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What thus emerges as most problematic on the political front is how the Liberals can meet their electoral
commitment of buying new programs and commitments from the provinces with an increase in transfers that is
arguably less than that required to address the 25% Romanow target. The NDP and a goodly number of
Canadians will attempt not only to hold the Liberals to their campaign proposal but perhaps as well to embrace
the COF proposal that Ottawa launch a national prescription-drug program. But Martin’s proposal seems to fall

way short of what the provinces will settle for and what the Conservatives and BQ will support.

All'in all, a daunting challenge.

process

My comment on process is contained in a single word — SUFA. If Prime Minister Martin wants to play in areas
of exclusive provincial jurisdiction, then SUFA or a SUFA-equivalent approach is the agreed-upon process.
SUFA involves, inter alia, federal-provincial co-determination in terms of program design, provincial flexibility in
terms of implementation, and combined federal-provincial monitoring and oversight. Moreover, SUFA is
arguably flexible enough to accommodate the opting-out-with-compensation for Quebec (as embodied in the

COF pharmacare proposal).

As already noted, the 2000 and 2003 health accords were viewed by Ottawa as buying “change,” whereas the
provinces simply presumed the transfers to be unconditional independent of the “accord.” This will happen in

2004 as well if the federal government does not work through a SUFA or SUFA-equivalent process.

While process and a flair for the political are necessary ingredients for a successful FMM, substance and policy

must be centre-stage.

policy

An appropriate launch point for an analysis of the range of choices facing the first ministers is to focus on that
which is “new” to federal-provincial health care meetings, namely the COF proposal with respect to

pharmacare. Earlier, this proposal was viewed as a masterstroke on the part of the provinces since it allows
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them to escape from the hourglass-federalism straightjacket. Yet this proposal should, in principle, also be
eagerly welcomed by Ottawa because it presents the federal government with the right to deal directly with
Canadians in ways that heretofore it could not do, it also expands the scope of Canadian medicare in ways in
which the Liberals themselves called for in their election platform, and it increases the degrees of freedom that

Ottawa has in negotiating with the provinces.

Ottawa’s initial reaction to the COF pharamacare proposal appears to be one of backing away from rather than
embracing it. Even accepting that the cost side might pose problems for Ottawa, this decision summarily

discards several creative options. Consider, initially, the following option:

.Ottawa accepts responsibility for pharmacare, commencing with a takeover of a standardized version
of existing provincial programs;

.it maintains existing funding levels for the rest of the system; and

it agrees to index the existing transfers (either to inflation or to the growth of medicare expenditures) in
turn for a SUFA-type agreement to get joint input into standards, etc., where this joint input into

standards would now include pharmacare.

While this would not address the letter of the Liberal proposal, it would nonetheless score high points in an
important number of key areas — it expands medicare into an important area; it takes a huge medicare cost-
driver off the provinces’ books; by maintaining the existing level of transfers (indexed), it satisfactorily
addresses the VFI; and it offers scope for some mutually-agreeable commitments on issues like waiting lists,
etc. It seems that Alberta and Quebec (and arguably the BQ and Conservatives respectively) would be on
side, and most of the rest of the provinces could probably be finessed with an equalization commitment (which
would be negotiated at a later date). Finally, the long-standing jurisdictional quagmire surrounding medicare

would be rationalized by dividing up the policy area.
The specific example is not intended to serve as a preferred outcome. Rather it is meant to suggest that

throwing pharmacare into the hopper substantially increases the degrees of policy freedom. Consider some

other options:
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- Ottawa takes over pharmacare for the elderly;

- Ottawa takes over pharamacare for the elderly and the children;

- Ottawa takes over either one of the above two but does so in the context of income-tested,
catastrophic coverage, run through the federal personal income tax system;

- Ottawa takes over pharmacare but only on a catastrophic basis;

All of these options could be combined with the status quo in terms of existing CHA transfers (as in the original
example).The focus on the elderly and the children is deliberate because Ottawa now plays the key role in
terms of their income support (e.g., OAS/GIS for the elderly and the CCTB for the children), so that
responsibility for some version of pharmacare would not constitute a huge departure in terms of the federal

mission.

If, however, Ottawa rejects the creative COF pharmacare proposal, then forging a package acceptable to the
provinces becomes much more difficult, because the formal Liberal proposal would certainly not be acceptable
to the four largest provinces and perhaps not to the remaining six either. The earlier quotation from St-Hilaire
indicates why this is so. From the provinces vantage point, the minimum acceptable package (absent the
pharmacare option) would seem to be a move to a 25% unconditional funding share. Buying new provincial
programs/commitments would be possible only with additional transfers (i.e., beyond the 25% share), and again

run through some SUFA-like process.

One major disadvantage of this latter strategy is that it continues to increase the magnitude of federal transfers
that are directed to areas of provincial jurisdiction. Even with a SUFA agreement in place it will become
progressively easier for the provinces to harbour the view of a vertical fiscal balance, since one (not the only)
definition of an increasing VFl is increasing federal spending/transfers directed to areas of exclusive provincial
jurisdiction. The advantage of the various pharmacare options is that aspects of prescription drugs would in

effect henceforth come under federal jurisdiction.
Two final observations are in order. The first is that Ottawa could stand its ground and drive home a take-it-or-
leave-it deal, based on some version of its initial proposal. From a fiscal standpoint, the provinces would

probably take the offer but, led by Alberta they would embark on a privatization process. The second focusses
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on the other extreme. If one adds up all of Martin’s commitments, they may well overextend Ottawa’s fiscal
capacity. Since deficits are presumably out of the question, tax hikes are not beyond the pale as a way to

finesse this fiscal dilemma.

By way of a few concluding comments it is appropriate to return to the theme of Quebec-Canada relations. The
thesis of this essay is that Quebec’s demands have shifted from acquiring greater powers to acquiring greater
revenues (preferably taxes) so as to be able to exercise fully its existing powers. Far and away the most
exciting recent development in this area has been the formal recognition of Quebec’s “distinct society” priority
in the context of the COF pharmacare proposal. (Presumably this same opting-out-with-compensation
provision will apply to any provincial consensus relating to how Ottawa would transfer additional revenues to the
cities.) The very existence of this provincial acceptance of Quebec’s specificity makes it progressively more
difficult for Ottawa not to follow suit. Yet the obvious complication here is that Paul Martin has already indicated
that the three priorities in the fall Speech from the Throne will be medicare, early childhood development and

cities. All are viewed by Quebec as under its jurisdiction and essential to its future in Canada.

These, then, are the opportunities and constraints that comprise the new dynamics in Quebec-Canada
relations. The good news is that Quebec appears nearer than ever to assuming the mantle of a 21st century
nation within the framework of the Canadian state. Yet, were this avenue for whatever reason to become
blocked, Quebec may well revert back to seeking its future as its own nation state. In this sense, and also
because medicare, vertical and horizontal fiscal balance, and the division of powers are all in play, the
September 2004 FMM is indeed a Summit of the Canadas.
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Endnotes

This paper is adapted from a presentation at a conference entitled “Quebec and Canada in the New
Century: New Dynamics, New Opportunities,” hosted in October-November 2003 by the Institute for
Intergovernmental Relations.

1. Aspects of this section draw from Lawrence Martin (1997).
2. It is also the case that Canada probably ranks as the more centralized federation in terms of the
influence of the provinces in the operations of the central governments. Indeed, it is the provinces

lack of influence at the centre that contributes to the need for regional/provincial interests to be
exercised by the provinces.
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