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      Mr. Speaker, hon. members, it is my pleasure to present today the provincial budget for the fiscal year ending March 31, 1985. This budget follows by only seven and a half months the presentation of that for the fiscal year 1983-84. Clearly the intervening period has been one of intense activity in carrying out last year's initiatives and preparing this year's goals and objectives.

      During the preparation of the budget, I have held direct consultations with representatives from a wide range of organizations to obtain their views on a variety of economic and fiscal matters. I listened with interest to a great number of observations and suggestions. Obviously, the government could not accept all of the recommendations; but many of them have, I believe, helped to improve the budget. I want today to extend my thanks to all participants.

      In framing this budget for the coming year, I have attempted to address three major objectives. First, the policy of reducing the size and scope of government will continue. This budget will complete the first and most difficult phase of the process and demonstrate the progress achieved in managing during an extremely difficult period. The measures proposed today will build a solid base for the elimination of the deficit and the retirement of the debt over the next several years. Secondly, the government's commitment to the preservation of essential social services remains absolute. Important measures toward this goal will be introduced. Thirdly, the government will take steps in the coming year to capitalize on the benefits of restraint to build a more stable and secure economic future for this province.

      Difficult choices have been necessary in the preparation of the budget, as with others preceding it, but I believe the result fairly and responsibly serves the interests of British Columbians.

      After a strong start, the 1980s have proven to be a difficult and sobering period for British Columbia. While most of North America entered a period of serious economic stagnation in 1980, British Columbia continued to exhibit strong growth until approximately mid-1981, as the effects of booming resource commodity markets continued to work their way through the provincial economy. Partly as a result of this previous strength, British Columbia suffered a much larger decline in economic activity and employment during the major downturn of 1982. Moreover, the recovery in the provincial economy, which began in early 1983, has been modest.

      The past four years have represented, in many ways, a period of readjustment in the world economy and in the psychology of all its participants. Unrealistic expectations have been lowered, obsolete plants have been eliminated, inflation has been reduced and cost control has been tightened. As we move into a new era, we find that industrial structures and trading patterns have permanently changed and nations around the world are moving quickly to reorient their economies.

      I'm fully aware - and the government is fully aware of the difficulties this period of adjustment has caused for many British Columbians. In fact, the price exacted by the recession makes it doubly important that we learn well the lessons it has taught us.

      We must recognize the limits of our ability to manage our economy independently. Our close interdependence with other nations means that our industries, and therefore our jobs and incomes, depend on export sales. As a result, we cannot significantly affect the health of our economy by spending or consuming more ourselves.

      We must recognize the cyclical nature of British Columbia's economy. Long-term government spending commitments should not be based on short-term revenue trends.

      We must recognize the importance of our ability to compete in world markets. Erosion of our competitiveness through increased costs, including the cost of government services, will lead inevitably to a loss of jobs and economic security for our citizens.

      Finally, we must recognize the dynamic changes taking place in the world economy. Our industries and institutions must be made sufficiently flexible to adapt to, and take advantage of, the international environment.

      Failure to heed these lessons will necessitate greater and more difficult adjustments in the future.

      The new era in which we now find ourselves will be much tougher than the period of growth and prosperity enjoyed through much of the 1960s and 1970s. Economic growth, while somewhat more stable than in recent years, is likely to be slower than in the past. To be successful we shall require a higher degree of responsibility and cooperation from all segments of society: individuals, government, business and labour.

      First, individuals must moderate their demands for government services. We have to accept that increases in living standards can no longer be automatic; Governments can and will continue to provide essential services and to protect those in need, but there are real limits to the range and volume of services which can be provided. As a society, we now must earn our way in the world. We can only consume goods and services to the extent that we are able to produce and sell our products.

      All governments must reduce their demands on the economy, whether through taxation or regulation. Fiscal balance should be pursued wherever possible through limiting expenditure rather than increasing taxes, and closer attention should be paid to the real impact of government activity, which often differs from that initially intended.

      Similarly, businesses must realize that government cannot protect them from shifts in market conditions. Reduced government intervention in the economy should be accompanied, I suggest, by greater self-reliance.

      Employees must continue to be flexible, seeking wages and working conditions that reflect their shared interest in productive and competitive enterprises. Those who generate the wealth in our society should temper their expectations to suit the state of the economy. We can only maintain and increase our standard of living here in British Columbia if we keep pace with very aggressive international competitors.

      I'm confident that British Columbia will rise to the challenges presented by this new economic reality, and I am proud of the leadership this government has provided in this vital endeavour.

      Two years ago British Columbia was facing a major economic crisis caused by a shift in the world economic environment. No longer could we increase wage levels and public expenditure while expecting the world to simply go on buying our products. We had to recognize our place in a changing world economy, and adapt to circumstances beyond our control. The government took major action in February 1982 - two years ago - through the compensation stabilization program and the restraint-on-government program to deal with the factors within our control. In May 1983 the people of British Columbia were asked to decide whether they favoured continuing this approach. They responded at that time with a clear answer in the affirmative, and they continue to strongly support our restraint policies today. The program of reducing the size of government and restraining compensation will therefore continue as the government carries out the decisive mandate given to us by the voters.

      The government's economic policy, particularly as refined over the past two years, is designed to meet the basic problems facing this province.

      First, to deal with the sharp cyclical downturn which resulted from international economic fluctuations, the government has pursued a policy of selective stimulation to help sustain employment and accelerate recovery. Within the limits of the taxpayers' financial capacity, the impact of the recession was cushioned by social program expenditures and accelerated expenditure on capital construction projects. As the recovery gains momentum through 1984, these expenditures can be reduced and the government's financial position strengthened.

      To redress the erosion in our competitive position, steps have been taken to reduce the burden of government on the economy and to restrain increases in wage and salary costs. A thorough review is now being undertaken to determine the impact of taxation on our business sector. Efforts to improve competitiveness will be continued to ensure that the gains of the past two years are not lost.

      To increase the resilience and flexibility of our industries in the years ahead, government policy must now focus on breaking down rigidities in our economy. Government programs and regulations affecting all industrial sectors will be reviewed to identify those which present barriers to innovation and higher productivity. Some programs intended to assist industry actually promote inefficiency and penalize efficiency. Given the economic pressures now facing us, this situation is simply not tolerable.

      As we continue to develop and refine our approach to economic policy in British Columbia, it is important that we distinguish clearly the problems related to the fluctuations of the business cycle from those related to the underlying structure of our economy and to longer-term trends in the world's economy. These difficulties often merge, with the result that policies appropriate to one type of problem are regularly recommended, and frequently adopted, to deal with other problems for which they are completely inappropriate. How many times, for example, is increased government spending proposed as a way to make the economy grow more rapidly? This approach can be effective for accelerating a cyclical recovery, and indeed it was a key element of my last budget. But any suggestion that more government spending can raise the long-term growth rate of the economy should be recognized as misguided. We should be cautious when reviewing any government expenditure which is justified only by the statement that it will stimulate the economy. This probably means that it cannot be justified on its own merits when recognized as a demand on the taxpayer.

      To further elaborate on this point, I'd like to emphasize that in the long term raising public expenditure simply substitutes one type of activity for another. Yes, in some cases it may marginally increase total economic activity, but more often there will be a loss of efficiency resulting in a reduction in the size of the economy. We must now accept that there is no magic formula for making an economy grow faster. The solution is at once very difficult and very simple: respond to the demands of the world marketplace and become more and more productive at doing what we do best. The same advice applies to individuals, businesses, regions and nations. Probably because of its simplicity, it is often forgotten or ignored.

      Today I want briefly to discuss the economic outlook for the coming year. The United States economy has now been recovering for about 15 months and has shown much more strength than was anticipated a year ago. There are recent signs that growth is abating from the high rates reported last summer, but the pace of expansion continues to indicate that this is a typical business cycle upturn. The early stage of the United States recovery has been led primarily by consumer spending and housing construction. In 1984, 1 suggest, the expansion is likely to broaden, with business investment becoming a key source of growth. With continued growth in output and employment and relatively low inflation, 1984 promises to be a good year for the United States, and as a result British Columbia can expect to reap some of the benefits. Nevertheless, I would be negligent this afternoon if I failed to point out three very serious threats facing the world economy in the years ahead: government deficits, trade imbalances and inflation.

      First, government deficits at the federal level in both the United States and Canada are too large. The massive borrowing required to finance these deficits is conflicting with attempts to maintain a firm monetary policy in the continuing fight against inflation. The result is interest rates that are still too high. Federal fiscal policy in both countries should be brought into line, mainly through spending reductions, so that interest rates can be brought down even further. At current levels interest rates are limiting a recovery in capital investment. Moreover, by attracting foreign funds to North America, they've caused our currencies to be overvalued and our products to be less competitive in overseas markets.

      Second, large trade imbalances could lead to disruptions in the development of world trade. The recovery from the 1981-82 international recession has so far been very slow in areas outside North America, and the resulting weakness in exports to those areas has caused a record trade deficit for the United States. While faster growth is forecast for 1984 in Japan and other market economies in Asia, continuing adjustment problems are expected to restrain growth rates in Western Europe. As a result, the United States trade deficit may increase further in 1984 and create pressure for corrective measures. If significant policies of protectionism are adopted in response to that temporary trade deficit, the future growth of world trade, on which British Columbia relies heavily, could be severely impaired.

      Third, despite very positive progress against inflation in the past few years, the performance of prices remains of concern for the future, In the United States inflation fell from a peak of 13.5 percent in 1980 to 3.2 percent in 1983. An even more impressive reduction was accomplished in the United Kingdom, where inflation was lowered from 18.1 percent in 1980 to 4.6 percent in 1983. For Canada the rate peaked at 12.5 percent in 1981, before falling to 5.8 percent in 1983, while in British Columbia inflation was reduced from 14.3 percent in 1981 to 5.5 percent in 1983.

      Despite these impressive gains, which demonstrate that we need not accept rapid inflation as inevitable, there is no room for complacency. A severe economic downturn, the worst in 50 years, was required to bring down inflation to a level which is still high by the standards of the 1950s and 1960s. Some upward pressure on prices may be unavoidable as the current expansion progresses, but clearly a significant resurgence in inflation would be disastrous. In the current international financial environment, characterized by large government deficits, heavy debt burdens and nervous investors, higher inflation could cause another rise in interest rates and lead to a premature weakening of investment and consumer spending. If this occurs, we may be forced to undergo another painful recession without having fully recovered from the last one. I sincerely hope, and the government of British Columbia hopes, that economic policymakers throughout the world will ensure that this does not happen. I know that we in British Columbia will do our part.

      To repeat the earlier observation, 1983 was a difficult year for the British Columbia economy. As we emerged from the recession, the growth we experienced was uneven, both among sectors of the economy and over the course of the year. Consumers and businesses in the province remained cautious and concentrated on improving their financial position. Nevertheless, I believe the pattern of growth in British Columbia merely reflects a delay between the recovery of certain industries, notably lumber production, which responded quickly to the United States upturn, and other industries which take somewhat longer to respond. Provided that we avoid major labour-management disruptions, the next phase of the recovery should soon be underway.

      Therefore, following the rapid growth of early 1983 and the moderate growth of late 1983, we can expect a more general expansion in 1984. Real growth in gross provincial product is estimated to have been 2 percent for 1983, and is forecast at 3 percent for 1984. Consistent with this outlook, increases are forecast for exports, retail sales and employment during this second year of recovery.

      As mentioned earlier, in the past few months I undertook to seek out the views of a number of organizations in the province to assist me in the preparation of this budget. In this consultative process, I met with representatives of the following groups: the British Columbia Central Credit Union; the Employers' Council of British Columbia; the British Columbia branch of the Canadian Federation of Independent Business; the Council of Forest Industries of British Columbia; the British Columbia Real Estate Association; the British Columbia Federation of Labour; the Mining Association of British Columbia; the Institute of Chartered Accountants of British Columbia; the Tourism Industry Association of British Columbia7 the British Columbia Federation of Agriculture; the United Elders' Association of British Columbia; the British Columbia council of the Housing and Urban Development Association of Canada; the Law Society of British Columbia; the British Columbia Road Builders' Association; the Union of British Columbia Municipalities; the Education Coalition; the British Columbia Chamber of Commerce; and the Association of British Columbia Professional Foresters. I also received written representations from two groups with whom meetings could not be arranged: the British Columbia Motels, Resorts and Trailer Parks Association and the Canadian Manufacturers' Association. I found this process to be very useful. I intend to commence a new round of consultations on other policy issues within the next six months.

      The budget that I am presenting today should be viewed as part of a multi-year plan initiated by the budget of July 7, 1983. The measures to be introduced for 1984-85 will complete the first phase of the restraint program and begin the next phase, in which we shall reap additional benefits.

      Important progress has already been achieved through restraint. Inflation has been brought down, and a solid base laid for our recovery, and more progress will be evident in the coming months and years. It should, nevertheless, be recognized that the province continues to face a severe fiscal imbalance - I would call that a deficit, Mr. Speaker which will take several years to correct.

      In discussing the deficit I think it is important that we make a clear distinction between two components. There are many who will readily understand that the cyclical part of the deficit is related to the impact of the recent recession on the government's revenue and expenditure. As the economy continues to recover, this part of the deficit will be eliminated gradually and an offsetting surplus will be created. The structural part of the deficit is that portion unrelated to the business cycle. It reflects a basic imbalance between the revenue base and the program structure of government, and it can only be corrected by permanent increases in tax rates or reductions in program costs.

      Last July I presented a budget which started the process of eliminating the structural component, partly through modest tax increases, but mainly through measures to reduce the size and scope of government activity. By eliminating less essential programs, transferring functions to the private sector and making government leaner and more efficient, we are avoiding the need for major tax increases which would threaten future economic development in B.C. The 1983 budget provided us with the tools needed for the very difficult task of defining the balance between the private and the public sectors. Today's budget represents the consolidation of those gains and sets the stage for a period of stable and sustained growth for our province.

      Notwithstanding the policy measures introduced last year, the lingering effects of the recession continued to affect the government's revenue and expenditure. In July I forecast a deficit for the 1983-84 fiscal year of $1.603 billion. I am very happy to report to this House that revenue has grown somewhat more strongly than I had anticipated and that further savings have been made in expenditures. As a result, the deficit for 1983-84, the year just coming to a close, is now forecast at $1.307 billion.

      Even with this improvement, however, the direct debt of the government, excluding that incurred on behalf of Crown corporations, will reach an estimated $1.9 billion by March 31, 1984, and will rise further in the next year. The Premier and my colleagues in government are determined that this debt will not be left as a burden to be borne by future generations of British Columbians. Accordingly, I shall introduce legislation to establish a mechanism for repaying the debt over the next few years.

      Under this new system, to be phased in commencing in 1984-85, natural resource revenue will no longer be directly available to finance current expenditures. Since 1982-83, resource revenue has been credited to the Resource Revenue Stabilization Fund and then transferred to the general fund to meet operating expenditures. In future years the primary charge on the Resource Revenue Stabilization Fund will be for the repayment of debt. In this way revenue derived from our resource endowment will be used to build the financial strength of the provincial government in preparation for any future economic downturns.

      The new fiscal year will be one of transition. Approximately 70 percent of natural resource revenue will be credited to the Resource Revenue Stabilization Fund, while the remainder will be credited to the general fund to help maintain social programs.

      The first allocation from the Resource Revenue Stabilization Fund will provide for the retirement of the British Columbia Railway Company's historic debt. I want to take a few minutes today to recount the history of the British Columbia Railway and to describe the steps being taken to place the railway in a sound financial position.

      It is well known that the railway incurred large losses during the 1970s and spent huge amounts on capital construction, principally on the Dease Lake extension. These problems, which left a large debt load, have obscured the accomplishments of the railway, both prior to the decade of the 1970s and from 1980 onwards.

      From its inception in 1912 as the Pacific Great Eastern Railway, the British Columbia Railway has played a major role in the economic development of the province. Access to the forest and mineral resources of large parts of our interior would have been practically impossible without it. Although the railway required financial assistance from the government on more than one occasion, it was largely able to pay its way and did not receive the massive amount of federal government financial assistance which has been provided to the Canadian National and Canadian Pacific Railways. By the end of 1960, in fact, the British Columbia Railway showed less than $13 million outstanding in long-term debt and was successfully operating 1, 200 kilometers of rail line.

      The railway's financial difficulties began with the construction of the northern extensions in the 1960s and 1970s, which represented a continuation of the policy to provide access for the development of provincial resources. Unfortunately, rail construction in the north proved to be much more complex than expected, and rapid inflation caused construction costs to soar. By the end of 1971, the railway's long-term debt had risen to $211 million, and in the next five years it ballooned to $620 million. This debt was incurred to finance construction costs, mainly on the Dease Lake extension, which cost more than $200 million, and losses incurred in operating the railway and paying interest, In fact, in the six years ending in 1976 the railway's losses were $157 million. In the next three years losses were a further $153 million, mainly as a result of interest, expense.

      The decade of the 1970s was certainly a very difficult period for the railway, as losses totaling $310 million were recorded. Long-term debt stood at $658 million at the end of 1979.

      This government recognized the need to provide financial assistance to the railway and in 1980 commenced paying debt-servicing grants amounting to $70 million annually. The government has also recognized that the railway should be compensated for operating uneconomic branch lines where government policy requires them to be operated for overriding social or economic reasons. Annual grants for the operation of the Fort Nelson extension and for passenger services have been made under this government policy.

      The government has also given the railway the freedom to operate commercially and appointed a board of directors who are experienced and knowledgeable in the railway industry. I am happy to note that these policies are meeting with success. In spite of the economic difficulties experienced in the last three years, the railway has been able to increase its operating profit from $3 million in 1981 to an expected $37 million in 1983.

      To complete the task of rebuilding the finances of the railway, the government has decided to completely eliminate the burden of that historic debt. At the end of 1983 this debt amounted to $610 million, slightly less than the balance seven years earlier. A payment of $470 million will be made from the resource revenue stabilization fund, to be added to the sinking funds for the railway's historic debt. This will increase the sinking funds sufficiently to provide for all future interest and principal payments on the historic debt up to the year 2005, when the final payment is due. In the absence of this payment the government would have been required to continue the annual debt-servicing grants for the next two decades. Those grants will no longer be required.

      The removal of this debt burden from the railway's accounts has been recommended by the Royal Commission on the British Columbia Railway and by the auditor-general, By this action, the government has completed the job of putting the railway on a sound financial footing and ensuring that it is run on a commercial basis.

      I want to emphasize that this payment to the railway will be used exclusively for the retirement of the historic debt. It will not be available to meet normal operating expenses or any costs, operating or capital, of the Tumbler Ridge branch line. The railway is expected to carry the costs of the Tumbler Ridge branch line, which was constructed to move northeast coal, without any subsidy from the government. The construction costs have been met by the railway, largely through short-term borrowings which are to be replaced with longer-term financial arrangements in the near future. The railway will pay the annual costs of the long-term financing. In the 1984-85 fiscal year the railway will receive an estimated $16 million in freight surcharges on coal shipments to assist in paying for construction of that line. That is just the first payback on our investment. Any future extensions to the railway will similarly be undertaken only where provision is made for recovering the investment over a reasonable period.

      On behalf of the government, I want to take this opportunity to commend the directors and the management of the British Columbia Railway for their success in improving the railway's operating position. Prior to 1978 the railway experienced a series of operating losses. It has now experienced six consecutive years of operating profits. With the completion of the financial restructuring, the railway will be able to proceed on a totally commercial basis and may soon begin paying dividends to its shareholders, the people of the province.

      Let me briefly return to the subject of the resource revenue stabilization fund. Commencing in 1985-86, it is planned that all resource revenue will be allocated to the fund to provide for the repayment of direct public debt as well as that guaranteed debt which is not commercially supportable. By starting now to make provision for repayment of the debt, I intend to make certain that British Columbia does not fall into the pattern of perpetual deficits and borrowing, which has been the experience in so many other jurisdictions.

      The expenditure budget for 1984-85 represents an important and an exciting step in our multi-year plan. For the first time in 31 years, the budget of the provincial government has been reduced from that of the previous year. Indeed, it has been almost 20 years since any government in Canada, federal or provincial, has actually reduced its budget from one year to the next. Growth in government spending, which many have considered irreversible, has been stopped and reversed in British Columbia. That difficult achievement is probably the clearest evidence to date of the success of our restraint program and associated policies.

      In my pre-budget consultations, I was advised by some groups not to limit government spending but to raise taxes in order to finance more expenditure. To repeat, this government was re-elected last year on the basis of a pledge to reduce government spending, and that pledge is today being honoured.

      Despite the policy of restraint, the government will continue to protect our core social programs. In particular, there is one major area of government for which expenditure will not be reduced. I am referring to health care, which remains the highest priority of the government and which will receive an increase of $51 million in the 1984-85 estimates presented today. Later in these remarks I will outline measures to be taken to obtain more funding for this essential service.

      The total expenditure of the government, excluding the extraordinary payment from the resource revenue stabilization fund, is estimated for 1984-85 at $7.920 billion. This represents a reduction of 6.2 percent from the 1983-84 budget and 5.8 percent from the revised forecast for the current year.

      I point out that the current phase of the business cycle is the best time for government expenditure reductions. Temporary cyclical pressures on government are now easing. At the same time, private sector activity is picking up and will absorb resources released by the reduction of public spending. Because of the delayed impact on the economy of fiscal policy changes, expenditure reductions will now alleviate upward pressure on wages and prices later in the current economic expansion.

      The existing revenue base of the government is estimated to provide total revenue of $7.622 billion in 1984-85, 7.3 percent more than the revised forecast for 1983-84. Later I shall be announcing a limited number of revenue measures which will have the net effect of increasing total revenue by $97 million to $7.719 billion.

      After the allocation of $470 million of natural resource revenue for guaranteed debt retirement, a net amount of $7.249 billion will be available to finance non-operating expenditure. The deficit for 1984-85 is therefore estimated at $671 million, compared with the $1.307 billion currently estimated for 1983-84.

      Although I am pleased to be able to show this reduction in the deficit, I must 6ution all British Columbians against complacency. The most difficult steps have been taken. The direction has been reversed, but the road ahead will not be smooth. A deficit of $671 million still represents almost $650 per household in his province. The interest payments alone for 1984-85 are equal to the combined budgets of seven ministries. We shall carry on until the deficit is erased, until sufficient funds are provided to retire the debt incurred since 1982 and until the government is financially prepared to withstand future economic slowdowns. This objective will not be easily attained, but it is within our reach. Should we fail to achieve it, future British Columbians will pay a heavy price. Let me say again: the outstanding direct debt for government purposes is forecast to reach $1.9 billion at March 31, 1984, and $2.6 billion at March 31, 1985. We are determined not to leave this as a legacy for the future.

      The operating expenditure plan for 1984-85 reflects a reduction of 6.2 percent in provincial government spending. With the exception of the Ministry of Health, budgets for 1984-85 provide less than in the previous year's estimates. While the specific percentage reductions vary among ministries, the principles do not. Staff reductions are continuing on schedule, office space is being reduced, motor vehicle fleets are shrinking and many programs are being scaled back or eliminated. Privatization is being achieved where appropriate, ministries are becoming leaner and more efficient, all activities are under review and more productive ways of doing the necessary jobs are being found.

      An essential element in this budget, as in the two previous, is the compensation stabilization program. The revised guidelines and regulations proposed last summer were issued in final form in November, following discussions with those affected. It will be recalled by this House, Mr. Speaker, that the principles of ability to pay and productivity are now the primary determinants of compensation levels in the pubic sector. I emphasize that for the coming year, as for 1983-84 just ending, no compensation increases can be justified on the basis of ability to pay. This leaves increased productivity as the only way for employees to earn salary increases.

      The recent settlements negotiated with the British Columbia Government Employees Union and with the Ferry and Marine Workers' Union exemplify the application of the compensation stabilization program. In accordance with the government's ability to pay, no increase was provided to BCGEU members for the first year of the new agreement. Increases are payable in the second year, but the cost will be offset by efficiency improvements and staff reductions being undertaken by the government within the terms of the agreement. As a result, the government's direct salary bill will be reduced by 8 percent in 1984-85. Similarly, the British Columbia Ferry Corporation is now able to offset future wage increases negotiated with its employees through significant productivity measures, including revised work schedules provided for in the new collective agreement.

      In addition to seeking higher productivity within government, we have again been forced to re-evaluate services. I can tell the House that my colleagues and I derive no enjoyment from eliminating programs. Indeed, the primary objective of raising productivity is to prevent reductions in our most essential programs. Restraint would not be necessary if our resources were unlimited, but the reality of life in the 1980s is that financial resources are limited. Just as a family must make choices in spending its income, a government must decide among the almost infinite demands on the treasury, remembering always that public money comes from the hard-earned incomes of our citizens. In selecting the programs to be funded by the taxpayers, we shall always consider whether they represent services which British Columbians would wish to buy for themselves.

      In preparing the expenditure plan for 1984-85 the government was determined to scrutinize every spending proposal to ascertain whether it represented an appropriate use of public money. Ministries have been pushed very hard to improve their productivity, an essential step if we are to do more with less, Administrative support groups and regional offices will continue to be scaled down, as we reduce the overhead costs of program delivery. New initiatives are underway to increase the effectiveness of central management functions for personnel, motor vehicles and government records. Regulatory processes are being streamlined and automated, both to reduce direct costs and to ease the burden of compliance on the private sector. I recognize that these efficiency initiatives require extra effort from our public employees, and I am pleased to see that they are responding. Attitudes are an important ingredient in restraint, and I believe that government employees, from deputy ministers through to junior staff, have accepted restraint and are to be commended for their efforts to make it work.

      Another key element of the expenditure plan is the shifting of activities from the government to the private and nonprofit sectors. Some commentators have suggested that this process does not save money, but I can provide assurance that there are indeed savings. Functions performed by government ministries create both direct costs in the ministries and indirect, overhead costs elsewhere in government. In recognition of this, two major centrally provided services - employee benefits and telecommunications - will be charged back to ministries in 1984-85 to provide a better indication of the full costs of delivering each program. When these and other indirect costs are fully accounted, it becomes clear that savings can often be made by shifting activity to the private sector. So in these cases privatization should be and is being pursued.

      Specific privatization initiatives for 1984-85 include transfer of real estate, insurance and securities licensing functions to self-regulating industry bodies; transfer of travel agency regulation to the travel industry; transfer of laundry facilities from the Ministry of Health to private or non-profit operation; transfer of some forest management functions to private sector licensees; and turnover of most government operated child-care facilities to non-profit societies. In addition, a number of privatization initiatives started after the last budget will be completed in the coming year. Last July I called for privatization proposals to be brought to my attention by any interested parties. I've been most encouraged by the response, and I repeat that suggestion for this year.

      Significant budget savings for this year will be realized through a broad range of measures affecting major expenditure programs. By directing the funding for these programs more effectively, we shall be able to achieve our fiscal objectives while retaining the essential benefits of the programs.

      Several amendments will be made to the GAIN program to preserve benefits for those most in need. My colleague the Minister of Human Resources (Hon. Mrs. McCarthy) will shortly announce a series of revisions to the rates and eligibility criteria for basic income assistance. By limiting payments made to certain types of clients, the government will reduce the chances of creating a permanent group of unemployed persons and of attracting potential recipients from outside the province. At the same time, the core program of assistance to those most in need will be maintained.

      Under the Pharmacare program steps will be taken to restrain costs by limiting dispensing fees paid to pharmacists. In addition, the annual deductible amount under the universal component of the program will be raised from $125 to $175. No change will be made in benefits for seniors, long-term care residents or eligible GAIN recipients.

      My colleague the Minister of Health (Hon. Mr. Nielsen) is now addressing ways in which payments under the Medical Services Plan may be limited. If we are to preserve our health care system in B.C., we must control the growth of this program. The open-ended nature of the Medical Services Plan has allowed an escalation in the number of practitioners and their incomes beyond the ability of the taxpayers to pay. The fee schedule for physicians in British Columbia is the highest in Canada and last year was more than 25 percent above the national average. In the past five years payments from the plan have more than doubled, and they are now $296 per capita, again the highest in Canada. Discussions are taking place now to develop revisions to the Medical Services Plan which will give the medical profession a positive role in preserving the provision of high-quality medical care within limited resources.

      In the hospital programs area, funding will be increased to provide for cost and volume increases, but pressure is also going to be placed on hospitals to become more efficient in their service delivery.

      I repeat, Mr. Speaker, that despite these cost-saving measures, health care has been given a high priority in the expenditure plan, and it is the only major program area in which funding has been increased for 1984-85. At the same time, the federal government has limited its contribution to health care and is attempting to impose more conditions on the provinces. I'll have more to say about that later.

      Steps will be taken in the coming year by my colleague the Attorney General (Hon. Mr. Smith) to limit the expenditures of his ministry while protecting core services of the justice system.

      The Criminal Injury Compensation Act will be amended to limit the government's financial exposure. Provision will, of course, be made to ensure that persons now receiving payments awarded under this act will not be affected,

      Measures will be implemented to permit the Legal Services Society to set priorities for providing legal aid within a limited budget. Discussions with the society are underway, and a task force has been appointed to hold public hearings as well as to make recommendations.

      The provincial government contribution for training of municipal police and firefighters will be reduced. Municipalities will be consulted to determine how best to accommodate this reduction.

      Functions performed by sheriffs will be carefully reviewed to identify those which can be performed at less cost by others.

      Finally, I observe that no provision is made in the budget for the implementation of the federal Young Offenders Act. The federal government has been approached to seek a delay in the proclamation of this act, and a review of cost-sharing arrangements. It is British Columbia's objective to provide for the orderly and effective implementation of this new legislation.

      It has become evident throughout North America that more teachers and higher salaries do not in themselves raise educational standards. Accordingly, school funding reductions planned for the next three years are consistent with an increase in the pupil-teacher ratio to the level which prevailed in 1976. At the same time, my colleague the Minister of Education is taking important steps to improve the quality of education in our schools. In this connection, the $12.6 million saved in the school system during the teachers' strike last November will be applied to a variety of educational purposes in the coming fiscal year.

      Post-secondary educational institutions will also be required to reconsider their priorities. In the universities, costs can be reduced through increased efficiency and rationalization of programs, and early retirement incentives can be used to reduce faculties. I point out that while the universities were asked to budget for a 6 percent reduction in operating grants for 1984-85, after reviewing the actions needed to meet this target the government has scaled the reduction back to 5 percent. Just as the government is avoiding major tax increases, I would expect the universities to use the extra funds to restrain the increases in tuition that have been announced.

      For colleges, the government has decided to reduce operating grants by only 3.5 percent. These institutions are closely oriented toward preparing students for the job market and I expect that they will be able to absorb students affected by any limitation on university admissions.

      My colleague the Minister of Education will shortly provide details concerning a restructuring of student financial aid in British Columbia. Effective April 1, 1984, student aid will be provided primarily in the form of loans, rather than grants as in the past. This matches the federal government's approach to student financial assistance and will improve the balance between government and individual financing of post-secondary education. In 1982-83 students paid 12.5 percent of the costs of university education and 10 percent of college costs in British Columbia. Ontario universities, by comparison, cover 18 percent of their costs through tuition fees. It is often argued that education provides public benefits and should therefore be publicly financed, but there are also significant benefits to the individual in the form of employment opportunities and resultant higher income. Surely a public subsidy of over 80 percent is more than fair. Provision of loans to needy students will ensure access to all qualified persons, while requiring that the assistance is repaid from their future earnings.

      My colleagues the Minister of Education and the Minister of Universities, Science and Communications will announce shortly a new provincial government scholarship program, based on academic achievement, to be developed in consultation with interested groups. In addition, to assist young people in supporting themselves during their education, the Ministry of Labour will fund a student employment program and a new student venture capital program in 1984-85. The latter will give students an opportunity to create their own jobs using loans guaranteed by the government.

      Provincial assistance to municipalities is provided through the revenue sharing formula, under which the amount available for grants is based on revenue from major provincial taxes and resource charges. The amount for each fiscal year is determined primarily by the estimated revenue for that year, plus or minus an adjustment for the difference between estimated and actual revenue two years earlier. Because of the large revenue shortfall in 1982-83, there is a substantial negative adjustment in 1984-85. As a result, the total allocation to the revenue-sharing fund for municipalities will decline from $210 million in 1983-84 to $175 million in 1984-85. Fortunately the fund has an unspent balance, which arose during 1982-83 due to reduced municipal participation in conditional grant programs. As a result, the total available for distribution in 1984-85 will be $202 million, only marginally less than in 1983-84.

      Municipal officials have expressed concern about fluctuations in revenue-sharing because of the difficulties this presents for their own financial planning. From my own civic experience, I certainly understand and sympathize with these concerns. I point out, however, that these fluctuations reflect those in the revenue of the provincial government itself. When, as Minister of Municipal Affairs and Housing, I introduced the revenue-sharing program in 1977, 1 emphasized for the government that municipalities would share the same growth in revenue as the province. This meant sharing the bad as well as the good. Consistent with this principle, the recent recession has now affected municipalities as it has the provincial government.

      Nevertheless, because of the concerns expressed, I am prepared to consider the development of a stabilization mechanism for revenue- sharing. Clearly the municipalities of the province will benefit from the stabilizing effect of the fund balance that I mentioned earlier, and perhaps a more formal approach could yield even greater benefits. And so the Ministry of Finance will be reviewing this suggestion during the next few months, in consultation with the Ministry of Municipal Affairs and the Union of British Columbia Municipalities, with a view to developing specific proposals for 1985-86.

      Despite the overall reduction in government operating expenditure, provision has been made for a number of economic development and public investment initiatives. In comparison with the enormous expenditures on social programs, these allocations, Mr. Speaker, are very small. But the programs funded will provide important benefits to the people of the province through greater economic opportunity or environmental safety.

      The Ministry of Universities, Science and Communications has been allocated $4.7 million for the discovery enterprise program, primarily to assist in raising equity for high technology ventures in the province. In addition, a portion of this funding may be made available to establish chairs at our universities for experts in high technology. Establishment of a core of expertise can be an important inducement for the location here of technology-related enterprises.

      The accelerated dyking program started last year will be continued with an allocation of $8.8 million for 1984-85. This program will yield increasing benefits through flood protection in future years. In this connection I have also identified a requirement for a new system of insurance for flood damage. Obviously there are difficulties in providing private insurance, but the taxpayer cannot be expected to assume all of the risk on behalf of those in flood-prone areas. So I invite the insurance industry today to bring to the government innovative proposals for meeting this need.
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      The Ministry of Lands, Parks and Housing will make available a total of $25 million for loans to municipalities under section 286 of the Municipal Act. This financing, which is used for servicing new residential land, should create construction activity and at the same time help to stabilize land prices.

      Finance will also be provided for road construction and reforestation in connection with small enterprise projects sponsored by the Ministry of Forests.

      In speaking of economic development, I want to emphasize again today the importance to British Columbia of Expo 86, both for the direct activity it will create and for the favourable attention it will draw to our province. Planning and development are proceeding rapidly, and with the recently announced participation of the People's Republic of China, it is clear that British Columbia shall be hosting a major world-class exposition. During the construction and operation of Expo 86 over the next three years, an estimated 60, 000 person-years of employment will be generated for British Columbians. In addition, to ensure that Vancouver's transportation system is ready both to meet the demand for visitors as well as to be a showcase for the fair, work is proceeding rapidly on both the ALRT system and the Annacis Island bridge toward completion dates in early 1986.

      I want to comment briefly today on some administrative reforms being made in connection with capital borrowing. Under legislation passed last year, the government now has the option of borrowing funds and relending them to Crown corporations. Previously, all Crown corporations borrowed directly under provincial guarantee. With the new flexibility we now have, the government can obtain better terms by undertaking a larger borrowing for several corporations, rather than requiring each to borrow separately. Savings will also be made on the temporary borrowings required by regional hospital districts, school districts, universities and colleges in anticipation of their financing. Under newly developed procedures, the provincial government will now be able to guarantee these loans in order to reduce the interest rate charged by financial institutions.

      I spoke earlier today about the high priority this government has given to the provision of health care services. Of all the programs in government, health care has been treated most generously in this period of restraint because it is our most essential service.

      Many British Columbians are fully aware that the federal government has been making a political issue of health care services. Ottawa's approach to this matter has been, to put it in the most favourable light, mischievous. The Canada Health Act has been introduced into parliament in an attempt to portray the federal government as the saviour of Medicare and hospital care.

      In order to provide some perspective on this issue, may I briefly review the history of health care funding in Canada. In 1949 British Columbia became the second province to implement a scheme of universal hospital insurance coverage. The federal government began a cost-sharing program in 1958 under the Hospital Insurance and Diagnostic Services Act, which provided roughly 50 percent federal reimbursement for provincial costs under programs conforming to certain standards. In 1968 a similar program was started under the Medical Care Act, to provide federal cost-sharing for provincially operated Medicare programs. British Columbia and Saskatchewan were the first provinces to participate in this plan.

      The programs proved to be very popular with Canadians. Services expanded greatly and, not surprisingly, costs increased rapidly. Having used taxpayers' money to induce the provinces to spend more on medical and hospital programs, the federal government later decided that it could not afford to pay its share of the costs. In 1975 the federal government unilaterally placed a ceiling on the annual increases in its Medicare contributions and gave notice of its intention to withdraw from participation in hospital insurance funding. In taking these actions, the federal government blamed the provinces for spending too much on health care programs. The irony of this in today's context will be readily apparent to all hon. members.

      A year of difficult negotiations produced a new system for the provision of federal contributions for health care under EPF, the established programs financing arrangements. Beginning in 1977, federal payments to provincial governments were determined under a complex formula based on population, gross national product and the value of a specified portion of the personal and corporation income tax fields. Since contributions were no longer related to actual provincial expenditures, federal exposure to escalating costs was eliminated. In exchange, provincial governments were to receive a stable and predictable source of funding and were permitted greater flexibility to improve the efficiency and cost-effectiveness of their health care systems. The incentive to structure programs to maximize federal cost-sharing was replaced by a new incentive to control costs and maximize the value received for the taxpayers' money. B.C. and other provinces subsequently took steps to rationalize health care delivery systems to achieve these goals.

      Five years later, in 1982, when EPF came up for renegotiation, the federal government again decided that its contributions were too large. Ottawa unilaterally changed the EPF formula to reduce its transfer payments and to effectively shift part of its deficit to the provinces. To maintain health care services, therefore, provinces could either raise taxes or cut back other services.

      Incredibly, the federal government decided, at the same time that it was reducing funding. to start a campaign to force provincial governments in this nation to spend more on health care. Extravagant claims have been and continue to be made about so-called erosion of services. The campaign recently culminated with the introduction of the Canada Health Act, which would empower the federal government to withhold a portion of EPF contributions from provinces which impose or allow fees for health services or which fail to meet certain other standards.

      To further confuse the issues surrounding health funding, Ottawa claimed last fall that it was paying additional money to provinces for established programs financing. The fact of the matter is that federal payments were increased only due to revised estimates of the amounts already owing to the provinces under the existing formula. Part of the change is due to new estimates of gross national product, and the remainder is due to a decline in personal income tax revenues of the provinces. For the federal government to portray this as increased funding is at best misleading.

      While I can understand the political motivation behind the Canada Health Act initiative, I have to say that it is extremely irresponsible of the federal government in this country to limit its own financial commitment to health care and at the same time pressure the provinces to spend more. Our analysis shows that since the introduction of EPF in 1977-78, the federal share of health costs in British Columbia has declined from 43 percent to 39 percent. An increase of $364 million is required to raise the federal contribution to a more appropriate level of 50 percent.

      It's my belief that the current federal proposals will actually damage rather than secure the health care system in this country. Hospital co-insurance fees have been an integral part of British Columbia's health care funding for 30 years. Through these very minimal charges we obtain additional resources for hospitals, as well as give a necessary indication to the users that there is a real cost to hospital services. The fees are certainly not onerous and the government pays them on behalf of those in need. The result is that direct users of acute-care hospitals contribute only 3 percent of the total cost, while the general taxpayer contributes 97 percent.

      For its own reasons, the government of Canada seems to have concluded that even these minor charges represent erosion of health care, and has decided to penalize British Columbians to enforce this view. Beginning in 1984-85, established programs financing payments to British Columbia could be reduced by an amount equivalent to the collections from charges for acute care, emergency care and day surgery. Based on current fee levels, this penalty would represent a loss of $40 million per year to this province.

      British Columbians cannot afford this disruption to our health care financing system. Loss of this revenue, combined with the earlier reductions in federal funding, represent the real threat to health care in British Columbia. The ideal way to remove this threat would be for the federal government to drop its proposal and to raise its contributions for health care to an adequate level. Unfortunately the current federal administration has decided to manipulate Canada's health care system for its own political purposes, hoping - I think in vain - that Canadians will blame the provinces for the consequences. I note that both opposition parties in Parliament have taken positions in favour of higher federal contributions.

      To ensure the continued stability of health care services in Canada, we need cooperation; we do not need confrontation. Accordingly, I today call for a federal-provincial conference of finance and health ministers to address the real issues and to abandon the rhetoric.

      We believe that British Columbia's user charges neither impede access to health services nor place a burden on low-income groups. Our preference, frankly, would be to retain them. Nevertheless, to advance an agreement, and in a spirit of cooperation, British Columbia is prepared to replace all acute-care hospital user charges with a single charge based on family size, levied through the income tax system. The federal government would be expected to administer the charge under our existing tax collection agreement.

      At the same time, we would hope to obtain a resolution of the funding issue. The EPF arrangements are admittedly complex, and opinions may differ as to the correct interpretation of the numbers. It is, however, clear that the provinces -and I say "provinces"; all provinces in this country - bear the full exposure to rising costs. In British Columbia particularly we must provide an ever-increasing range and level of services to a growing and an aging population. The costs of these services have clearly increased more rapidly than federal contributions. That is the essential issue today.

      I sincerely hope that my suggestion for a conference will be accepted as an important step in protecting health services. A resolution of the user-charge question and an increase in federal funding are both necessary for future stability. I have written today to my federal counterpart - the federal Minister of Finance - to inform him of our proposals, and to request his cooperation.

      In the interim we must have an alternative source of revenue to compensate for that federal under funding. To make up part of the shortfall, I am announcing a new health care maintenance tax in the form of an 8 percent surcharge on provincial personal income tax. This tax will be phased in at 4 percent for the 1984 taxation year and will affect payroll deductions in July. It will raise an estimated $97 million in 1984-85 and $166 million in a full year. I repeat that this is a temporary measure which will remain in place while we await an appropriate increase in federal contributions.

      During this year my colleague the Minister of Health and I - the government, in fact - will be pressing for a new health care funding arrangement which will serve the needs of Canadians in all regions. If we can achieve a satisfactory resolution, the new tax I have announced can be reversed. I recognize there presently appears to be little prospect of agreement from the current federal administration, but attitudes and circumstances can change quickly in public affairs. Most importantly in this whole issue, we have logic on our side.

      The ultimate benefit of the government's restraint program will be a healthy and sustainable economic recovery. A smaller, leaner and more productive public sector will be more restrained in its demands on the taxpayer, leaving more room for a vibrant private sector. This government is firmly committed to limiting the tax burden on individuals and businesses as the financial position of the province improves. We also plan amendments to make the tax system fairer, more balanced and more efficient.

      This, however, is not the time for major tax changes, and I have very few measures to announce. I have already described the temporary personal income surtax to be levied in connection with health care funding. In addition, I am announcing the following tax changes:

      Effective March 1, 1984, the hotel room tax will be levied at a flat 7 percent rate. I have been persuaded that a single rate would be easier for the hospitality industry to administer than the existing split tax rate of 6 percent on accommodation priced at less than $50 per day and 8 percent on accommodation priced at $50 or more per day.

      Effective midnight tonight, an additional comprehensive list of safety equipment including infant car seats, portable fire extinguishers and emergency locator transmitters will be exempted from the social service or sales tax. I wish to encourage use of these items both for individual safety and, frankly, as a cost-saving measure to the taxpayer through accident prevention.

      The net effect of these two changes will be a reduction of $400, 000 in provincial revenue for 1984-85. Including the new health care maintenance surtax, the increase in provincial revenue will be $96.6 million in 1984-85.

      I want to comment briefly on property taxes for 1984. Significant changes to the property assessment and taxation system have been introduced in the past two years to stabilize tax burdens and simplify tax calculations. The essential elements of market value assessments and local flexibility have been retained. I believe that we now have a much better system than before and, indeed, one of the best systems anywhere in North America.

      In preparing this budget the government has recognized the impact of property taxes on individuals and businesses, and has avoided loading additional costs onto the local taxpayer. Accordingly, school budgets and grant levels have been set to ensure there will be no increase in non-residential school taxes for shareable costs. Any increase in residential school taxes will reflect only local discretionary spending increases. For most municipalities, budgets are expected to show no increase in 1984, and, with few exceptions, municipal property taxes will increase very little. There will be a slight rise in rural property taxes due to the increase from 12 to 13 mills for 1984, which I announced in this chamber last July. Nevertheless, property taxes remain below the cost of providing services in rural areas, and no change is proposed in the rural tax rate for 1985. In summary, I can say that property taxes for 1984 will, for the vast majority, increase only marginally, if at all, from 1983.

      Before leaving this subject I shall announce one minor property tax measure: The minimum property tax payable for 1985, after application of the basic homeowner grant, will be raised from $150 to $175. The $1 minimum for recipients of the additional homeowner grant for seniors and the handicapped is not changed.

      The main focus of revenue policy this year will be the analysis of our taxes on business. If we wish our economy to grow and develop in the future, providing employment and generating revenue for public services, we must ensure that we have a favourable environment. If we try to lower taxes for individuals by levying higher taxes on businesses, we will succeed only in making our industries uncompetitive and in discouraging new investment. The result of that will be lost jobs, lost income and lost opportunities. This would be the road to economic decline. Significant adjustments have been made in the last year to restrain charges on business. For 1984, property tax relief has been provided through a new $10, 000 actual value exemption for business and industrial properties and an increase in the exemption for machinery and equipment from $1, 500 of assessed value to $50, 000 of actual value. These exemptions have eliminated taxes on machinery and equipment for almost 15, 000 small business firms, and significantly reduced property taxes for many others. In addition, businesses have been assisted through the deferral of a scheduled increase in water rental charges and limitations on Workers' Compensation Board assessments.

      Despite these measures, concerns have been expressed to me, both in my recent consultations and previously, that British Columbia's taxation of business is somewhat higher than in competing jurisdictions. To ascertain whether this is the case I have commissioned a study of the tax burden on a variety of types of business in several jurisdictions. The analysis is complex and difficult because of certain differences in tax systems. Nonetheless, I expect to use the results of the study as the basis for a consultative process to be undertaken this summer. In conjunction with these discussions, the government will conduct a thorough review of the impact of taxation on economic development. Consideration will be given to innovative tax measures for stimulating new investment by large and small businesses. The government hopes to develop a series of policy proposals for implementation beginning next year.

      Mr. Speaker, this budget that I have presented today will strengthen the foundation for British Columbia's future. In the coming year this government will continue with the necessary task of reducing and rationalizing government in this province. This certainly does not mean that restraint will be over, because the highly competitive era now emerging will require us to remain vigilant in controlling our costs. But the first and the most difficult phase of our economic recovery program will be complete. The toughest decisions on government services will have been made, and the basis for a lean and efficient public sector will have been established.

      The next fiscal year will also mark the beginning of the second phase of the economic program, which will sustain British Columbia and her people through the recovery. During this phase we shall strengthen both government finances and the economy in the province to prepare ourselves for whatever the future may bring. No one would wish to see another recession such as that which we recently experienced, but if one comes we're going to be ready. The current period of recovery must be used as an opportunity to restore fiscal balance and give ourselves the capacity to absorb any future shocks. We must also bolster our economy by identifying and building on successful industries. The best way to ensure that we continue to enjoy one of the highest standards of living in the world is to develop a strong and a vibrant business sector which can compete with the best. As our goal we accept no less.

      The success achieved by this government since it received a new and a larger mandate just nine months ago is a fundamental element of today's budget. It is a success which the majority of British Columbians will acknowledge with satisfaction and from which they can take encouragement. To repeat, there are many circumstances, external as well as those within the province, which could interfere with our recovery, but it is appropriate today to pause for just a moment and to note the improvement that is already evident: less expensive government, surely unique on an international scale; limited and modest changes in taxation; a new and more realistic approach to employee relations in the public sector; emphasis on and maintenance of essential social services; a continued commitment to encouragement of individual initiative; and a mature recognition of our individual and collective responsibility for our future.

      The course chosen by British Columbians last year has not been easy. Difficult choices have been required and sacrifices have been made. Nevertheless, our citizens continue to support these policies because they recognize that sacrifices must be made to generate future benefits. Neither I nor anyone else, in this chamber or outside, can guarantee that the time ahead will be smooth, but I can provide assurance that it will be better. Our economy is recovering, jobs are being created, confidence is improving and British Columbians are quickly adapting themselves to a new economic environment.

      As we become accustomed to this change, we can find satisfaction in knowing that we have taken steps which others still have ahead of them. We have been the pioneers, and we can now watch others follow. Mr. Speaker, I believe that one day we shall look back on this time as a period of shared adversity in which we together forged a stronger future.

