growth, low inflation and high interest rates inboth 1995 and 1996, all of which inflate the deficit outlook. And forinsurance, he has included an contingency reserve that would be spent onlyif the economy and rates go wildly off track.

One measure of Mr. Martin's conservative style of economic forecastinglies in one of the budget's tables. After running a deficit of $37.9-billion in the fiscal year ending March 31, the government says the gapbetween revenue and spending will fall to $32.7-billion in 1995-96 and$24.3-billion in 1996-97. But if the budget outlook is adjusted to reflectan average of private sector economic forecasts, the deficits for thosetwo years would be $28.9-billion and a mere $18.8-billion, respectively.

Suddenly, the game of predicting the deficit has become one of figuringout by how much Ottawa will overshoot - not underperform - its owntargets.

"I'm not criticizing them," said Tim O'Neill, chief economist at Bankof Montreal. "They've got good reason to be cautious on interest ratesafter last year" when rates suddenly increased.

The government is assuming the economy will grow 3.8 per cent this yearand 2.5 per cent in 1996, and that inflation will come in at less than 2per cent in each year. Private sector analysts are banking on more growthand slightly higher inflation, both of which would push up federal revenueand reduce spending.

More significantly, the Finance Department is assuming - and thusgiving itself a cushion against - three-month treasury bill rates of 8.5per cent this year and 7.5 per cent in 1996 and 10-year bonds rates of 9.7per cent in 1995 and 9 per cent in 1996. All four assumptions are wellabove the private sector consensus.

By assuming rates will be that high, Mr. Martin has guaranteed that hisspending forecast will contain a hefty amount to pay interest on thepublic debt, and thus keep the deficit from falling too quickly.

If private forecasters are closer to the mark, though, the finaldeficit number will be well below Mr. Martin's $24.3-billion in 1996-97.

The budget doesn't offer a deficit forecast for 1997-98, but it'sfairly easy to extrapolate one from the number in the budget - $16.6-billion.

Ms. Cooper would go even further. If the economy and interest ratesturn out as she expects, the federal deficit could fall into the range of$10-billion to $13-billion by the time the next federal election rollsaround, even if Ottawa doesn't make any further spending cuts or taxincreases.

More cuts on way, Ottawa says
Ministers to look at UI, pensions, natives,Canada Post to reduce deficit even further
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OTTAWA

The federal government is embarking on a new round of cuts to programseven as the first round announced in the February budget is still kickingin.

Government sources say the second round will focus on some unfinishedbusiness from last time, such as reviewing the mandates of Crowncorporations such as Canada Mortgage and Housing Corp. and Canada Post,and spending on programs for aboriginal people.

Indian and Northern Affairs was the only department that did not haveits spending cut in the first round.

A reconstituted committee of Liberal cabinet ministers will also beasked to take another look at spending on defence and regionaldevelopment, rooting out programs that overlap and are duplicated betweenfederal departments as well as with provincial governments.

Liberal ministers emerged from a two-day cabinet retreat yesterday toannounce they are reconstituting the so-called program review committeethat was integral to Finance Minister Paul Martin's success in cuttinggovernment spending.

"I think the basic cuts are finished," said Marcel Masse, the ministerwho chaired the first round and will chair the second round. "But I thinkthe minister of finance will have to decide what kind of adjustments haveto be made."

A finance department source said that no financial objectives have yetbeen set for the second round of cuts. But it likely will be less broadand less deep than the first round and be aimed more at specific targets.

Under the previous program review, federal departmental spending, asopposed to transfer payments to provinces and individuals, would be cut to$42-billion in 1997-98 from $51.9-billion in 1994-95. Most of these cutsare just starting to be felt.

"We're not going to be unrealistic. We hit everybody hard last time outand it's still being digested," the source said.

The decision to revive a review of program spending underlines thegovernment's determination to continue its assault on the deficit beyondthe targets set in February.

Although final decisions were not made at the retreat, the goal ofreducing the deficit further also figured prominently in the ministers'discussions of unemployment insurance and old-age pensions.

Along with the further program cuts, these reforms to UI and pensionscould form the main components of the next budget, one in which Mr. Martinattempts to reduce the deficit further than the current target, which is asum equivalent to 3 per cent of the Gross Domestic Product.

Prime Minister Jean Chretien said the government is on target with itsdeficit-reduction plan. But he equivocated about what comes next.

"We hope to reduce it all the time. But you know, we had a target thatsome thought it was not possible for us to achieve - 3 per cent in threeyears - and we have done it. So let's be there, and after that, we'll keepyou posted."

The two most contentious proposals discussed yesterday involve reformsto Ottawa's two largest social programs, unemployment insurance and old-age pensions.

Cabinet heard a presentation that would eliminate universal pensionbenefits and replace them with staged benefits based on the family income,rather than individual income, of the recipients. But government sourcessay they are many months away from a final decision and their main goal isto stabilize pension costs, which are growing as the population ages.

"This is the political party that brought the old-age pension and isresponsible for the vast majority of the social programs in this country,and we intend to protect them; and that means they've got to besustainable and they've got to be fair," Mr. Martin told reportersafterward.

"We're very concerned about maintaining the sustainability and thestability of the system and that's what we're aiming to do," Mr. Axworthysaid.

Asked about a backlash from seniors if their pensions are touched, Mr.Axworthy also made a pitch to older people to share the government'sfiscal burden.

"I've worked for seniors for a long, long time, and I find that theyare a group of people who take a direct interest in their own (pension)system, but also in the country itself," Mr. Axworthy said.

As for UI, the ministers were updated on Mr. Axworthy's plans, whichare already under close scrutiny by a cabinet committee.

Fisheries Minister Brian Tobin, who has strong reservations about Mr.Axworthy's proposals, said the reforms must ensure that the governmentretains its social-spending power in economically fragile regions.

"The challenge to the government is to ensure that whatever changes arerequired . . . these programs can be funded into the future, (and) thatthose changes are made, and made in an intelligent way," Mr. Tobin said.
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Compiled by members of The Globe and Mail's parliamentary bureau inOttawaWITH the return of the Commons next week, ministerial staff and civilservants have been busily beefing up their bosses' briefing books inanticipation of Question Period. Here, for example, is a list of topicsJustice Minister Allan Rock will be preparing for:

Euthanasia and mercy killing; reserve gaming; child support; victims ofcrime; DNA testing; dangerous offenders; hate propaganda; moneylaundering; organized crime and anti-gang legislation; narcoticslegislation; decriminalization of soft drugs; rape-shield provisions;prostitution; the gun-control bill, including its impact on aboriginal andtreaty rights, provincial jurisdictions and the black market; defenceaccess to records concerning sexual-assault victims; female genitalmutilation; criminal harassment; child-sex offenders; capital punishment;young offenders;

Same-sex partner issues; women in prison; criminal sentencing; familyviolence; legal aid; court delays; judicial appointments; judicialindependence; the Judges Act; legal aspects of the aboriginal standoffs inB.C. and Ontario; aboriginal self-government; regulating the Internet; warcrimes; access to information requests; contracts for legal agents; issuesrelated to the Paul Bernardo trial such as book sales, plea bargaining andwhy he was given concurrent sentences; the cancellation of the PearsonAirport contract; environmental issues; lap dancing.

Oh, yes, the minister's office also expects he will be quizzed aboutthe constitutionality of the Quebec referendum.

Pox Canadiana . . . Pity the poor foreign dignitaries who innocentlyenter Canada in the course of the referendum campaign. Chinese Premier LiPeng isn't simply coming to talk trade over dinner; he is being served upas a prop in a morality play.

Ditto with two leaders who happened to pass through Ottawa this week.Singapore's Prime Minister Goh Chok Tong provided a ready opportunity forPrime Minister Jean Chretien to state a couple of obvious facts: Canada,thanks to British Columbia, is a Pacific nation. Quebec, on its own, wouldnot be. Then Irish Prime Minister John Bruton got caught in the crossfireof whether Mr. Chretien would respect a Yes vote.

Interestingly, both men represent countries that have seceded - Irelandfrom Britain, and Singapore from Malaysia. Mid-October will bring a sadderexample with the visit of South Korean President Kim Young-sam.

Excedrin headache No. 2 . . . No, it's not a flashback. It's arecurring nightmare. This past week, Intergovernmental Affairs MinisterMarcel Masse and his program review committee held their first meetingsince the February budget.

The powers that be in Ottawa well remember the harrowing treatment theyendured in Mr. Masse's star chamber last fall, when he and his merry bandsliced $17-billion out of federal spending over the next three years. Nowministers and their deputies will be summoned again. This time thecommittee will take the machete to areas that escaped the first timearound, and will force even those who paid at the office to pony up forfurther cuts in 1998-99.

How about some of that papal infallibility . . . Gilbert Parent,Speaker of the House of Commons, will be on the hot seat starting Monday.As the politics of the referendum come galloping into the Commons chamber,it will be up to the veteran Liberal MP to make sure that everyone'srights are respected, but that the place doesn't turn into the zoo.Perhaps that's why he has spent the week before Parliament's returnresting up in Italy. Among his stops was Vatican City, where he soughtsome personal inspiration from the Pope.

PM uses shuffle to turn up heatCaucus meeting and retreat part of efforts to galvanize second half ofmandate
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OTTAWA

Prime Minister Jean Chretien is expected to use a cabinet shuffle laterthis week, followed by a meeting of the Liberal caucus and a two-dayministers' retreat, to signal that he is turning up the political heat ashis government limps into the second half of its mandate.

But the betting is that he will avoid the dramatic in favour of theminimalist approach that has served him well in his first 30 years inpolitics, seeking to reassure Canadians that a nip here and a tuck thereare all that is required to readjust his goverment's approach.

However, the experience of the Quebec referendum has promptedinsistence from both inside and outside the Liberal government thatsomething more than business as usual is required to respond to the threatto national stability posed by Quebec's soon-to-be premier, LucienBouchard.

Some hint about the nature of that response will come in the shuffle tobe announced in the next few days.

Mr. Chretien's long-time political adviser, Eddie Goldenberg, wascalling some ministers on the weekend, and other ministers were known tohave changed their travel plans so as to be in Ottawa today.

But rather than a major realignment of responsibilities, Mr. Chretienis likely to make relatively few changes this time, instead conducting amore extensive renovation later in the year after several by-electionshave been held that could supplement his bench strength. In this secondstage, ministers not planning to run in the next election would beexpected to step aside to provide opportunities for newcomers to getcabinet exposure.

The government also faces some critical economic decisions in the nextfew weeks, as well as the strategic question of whether to continue thissession of Parliament or to prorogue and have a new Speech from theThrone.

Starting a new session has been the traditional way of attempting toshow that the government is switching gears, but Mr. Chretien and hisministers have not reached a consensus on the best approach.

There are far more thorns in the rose garden at this point than thegovernment had counted on.

Mr. Chretien and several of his senior advisers have acknowledged thatMr. Bouchard's ability during the referendum campaign to fan the embers ofQuebeckers' resentment and to twist recent constitutional history caughtthem off-guard and destroyed their expectation of an easy federalistvictory.

A special cabinet committee led by Intergovernmental Affairs MinisterMarcel Masse is supposed to report on proposals to promote national unitylater this month.

Another problem is that the growth in jobs that was so central to theLiberals' Red Book campaign policies stalled in 1995 and briefly went intoreverse. Although this doesn't threaten immediate deficit-reductiontargets, it does have significant longer-term implications.

Coincident with the slower-than-expected economic growth, a faction inthe caucus that is unhappy about the focus on deficit reduction has becomemore vocal. There have been recent mutterings about "too much governmentby David Dodge," the fiscal hard-liner who is deputy minister of finance.

In raising the political temperature, the Prime Minister must considercabinet strengths and weaknesses. The departure of Brian Tobin, about tobecome premier of Newfoundland, not only creates a vacancy at theDepartment of Fisheries and Oceans but also robs cabinet of one of itsmore eloquent cheerleaders and a strong regional voice.

In the permutations and combinations to be considered in replacing him,the government's modest backbench strength everywhere but Ontario isunderlined.

Mr. Chretien also has signalled the government's intention to be more"alert" and aggressive with Quebec separatists. That approach requires astrengthened cabinet presence from Quebec, and the Liberals have beenexploring the possibility of bringing one or more prominent Quebecfederalists into the government. The name most frequently mentioned isthat of businessman Michel Belanger.

The Prime Minister will indicate this week whether he will do thatdirectly - putting his choice into cabinet immediately and then calling aby-election - or hold the by-election first. When Mr. Bouchard joined thegovernment of Brian Mulroney, he was appointed directly to cabinet and wona by-election later. However, the Liberals have had problems with thisapproach.

After Quebec, their most pressing regional problem is British Columbia.One response may be to give the Fisheries and Oceans portfolio to aBritish Columbian, Minister of National Revenue David Anderson, whilepromoting another member from B.C.

Deputy Prime Minister Sheila Copps almost certainly is headed for oneof the government's trouble spots, in Health or Canadian Heritage. Therealso has been speculation about changes among the ministers of state,possibly involving Sheila Finestone, Jon Gerrard and Douglas Peters.

New faces could include caucus chairwoman Jane Stewart; David Walker,currently the parliamentary assistant to Finance Minister Paul Martin; orMaurizio Bevilacqua, parliamentary secretary to Human Resources MinisterLloyd Axworthy.

In addition to personnel changes, the cabinet is involved in intenseprebudget meetings relating to several unresolved issues. The financing ofthe Canada Pension Plan is on the front burner, and Mr. Martin said in hisbudget last February that it will be the turn of senior citizens to feelthe pinch this year.

A second round of program cuts is in the works, after what has beenreferred to as "program review phase two," and if the advice of the Houseof Commons finance committee is a guide, another major cutback in theDefence Department is being contemplated.

With unemployment-insurance changes still to be implemented, asdifficult adjustments to government downsizing ahead on many fronts, theLiberals are having trouble finding an issue to foster some publicoptimism.

And one of the issues that helped propel them into power, a promise tochange the goods and services tax, has been overshadowed but not solved.It represents still another minefield when Parliament returns early nextmonth.

All this may oblige Mr. Chretien to abandon his "kindly uncle"demeanour in favour of a harder-hitting approach.

PM bets heavily on ability of recruitsShakeup designed to send messages
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OTTAWA

Abandoning the caution that has been his watchword for 30 years, PrimeMinister Jean Chretien has bet heavily on untried newcomers, strained oldloyalties and risked his Ontario political base in a cabinet shakeupdesigned to send a message of generational change, signal a new opennesstoward Quebec and make several gestures toward Western Canada.

Yesterday's shuffle radically changed the optics of cabinet, loweringthe average age from 52.9 years to 49.1 years. However, it also amountedto a stay-the-course statement on economic policy, with a possibletoughening on social issues.

The changes showed that the Prime Minister, who has indicated in thepast how much he values experience, has been forced to heed pressure tofind new people. Thus the demand for the new triumphed over the collectedexperience of long-time political comrades-in-arms Andre Ouellet and RoyMacLaren.

Although the total number of ministers increased by only one to 25,there were 16 changes of responsibilities and five new faces within themain cabinet, plus two new secretaries of state were appointed and twoothers were changed.

In an attempt to divert attention from the fact that he celebrated his62nd birthday last week and to respond to criticism that his governmentappeared to be creaking into the second half of its mandate, Mr. Chretiensaid he had gone looking "for people of quality in the next generation."

If new ministers such as Intergovernmental Affairs Minister StephaneDion, International Co-operation Minister Pierre Pettigrew and RevenueMinister Jane Stewart work out and the others in cabinet avoid scandalsduring the next two years, the group that posed for a picture with theGovernor-General yesterday probably will face the electorate in 1997.

Even though Mr. Chretien said the priorities of his reshuffled cabinetare job creation and keeping the country together, that doesn't signal achange in overall economic policy toward Keynesian job stimulation. Thenew group keeps most of the original economic team intact, and there isevery indication Finance Minister Paul Martin's emphasis on deficit-cutting and downsizing will continue.

Privy Council President Marcel Masse moves to the Treasury Board, buthe takes with him the responsibility for overseeing program review (readspending cuts) and civil-service renewal (read layoffs.)

Industry Minister John Manley stays in place but gains newresponsibility for the three regional-development offices: Atlantic CanadaOpportunities Agency, Western Economic Diversification Agency and theFederal Office of Regional Development in Quebec. This folds theactivities that were part of the Department of Regional EconomicExpansion into the main operations of the Industry Department.

And because the funds available to these agencies have been cutsharply, it means their operations eventually will be wound down as thegovernment abandons the attempt to spur economic activity in less-developed areas by the provision of concessional financing or specialgrants.

As Mr. Chretien's Team Canada trade-promotion expeditions haveunderlined, the government will count on export growth to drive domesticjob creation. The former trade minister, Mr. MacLaren, was proudly pro-business, and replacement Art Eggleton will continue that tradition.

The removal of Mr. MacLaren and Mr. Ouellet from cabinet was eased withplum appointments. Mr. MacLaren will become High Commissioner to Britainin July; Mr. Ouellet takes over as chairman of Canada Post immediately.New provisions for MPs' pensions will apply to both, so neither will bedouble-dipping because their pensions will not start until they finishtheir new assignments.

By shifting responsibility for social-policy reform from LloydAxworthy, a left-of-centre Liberal, to former transport minister DouglasYoung, conservative fiscally and in terms of policy, Mr. Chretien may betoughening his government's approach toward unemployment-insurancemodifications (for which the policy has been set but not implemented), andnegotiations with the provinces on health and transfer payments and thedivestment of job-training responsibilities.

Saskatchewan Premier Roy Romanow said Mr. Young was "bull-headed andbull-nosed" in Transport and "if he adopts the same approach to thesensitive area of social policy, then we will have trouble."

Maude Barlow, chairperson of the Council of Canadians lobby group, waseven more apprehensive. "It is clear Doug Young, who presided over thedismantling of Canada's public-transportation system, has now been broughtin to finish the job of taking apart Canada's social infrastructure."

But Mr. Young was quick to dismiss the criticism. "When I'm running anoperational department that has trains, planes, ships, trucks, I said theydon't make my heart go pitty-pat. Social programs do."

The new Human Resources Development Minister also said he has asked hisnew department to review the impact of the UI changes that penalize repeatusers. "If you get sick in this country three times in the same year, youdon't pay a penalty for that."

Mr. Young already has been the target of protests by UI claimants inhis New Brunswick riding.

David Dingwall, the new Health Minister, also has a reputation as atough negotiator with provincial governments, and he indicated he plans tokeep up that fight against any attempts to move away from universalmedical care. With a reputation as one of the government's more blatantdispensers of patronage back home in Nova Scotia, Mr. Dingwall said he ispleased to be moving to a policy department such as Health because he washaving difficulty improving his image in Public Works and GovernmentServices.

Mr. Chretien's double-barrelled strategy of strengthening hisfederalist team in Quebec and offsetting the general greying of hisgovernment required some elaborate political manoeuvring, including takingsome risks in creating by-elections.

Mr. Pettigrew will run in the Papineau riding that will be vacated byMr. Ouellet. It is a strongly francophone riding, one of the few thatvoted No in last October's referendum.

To find a place for Mr. Dion, Mr. Chretien had to persuade ShirleyMaheu to resign her St. Laurent-Cartierville riding. She will be appointedto the Senate.

Former Heritage Minister Michel Dupuy is a friend of Mr. Chretien's anda loyalist who was not eager to resign, so it must have been difficult forthe Prime Minister to push him out of cabinet. There have been rumoursthat Mr. Dupuy also will receive an appointment, possibly as Lieutenant-Governor of Quebec. That, in turn, would set up another by-election.

Mount Royal MP Sheila Finestone was also reluctant to give up hersecretary-of-state position, which was needed to make way for MartinCauchon, a 32-year-old MP from Outremont who will be responsible to Mr.Manley for the Quebec regional-development office.

Another part of the shuffle strategy was designed to offset unhappinessin British Columbia. As a result, Hedy Fry was appointed secretary ofstate for multiculturalism and the status of women, and David Anderson waspromoted to Minister of Transport. As Mr. Anderson noted, BritishColumbia, with six Liberal MPs, is the only province with half itsprovincial caucus in cabinet.

The shuffle also underlines the fact that two other Western Canadians,Natural Resources Minister Anne McLellan and Agriculture Minister RalphGoodale, will chair the two major cabinet committees.

However, Ontario, with 97 Liberal MPs, was shortchanged in terms ofrelative political clout to allow the gestures toward Quebec and the West.Although Jane Stewart of Brantford is the new Minister of NationalRevenue, many Ontario MPs with extensive political experience wereoverlooked for promotion because of geography, while two Quebec newcomerswho have not won an election proceeded directly into cabinet.

Political memo - New ministers will sink or swim on personalities
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Ottawa

IF measured only by ministers' philosophies and the traditional weightingof government departments, it may seem that last week's cabinet overhaulhas nudged the Liberal government a bit to the left.

But the reality of the 1990s is that change may not be as much a matterof the pendulum swinging as the ground shifting under it.

Old-style Liberals who are comfortable with the notion of stateintervention in situations where the private sector won't - or can't - acthave moved into key positions. David Dingwall, the new Health Minister,for example, made it clear he is not in that position to cut back onhealth care.

Nor has he any intention of stopping his push for governmentintervention to address problems in less prosperous regions, he toldreporters Thursday. Even if responsibility for the Atlantic CanadaOpportunities Agency has been moved into the Industry Department and thusunder control of an Ontario minister, John Manley, "keep in mind there areother ministers at the table from the Atlantic region who will not wimpout when it comes to concerns for our region."

Foreign Affairs Minister Lloyd Axworthy, who used to be the nemesis ofthe pro-business faction in the Liberal caucus while the party was inopposition, often appeared uncomfortable when the fiscal imperatives ofFinance Minister Paul Martin overrode social policy concerns while he wasat Human Resources Development. In his new post, he will be in a positionto emphasize civil rights rather than trading opportunities.

His own inclination would be to halt the decline in Canada's ThirdWorld generosity and reduce the emphasis on aid as a door-opener forCanadian business.

As Minister of Canadian Heritage, Sheila Copps said she has a directmandate from Prime Minister Jean Chretien to stop the "chipping away" ofcultural institutions. She has also signalled she plans to take a tougherapproach to U.S. domination of Canadian culture. "We have to stand strongagainst Mickey Kantor (the U.S. Trade Representative) and his ilk."

Even the new minister of Human Resources Development, Douglas Young,seems to be sounding a different note in that role compared with the zealfor privatization and subsidy cutting that characterized his term asMinister of Transport. "When I'm running an operational department thathas trains, planes, ships, trucks, I said they don't make my heart gopitter-pat, (but) social programs do," he told reporters in explaining whyone of his first priorities will be to revisit the plans to reduceUnemployment Insurance benefits for seasonal workers.

Mr. Young's explanation for the apparent dichotomy is that he is apragmatist not a philosopher. "If we are going to phase in a system wherepeople are going to have to make more efforts to find work, we as agovernment and in partnership with the private sector have to make surethat there is a legitimate job market out there."

The new Human Resources minister, as a New Brunswick politician, mustalso take it seriously when all of the New Brunswick Catholic bishops sidewith the people who are demonstrating against the UI cuts, as they didlast week, demanding the government "listen to the cries of distress."

But all of the ministers, regardless of where they stand on thepolitical spectrum, are being forced to deal with a new reality, as Ms.Copps conceded. Cultural institutions, like every other part of society,are under budgetary pressures and there will probably be more hits tocome, she said.

Even though some of these positionings in particular cabinet posts mayseem to signal an overall philosophic shift, that appearance is offset inreality by another aspect of the fiscal realities of the 1990s - a massiveshift of influence away from operating departments toward the FinanceDepartment.

The new president of the Treasury Board, Marcel Masse, for instance,was nominally responsible for the program review process leading to lastyear's direction-setting budget. Each department was asked a series ofquestions to be applied to each program or service it delivered.

For the cerebral Mr. Masse, it was an attempt to bring rationality,planning and priority-setting into the reduction process rather than theacross-the-board slashing often applied. As good as Mr. Masse's exerciselooked on paper, however, when it came down to the crunch, it was theFinance Department that decided each department's fiscal allocations.Individual ministers had little influence, except in determining how cutswould be apportioned.

It was also Mr. Masse who had defined and publicized the Liberals'policy toward the civil service in the lead-up to the 1993 election, apolicy which promised a gradual reduction through attrition and earlyretirements. In the realities of power, however, the Finance Departmentheld sway and the government used its majority in the House of Commons tolegislate away civil service job security.

What all of this means is that some of the symbolically importantdepartments no longer have much clout, regardless of what minister is atthe helm. Much was made of David Anderson's promotion in Thursday'sshuffle from the Department of National Revenue to the Department ofTransport.

While it is true that transport per se is very important to BritishColumbia, with some of the busiest harbours in the world, and Mr. Andersontalks of turning Vancouver Airport into the North American gateway toAsia, the department's role has now been minimized.

Mr. Chretien's statement outlining his cabinet changes also stressedthe fact that the two main cabinet committees are chaired by westernministers, social policy by Natural Resources Minister Anne McLellan andeconomic development by Agriculture Minister Ralph Goodale.

This may have been compensation for the fact that both of theirdepartments have also been reduced to skeletons of their former importanceand size. Both of these co-ordinating committees had clout when there werenew resources to allocate or new programs to design. But when the game ofgovernment is one of monitoring the cuts and fighting in the corners forthe few disposable dollars left, the once-powerful chairpersons who usedto be able to score goals are now reduced to the role of referees.

As Heritage Minister, the often effervescent Ms. Copps may be the testcase of whether a strong policy-oriented minister determined to stop the"picking away" at cultural institutions and the Americanization of theentertainment industry can successfully buck the system by challenging thedepartments of Industry, Trade and Finance.

Under her predecessor, Michel Dupuy, the culture/heritage/identityissues regularly lost out to the business/trade agenda (with the notableexception of the move to block the establishment of Canadian editions offoreign magazines.)

Whatever the outcome, however, the result will depend more onministers' personalities and negotiating skills than on theirphilosophical orientation.

Ottawa lifts freeze on wages for civil servants
Military also benefits from progress on cutbacks and deficit, Masse says

HUGH WINSOR

1005 words

Publication date: 8 March 1996

Source: The Globe and Mail

Page: A4

All material copyright Thomson Canada Limited or its licensors. All rights reserved.

OTTAWA

The government has made enough progress in its cost-cutting anddownsizing programs that it can afford to lift the salary freeze fromthose civil servants who will still have jobs, Treasury Board PresidentMarcel Masse announced yesterday.

"Some rocky roads still lie ahead in bringing the deficit and debtunder control, but we are beginning to see light at the end of thetunnel," he said after the government released its spending plans for1996-97.

The anticipated raises for civil servants could cost "some severalhundred million dollars," Mr. Masse told a news conference, but he pointedout that the government overhaul has resulted in a $9-billion annualreduction in program spending.

By next February, when the first raises from the resumed collectivebargaining will be paid, most civil-servant wages will have been frozenfor five years, while executives will not have had a raise in six years.But there will be at least 45,000 fewer civil servants on the payroll.

The freeze on the salaries of MPs and senators, in place since 1991,may also be ended. But there seems to be some confusion within the Liberalcabinet.

Mr. Masse said the new policy could apply to the government as a whole- that is, covering Parliament. But later, Prime Minister Jean Chretiensaid increases for MPs could come only after successful negotiations withthe civil-service unions. And Finance Minister Paul Martin told a radiointerviewer that he is opposed to any MP salary increase.

Meanwhile, Defence Minister David Collenette announced that all non-commissioned members of the armed forces will be getting a special 2-1/2-per-cent "catch-up" pay increase because the process of adjusting servicesalaries to make them comparable with those of other civil servants washalted as part of the general wage freeze.

The move, affecting all non-officers with current salaries ranging from$21,000 to $45,000, was undertaken because this group "has been hammeredtwice," Mr. Collenette told reporters. He also acknowledged it wasdemanded by the new Chief of Defence Staff, General Jean Boyle, as a wayto improve morale in the much-maligned forces.

Mr. Masse used the annual tabling of the government's spendingestimates to report on its success in cutting program expenditures and itsplans for a major shakeup in the way it delivers government programs. Thisincludes plans for special agencies, like the ones announced inWednesday's budget to run national parks and historic sites, foodinspection and tax collection.

But it also includes provision for contracting out services currentlyperformed by civil servants and encouraging government employees to formcompanies to take over and run other federal services.

The spending estimates outline how the government plans to spend$156.8-billion in the fiscal year beginning April 1. That includes $109-billion on all of its programs and transfer programs (a reduction of $5-billion from the current year) and about $47.8-billion for interest on thenational debt.

Mr. Masse attributed most of the $5-billion in savings to thegovernment-wide exercise begun last year to review all programs todetermine whether they were necessary, affordable and best delivered bythe federal government.

That process was extended to cover all planned expenditures up to andincluding the 1998-99 fiscal year. The federal government will be saving$9-billion a year by that time as the result of cuts and closings flowingfrom the program review, Mr. Masse said.

"We're keeping our promise to provide Canadians with a smaller, moreeffective and affordable government," Mr. Masse added.

The first thaw will relate to what are referred to as "in-rangeincrements," which are annual wage supplements paid as civil servants moveup the experience ladder. Stopped after the general wage levels werefrozen, they they will be reinstituted beginning in June. The resumptionof increments will cost $50-million in the coming fiscal year and $100-million a year thereafter.

Performance pay for senior executives (who are not covered bycollective agreements) will also be resumed.

Even though the unions are invited back to the table, it will be for amodified form of collective bargaining, since there will be no recourse tobinding arbitration by third parties if the government and the unionscannot agree.

The government is delaying a return to binding arbitration, Mr. Massesaid, because Parliament and elected officials must be responsible forspending decisions in the continuing difficult fiscal situation.

Although senior Treasury Board officials have been preoccupied formonths with finding ways to provide alternative service delivery, both tomake government programs more responsive and to save money by reducingcosts and overlap with other levels of government, the documents releasedin the past two days indicate the government is moving more cautiouslythan earlier reports had suggested.

Some cabinet ministers are known to be concerned about a possible lackof accountability if the delivery of services becomes widely separatedfrom government policy-making. There is also some concern that the federalgovernment may be perceived as less relevant to Canadians if it is nolonger directly associated with the services they receive.

The government will maintain parliamentary accountability for programsthat are contracted out or transferred "by identifying only thoseoperations which are clearly service operations that can be judged byresults," Mr. Masse said. As a result, he said, the new agencies can begiven a set of objectives that can be clearly judged in terms of the goalsthey achieve.

Mr. Masse said that in proportional terms, the program review hadreduced expenditure much more sharply than the downsizing programsundertaken by the Alberta and Ontario governments. At the same time, headded, the federal government had treated its employees in a more humaneway because it had not adopted a "slash-and-burn" approach.
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Ottawa --  WHEN CBC president Perrin Beatty spells out the details todayof how the once-proud public broadcaster will cope on two-thirds of itsformer parliamentary funding, Canadian Heritage Minister Sheila Copps willbe doing her best to distance herself from what amounts to her first majorfailure as the minister responsible for Canadian culture. 

After resigning and fighting a by-election because of the Liberalgovernment's broken promise to eliminate the goods and services tax, thepolitically ambitious minister does not want to be associated with thebreaking of another promise from the Liberals' Red Book campaign manual.This one said that a Liberal government would guarantee the CBC five yearsof stable funding. 

Ms. Copps was only appointed to the Department of Canadian Heritage inJanuary, and many of the current problems preceded her watch. 

But the net result is that the CBC, instead of being given the breathingspace promised during the election, has been stripped of a third of itsfunding and then left to its own devices to deal with the fallout. 

In the three years since they became the government, the Liberals havebeen unable to develop a coherent policy toward broadcasting, includingthe role the Crown corporation should play in it. 

As a result, the government has given the CBC no legislative or policydirection. 

Acutely sensitive to negative publicity, Ms. Copps made one effort onthe eve of the budget last February to modify the scheduled reduction inthe CBC's annual grant, which was the catalyst for today's announcement. 

But when Finance Minister Paul Martin argued there should be noexceptions to his across-the-board deficit-reduction program and she couldnot get any other cabinet support, Ms. Copps quickly dropped the fight. 

Ms. Copps responded in a similar manner to the report of a specialmandate review panel led by former CBC president Pierre Juneau. 

Her initial reaction to a Juneau proposal that the CBC should befinanced by a special levy on the various cable and satellite distributionsystems was positive. Then the opposition parties and interest groupsbegan to refer to the proposed cable levy as the "Sheila tax" and theJuneau report was quickly buried. 

Rather than go to bat for the CBC per se, she switched focus andemphasized the government's plan to create a new joint-venture fund opento all broadcasters to increase Canadian content, especially in drama andchildren's programming. 

Questioned in the Commons yesterday, Ms. Copps gave the standardresponse that the CBC, like all other departments and government agencies,has to bear the pain of the government's deficit-reduction program. 

She also told reporters that the $900-million the CBC will be receivingafter the cuts should be enough for the Crown corporation to provide theservices Canadians want. 

As to how all of this is going to take place, Ms. Copps falls back onthe fact that the CBC is an arms-length corporation and it is up to theCBC's board of directors and senior officers to decide the details. 

The issue is where the line should be drawn. Ms. Copps has been activebehind the scenes and gave Mr. Beatty her tacit support in his strugglewith the board of directors about the future shape of the organization. 

Ms. Copps has also chosen not to act when some members of the boardexpressed their doubts to her about Mr. Beatty's ability to run thecorporation. Asked in a recent interview whether she thought the CBCpresident had the tenacity required to implement the new CBC plan, Ms.Copps replied, "He's going to need bigger balls than he's shown so far." 

The CBC's current crisis goes back several years and was not helped bythe weakness of Ms. Copps's predecessor, Michel Dupuy. 

Below the political level among the bureaucrats, neither the currentdeputy minister in the Department of Canadian Heritage, Suzanne Hurtubise,nor the previous one, Marc Rochon, has demonstrated any interest inbroadcasting. 

Both these officials are what is known in the system as "processdrivers" who do not play a role in encouraging or developing policy. Infact, the CBC's current predicament flows directly from the fact that noone in the government has been prepared to make the argument during theprogram-review budgetary process initiated by Mr. Martin and TreasuryBoard President Marcel Masse that culture should be treated differentlythan transport, environment or social programs. 

Mr. Dupuy ducked making decisions by turning the whole question of thefuture of the CBC over to a parliamentary committee and then nevertestified before it. 

When that process failed, the Heritage Department turned to Mr. Juneau'spanel and then ignored its recommendations. 

The result was to shift all of the responsibility to an unaccountableboard of directors, who concluded their deliberations in secret this week. 
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Treasury Board President Marcel Masse was the federal ministerresponsible for the so-called program review, the exercise by which Ottawais in the process of cutting its program spending by 22 per cent over fouryears. By the next fiscal year, government spending relative to the sizeof the economy will be at its lowest level since 1949-50.

But he has a different view than many on the consequences of the cuts."For one, there will be less intergenerational inequity," he argues, notmore.

He reasons that by cutting dramatically now, the government is sparingfuture generations an even higher tax burden down the road. And thequicker the cuts, the more those who benefited (people who enjoyedabundant services in the 1970s and 1980s) will share in paying the costsof adjustment.

For Canadians concerned about their pensions and the quality of theirpublic health system, Mr. Masse again maintains that acting sooner ratherthan later is more, not less, reassuring. As for the problem ofinterregional tensions and interclass tensions, he believes that mostCanadians are still prepared to put great stock in the value ofredistribution. "Clearly as a party we have staked out our ground. We makeour appeal to the voters who have the sense of sharing and I think thepolls indicate very clearly that the great majority of Canadians sharethose liberal values."

OTTAWA STRUGGLES WITH BUDGET GAP: Most departments seem to be laggingwell behind on delivering Martin's promised spending cuts
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Federal officials are scrambling to explain why most departmentsseem to be lagging well behind on delivering the spending cutspromised two years ago by Finance Minister Paul Martin.

The government projects that its departments will spend about $50billion in fiscal 1997-98 beginning April 1, compared with thetarget of just under $42 billion set out in Martin's landmark 1995budget.

That gap between what was promised and what appears to have beenachieved is expected to emerge as an issue when Treasury BoardPresident Marcel Masse makes a scheduled appearance Wednesdaybefore a Senate committee to answer questions on spending, federalofficials said.

The four-year span from 1994-95 to 1997-98 is a key period becauseit marked the first phase of the Liberals' highly touted ``programreview'' initiative, under which detailed cuts were ordered in the1995 budget.

The program review blueprint was to have slashed departmentalspending 19% by 1997-98. According to figures published last monthby Treasury Board with the government's main spending estimates,that total fell by just 9%.

So far, plaudits to the Liberals for deficit reduction have drownedout debate about spending levels. Martin is expected to have notrouble bettering his official deficit target of $17 billion thiscoming fiscal year, down from $37.5 billion in 1994-95.

His success in cleaning up Ottawa's books will undoubtedly be acore Liberal message in the election Prime Minister Jean Chretienis expected to call as early as June.

But opposition politicians argue that a 14% rise in tax revenues,to $132 billion in 1997-98 from $116 billion in 1994-95, deservesmost of the credit -- not spending restraint.

And provincial governments complain about the gap between the 9%reductions in Ottawa's own backyard and the 26% cut imposed onfederal payments to them. Cash transfers to the provinces, mainlyfor health, education and welfare, will shrink to $19.8 billion in1997-98 from $26.7 billion four years ago.

The danger of tarnishing the Liberal reputation for fiscaltoughness has not been lost on the number crunchers working forMasse. As the agency that oversees and implements the policiesdictated by Finance, his Treasury Board is ultimately responsiblefor explaining the program review's outcome.

The board is working on a full defence of the results, designed tomake sure Masse is not caught off-guard when he testifies beforethe Senate's national finances committee. Senate researchers havewarned Masse's aides to expect questions on what spending cutshave been accomplished.

Treasury Board officials said in interviews that the program reviewis close to being on track. Discrepancies largely reflect changesin the way the federal books are kept, they said. As well, theypoint out that paying for new initiatives launched by the Liberalshas in some cases offset the cuts made through program review toexisting spending.

Some large changes result from number shuffling. For example, $1.2billion in veterans' pensions was moved into the social-spendingcategory this year. Previously, veterans' benefits were lumpedwith Employment Insurance and elderly benefits under the separateheading of major transfers to individuals.

But such revisions do not explain away all the apparent missedtargets. Combined spending on industrial programs, regionaldevelopment and science and technology was slated to plunge 38% to$2.4 billion as a result of program review, but climbed slightlyto $3.7 billion. What happened? Much of the answer lies in theregional economic bureaucracies, including Western EconomicDiversification, the Atlantic Canada Opportunities Agency and theFederal Office of Regional Development (Quebec), where spendingwas to have been slashed nearly 50% to $567 million by this year.Instead, the agencies' budgets for 1997-98 are set at $1.2billion.

The Foreign Affairs and International Trade department was to havecut spending, not including foreign aid, by $257 million to leave$1.2 billion this year, or 17% off its $1.5-billion budget in1994-95. An official said the cut achieved during the four-yearprogram review process was $121 million. Meanwhile, thedepartment's budget has been swollen by hikes in the fees Canadapays to belong to international agencies and the burden ofpeacekeeping missions that were not foreseen back in 1995, theofficial added.

Of the nine categories used -- along with the small budget ofParliament and the Governor General -- when Treasury Board sums upprogram spending, only one sector precisely hit the target set twoyears ago: the Department of National Defence, where spendingdropped as planned to $9.9 billion from $11.4 billion.

Transport's budget has fallen by a steep 38% to $1.8 billion, butthat still does not equal the 51% cut to $1.4 billion targeted in1995. Officials said a change in the accounting for aviation taxes-- not a slackening of the will to clamp down on spending -- islargely to blame.

Treasury Board officials said they are now focusing on the outlookfor 1998-99 spending, rather than the 1997-98 estimates. Lookingahead one more year allows them to take into account a secondstage of planned program review cuts.

The officials said those projections, which are not yet availablein standard government documents, forecast 1998-99 spending to bedown 18.8% from 1994-95, not far off the 21.5% cut targeted by theprogram review process.

*** Infomart-Online ***
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With a federal election in the wind, voters can expect to hear agreat deal in the coming months about how well the Liberals aremanaging Canada's finances.

The centrepiece will surely be the deficit-reduction plan, whichshould bring the shortfall to about $17 billion in 1997-98 from$37.5 billion in 1994-95. This has brought heaps of praise downupon Finance Minister Paul Martin, and he clearly is following theright policy.

But voters would do well to turn a skeptical eye on Liberal claimsto be fiscal wizards whose brew of policies is on the verge ofvanquishing the deficit where lesser governments failed. As FP'sJohn Geddes has reported, it now looks as if the much-trumpetedprogram review, which was to cut drastically direct spending bygovernment departments, has simply not delivered the goods. Thisdovetails with a recent report from Dominion Bond Rating Service,which shows that at least 50% of deficit reduction over the pastfive years can be attributed to factors (such as an improvingeconomy) other than direct government actions.

Under the program review in the 1995 budget, department spendingwas to have been reduced by 19% by fiscal 1997-98. But accordingto federal figures published last month by Treasury Board,department spending will be down only 9%. This reduction iswelcome, but nowhere near what the Liberals should haveaccomplished.

Factors other than federal spending restraint have been moreimportant in reining in the deficit. Higher tax revenues are a keyelement; personal income tax will rise to $66.5 billion in 1997-98from $56.3 billion in 1994-95, according to 1997 federal budgetpapers. Corporate income tax revenue will move up to $16.3 billioncompared to $11.6 billion in 1994-95. Federal transfers to theprovinces for mainly health, education and welfare are alsocrucial. These are to be aggressively reduced to $19.8 billion in1997-98 from $26.7 billion in 1994-95. In percentage terms thereduction in provincial transfers -- 26% -- exceeds by a widemargin the hit government departments will apparently take.

Treasury board officials suggest the government plan is on trackand that the picture is complicated by accounting changes and newprogram spending. In any event, they recommend voters look at theoutlook for 1998-99 spending, when they say the program will bemore or less in line, not the 1997-98 data. This suggests,however, the Liberals intend to achieve more than half of theirpromised spending reductions in one year, a highly dubiousproposition given the impending election.

Treasury Board President Marcel Masse is to appear today before theSenate national finances committee. Canadians deserve anexplanation of why spending-cut targets have not been met. Andthey deserve to know why spending on health, education and welfarehas been attacked more harshly than other expenditures.

*** Infomart-Online ***

Spending cuts on schedule, Masse tells House
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Treasury Board President Marcel Masse yesterday defended thegovernment's record on cutting spending. The opposition chargedthe goals set out by the Liberals two years ago have not beenachieved.

``Our figures are almost exactly at the right point for alldepartments,'' Masse said in the House, responding to questionsfrom Reform Party members of Parliament. ``We have implementedprogram review according to plan.''

The Reform MPs' questions were prompted by a report in TheFinancial Post last weekend on the apparent gap between thegovernment's 1997-98 spending estimates and the targets set out inthe watershed 1995 federal budget.

That blueprint for restraint aimed to cut departmental spending,not including transfers to the provinces and individuals, by 19%to $42 billion in 1997-98 from $52 billion in 1994-95. The processbehind the bulk of the reduction was called program review.

Treasury Board officials said those 1995 budget projections havebeen rendered obsolete by changes in the way they account for somespending and taxes.

Based on updated numbers released by the board last month,departmental spending has fallen 9% to $50 billion in 1997-98 from$55 billion in 1994-95. That's a total cut of about half -- inboth absolute and percentage terms -- of what was set out in the1995 budget.

But Masse did not refer to these figures in his exchange withReform critics or in answering reporters' questions outside theHouse.

Instead, he used government forecasts for 1998-99 spending. Aswell, he stressed overall program spending, which includestransfers to individuals and provinces, along with departmentalbudgets.

``In terms of overall spending, we indicated that we were going toreduce actual spending by the government from $120 billion by1998-99 to $103 billion. We're exactly on track. This is where wewill be.''

A senior Treasury Board official said 1997-98 results will also bein line with program review objectives. The $50-billiondepartmental spending estimate has been swollen by $4.4 billion inaccounting changes since the 1995 budget, he said, which do notreflect real spending.

Another $3.8 billion buried in that $50-billion figure -- but notforecast in the budget two years ago -- is made up of items suchas $900 million in new initiatives launched by the Liberals, $400million in foreign-exchange costs and $200 million in higherspending in existing programs, the official said.

*** Infomart-Online ***
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The federal government released figures yesterday confirming thatdepartmental spending has fallen slower than had been planned inthe landmark 1995 federal budget.

Direct spending by departments, not including transfers toprovinces and individuals, is projected to fall to $50.2 billionin 1997-98 from $55.9 billion in 1994-95.

The Financial Post reported last weekend that spending will drop to$50 billion from $55 billion over the same period.

The 10% drop, just less than $6 billion, disclosed yesterdayappears considerably less than the 1995 budget's0 projection thatdepartmental spending would plunge 19%, to $42 billion in 1997-98from $52 billion in 1994-95.

But Treasury Board President Marcel Masse and Finance Minister PaulMartin said in a joint statement the Liberal government's highlytouted ``program review'' process to prune departmental budgets is``on track.''

Details of spending released by Finance and Treasury Board showedthe government will spend $1.4 billion in 1997-98 on ``expenditureinitiatives'' launched after the 1995 budget, and now consideredoutside the program review framework. These items range frominfrastructure projects to job-creation programs.

Another $5.2 billion is listed under the heading ``spending notsubject to program review,'' such as employment insuranceadministration and the cost associated with downsizingdepartments. As well, accounting adjustments, aboriginal claimssettlements and a ``residual'' -- adding up to nearly $1.5 billion-- are listed as excluded for the purposes of assessing thegovernment's success in achieving its restraint objectives.

None of these exceptions were mentioned when spending targets wereset in the 1995 budget. That blueprint for restraint said theprogram review process would exclude ``only major statutorytransfers'' to the provinces and individuals. And it suggested anychanges to departmental spending would ``be accommodated withindeclining resource levels.''

A senior Finance official said the government's success in reducingbudgets allowed it the leeway to add some new spending after 1995.Other than those initiatives, he said the discrepancy between whatwas promised and what was achieved can be attributed to changes inthe way some spending is accounted for and omissions from theinformation included with the 1995 budget.

*** Infomart-Online ***
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"Reductions to government program spending will be delivered on time andon target."-- Finance Minister Paul Martin and Treasury Board PresidentMarcel Masse in a joint statement, March 20, 1997.

The promise

If there is one issue in which the federal Liberals believe they'vedelivered the goods as an election looms, it is the country's finances.Mr. Martin promised early on to tame the deficit beast and regain Canada'sfinancial autonomy from evil international money traders. By the latestestimate, the deficit will be gone by the end of the century, but thegovernment is regularly bettering its deficit-reduction objectives.

So it rattled government spin doctors when recently published reportssuggested that the cuts being delivered are at least $3-billion shy ofwhat was promised in the 1995 budget.

Under what it calls a program-review exercise, the government outlined asweeping blueprint for reducing the size of government. The plan was tohave seen a $52-billion envelope of departmental expenditures --everything but major transfers such as unemployment insurance -- cut byabout $9.8-billion, 18.9 per cent, between 1994-95 and the 1997-98 fiscalyear, which begins tomorrow.

According to the 1995 budget, every department other than Indian andNorthern Affairs would feel the axe, with cuts ranging from 4 per cent forHealth to more than 50 per cent for Transport. "We need to redesign therole of government in the economy to fit the size of our pocketbook andthe priorities of our people," Mr. Martin said at the time.

The shortfall

Last month's release of detailed spending estimates offered a chance tocompare the promise and the reality of the program-review exercise. Sowhat happened to the $52-billion? Will it shrink by 18.9 per cent, asindicated in 1995?

Well, first of all, the size of the envelope has changed. Departmentalspending will actually fall to $50.2-billion in 1997-98 from $55.9-billionin 1994-95, a decline of about 10 per cent. But Finance officials say boththese new figures contain a long list of items that were never intended tobe part of the program review, such as UI administration and the cost ofreducing the civil service.

Instead, they argue that a comparison on a consistent accounting basisshows departmental spending falling to $45-billion in the coming year from$51.7-billion in 1994-95, a decline of 13 per cent -- still well short ofthe promised 18.9-per-cent cut.

The explanation

So where are the missing cuts? Mr. Masse and Mr. Martin areunapologetic. By doing better than expected on the deficit -- thankslargely to higher tax revenues and lower interest rates -- the governmentreinvested in key priorities in the years since Mr. Martin's watershed1995 budget. There was a $425-million extension of the infrastructureprogram, a $100-million television-production fund, $145-million for youthemployment, the return of $140-million chopped from UI and $141-millionfor antismuggling and gun-control initiatives. As well, some plannedexpenditures have been rescheduled for later years.

Because all of these expenditures were unforeseen when Mr. Martindelivered his 1995 budget, the government now argues that they should notbe counted against its program-review pledge. Excluding this addedspending, officials say the program review has delivered a $9-billionspending reduction -- to a projected $42.7-billion in 1997-98 from$51.7-billion in 1994-95. That's down about 17 per cent, and by the end of1998-99, the reduction will hit nearly 19 per cent -- exactly what waspromised in the program review.

The accusations

The Reform Party says the latest figures and the government'sexplanation are lame. They accuse Mr. Martin of "fudging the books" tohide his abject failure to deliver the cuts.

Reform argues that if Mr. Martin had cut as deeply as planned, Canadiansmight now be enjoying a tax cut.

The last word

An aide to Mr. Martin admitted that the government may have caused itsown problem by releasing spending estimates calculated on a differentbasis than the budget figures. But the official said there is "nothingsneaky about what we are doing."

Besides, another official noted, the government may release its spendingintentions, but it does not set spending targets. "The only officialtarget we have out there is on the deficit," he said. And on that score,the government insists its record is beyond reproach.
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"The right thing to do is to ignore the gossipmongers who are tarnishingpeople's reputations. Right now, we just have to let the investigationtake its course." - Treasury Board President Marcel Masse in the Commonsyesterday

Oh, that the first serious storm clouds over the Liberals' much vauntedprobity could be waved away so simply, Mr. Masse.

Marcel Masse has always been known as the bureaucrat's bureaucrat --cerebral, analytical but with a practical knack for working the internalprocesses of government. It's a combination of talents that propelled himinto the top civil service position, secretary to the cabinet, in both NewBrunswick and Ottawa as well as to the position of undersecretary of statefor Foreign Affairs and a senior position at the World Bank.

It was also the combination that made him the force behind the scenesfor implementing the program-review downsizing as President of the PrivyCouncil and then President of the Treasury Board.

But there is a certain naivete that has marred his transit to theelectoral side of the political fence, and it is getting him in trouble inthe Commons on a daily basis in connection with the emerging scandal overfundraising.

We saw this naivete first in his inept handling of a silly issue ofusing the government jet. He had a perfectly valid reason for going toHarvard to represent the government early in the Liberals' first term, andthe government maintains a fleet of Challengers for just such purposes.But he was hung out to dry by a government and a Prime Minister overlyanxious to put distance between themselves and the perquisites associatedwith the former Tory government.

Foible No. 2: The current police investigation into allegations aboutLiberal fund-raising tactics and federal job-creation grants.

At first, it appeared to touch on the jurisdiction of two ministers:Human Resources Development Minister Pierre Pettigrew, whose departmentwas involved in transitional job-creation fund grants and who blew thewhistle, and Government Works Minister Alfonso Gagliano, who wasresponsible for the Quebec branch of the Liberal Party organization thatemployed the fund raiser now under investigation.

So why is Mr. Masse in hot water? Cherchez the system of regionalpolitical or patronage ministers the Liberals have installed. It meansthat every appointment for agencies, boards and commissions and everygovernment grant must be vetted by the appropriate regional politicalminister in addition to the more formal hoops and consultations. Thatwould be Mr. Masse in Quebec.

But the system also applied to the applications for the transitional jobgrants, a program that has an even higher political content than many.This informal political vetting process means information about grantswould have been available at Mr. Masse's Quebec office -- if someone hadbeen looking for it.

While Mr. Masse fessed up to the system, a more adroit politicalminister would have disociated himself from any possible misuse of it.

FOLLOWUP: The Department of National Defence has found a lawyer to takeits dispute with Information Commissioner John Grace to the Federal Courtof Appeal, as speculated here on Monday.

And the lawyer they found? None other than Barbara McIsaac who used tobe on the other side as chief counsel to the Somalia inquiry.
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The Speech from the Throne went to great lengths, as other commentators have noted, to emphasize how new the government is. Indeed, there is statistical proof of this. According to my computer, the word "new" appears 36 times in a 6,200-word speech, or about once every 170 words. Discard all the and's, the's and for's, and "new" pops up as the most common word in the speech, after the obligatory "Government" and "Canadians." So I guess it must be true. This isn't the same government, with the same policies, that has ruled for the past 10 years (or, if truth be told, the past 45). It's new, new, new.  

Then why does it feel so old? Once upon a time, about six weeks ago, the government -- the new government, that is -- was talking about a new round of program review, on the theory perhaps that the old program review did not succeed in catching every misspent dollar rattling around Ottawa. Spending caps, hiring freezes, even -- God save us -- a rethinking of certain policies were the order of the day. As if in token of things to come, the federal sponsorship program was axed, for a saving of $40-million annually, or about as much as the government spends every two and a half hours. Well, it's a start.  

And, apparently, an end: If that was what the new government had in mind, it was, as it were, the old new government. The new new government has nothing but good things to say about every existing government program, and many new ones besides. The gun registry, for example, runner-up to the sponsorship program as visible symbol of government waste, seems unassailable. The Throne Speech put several others safely out of harm's way. There was another $2-billion in walking-around money for the provinces -- allegedly for "health care," though as I have explained several times, this is a completely meaningless tag -- which will stop them from squawking for about three months, or until the election, whichever comes first.  

The utter hash that successive federal and provincial governments have made of native policy was perhaps alluded to in the promise of a "more coherent approach to Aboriginal issues." But it will be a more coherent more of the same. As ever, policy will remain fixated on "historic rights and agreements," topped off with dollops of federal cash: a "renewed" Aboriginal Human Resources Development Strategy, an "expanded" Urban Aboriginal Strategy, and so on. Meanwhile, the native governing class can rest easy, the previous government's brave attempt to demand a modicum of democratic accountability in return for all that federal cash having been shelved, probably permanently.  

But do not think that exhausts the new government's generosity. City politicians have officially been added to the federal client list, by means of an exemption on the GST they pay on their purchases. What principle of public policy, you ask, dictates that municipal governments (as opposed to, say, hospitals) should be spared the GST? If they're so strapped for funds -- a debatable proposition -- and don't dare ask their own citizens for more money, why doesn't Ottawa just write them a cheque? Answer: because it would annoy the provinces. More on that in a minute.  

To the "new deal" for cities, add the old deal for everyone fortunate enough to live outside a major metropolitan area. As part of its path-breaking, innovative efforts to "build a 21st century economy," the new government vows to carry on ploughing billions of dollars into propping up the old economy. Or, in Thronespeak, the government "remains committed to supporting economic development through the regional agencies." There's a Northern Strategy, also an Oceans Action Plan. "Increased emphasis" will be placed on "opportunities to develop Canada's energy resources." And, in case you were in any doubt, "the Government is dedicated to Canada's farm economy."  

All in all, for a new government it sure sounds a lot like the old government: if not the Chretien government, then certainly the ones that went before. Indeed, where the Martin government breaks most openly with its immediate predecessor, it is to return to the habits of previous regimes. Even the democratic reform proposals look likely to wilt under scrutiny: Already, the government is backpedalling from promises to put Supreme Court appointments before Parliament, at a guess because the provinces have their eyes on the same perk.  

For if there is one achievement of the Chretien government the Martin regime looks determined to roll back, it is its occasional willingness to resist the provinces' most outlandish demands. In addition to the $2-billion in hush money, Mr. Martin has conceded the premiers a share in the quintessentially federal responsibility for foreign affairs, a beachhead from which you may be sure they will expand. Lest anyone be alarmed that the Throne Speech might signal an expanded federal role in social policy, for day care, say, or student loans, the responsible ministers were quick to assure the provinces that they could block the federal cash at the border before it reached any actual citizens, and pocket it for themselves -- an offer Quebec was quick to take up. Kowtowing to the provinces, sucking up to Quebec nationalists: We are back in Mulroneyville, with Jean Lapierre in the role of Marcel Masse.  

So in addition to the pension plan, medicare, and other existing programs where Quebec-based MPs make laws and regulations for the rest of the country that do not apply in their own province, we will have a raft of new ones. Though to be fair, the new Council of the Federation, meeting for the first time later this month, means this asymmetry is unlikely to endure: over time, national policy will cease to be made by federal politicians at all, but rather will be the result of inter-provincial haggling. You will recall how well that worked with regard to internal trade.  

Enjoy that new latitude while you can, you government backbenchers. The real new government is aborning elsewhere.  
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