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      Mr. Speaker, barely 10 months ago I stood in this House to deliver the first budget of our new government. Today it is my privilege and pleasure to present the second.

      In the last 10 months much has been done by this government to restore the balance to the British Columbia economy. We have brought government spending under control and provided a new level of accountability with the introduction of quarterly financial statements. At the same time, we are maintaining and improving government services.

      Our government has accomplished a substantial deceleration in the annual growth rate in provincial government spending in the 1976-77 budget. Despite this, tax increases were required during the last budget year. We did not relish imposing higher taxes and fees but, in our view, such action was a necessity to avoid the long-term burden of debt repayment.

      As a result of our efforts we are able to propose additional services to people in the budget being presented here today. At the same time we are able also to schedule the elimination of two taxes and a reduction in others.

      This past year has been one of restraint in public spending in British Columbia. We hope to end this fiscal year on March 31 with a modest surplus - and all signs point to that happening.

      Additional millions of dollars will be spent in the 1977-78 budget, but restraint will remain a byword and, again, a balanced budget is proposed.

      Much time and effort was expended by this government during the year to plan and realign spending priorities to give full value for each tax dollar received and spent. Two examples come readily to mind. The new British Columbia Buildings Corporation will, for the first time, charge all government ministries rent for premises each occupies. Similarly, with the announcement of our intention to establish the British Columbia Systems Corporation, all government ministries will be billed for computer time. Neither measure will provide additional tax dollars, but each will save some in focusing attention on public spending in the area of rents and computer use.

      Mr. Speaker, while we will continue to hold government spending within income, no doubt some theorists will continue to press for deficit financing in government, as they have in the past. This government does not subscribe to deficit financing to underwrite its current operations. We are at present paying interest on sizeable borrowings required to compensate for ambitious spending programs of the past, and further deficit financing would only add more debt cost to the expense of government. I suggest we cannot borrow our way to prosperity.

      The United States firm of Morgan Guaranty Trust reports that Canada was the largest borrower in international markets in 1976. Canada now has a greater external debt in relation to its gross national product than Britain - and you know of the economic problems now facing Britain. What is disturbing is the suggestion that an increasing portion of the borrowing is to refinance maturing external debt. This extension of debt increases the amount paid to lenders outside this country.

      Over a 20-year repayment period at 10 per cent interest payable semi-annually, the amount repaid is 2.3 times the original borrowing, and over a 40-year repayment period it is almost five times. It is obvious from this that borrowings, and particularly foreign borrowings, by government for current operations, by business or individuals have a high cash drain on the resources of the country. We believe a high level of Canadian dependence upon foreign capital is dangerous for future generations.

      The slow recovery of the economies of our trading partners has continued to be a major factor in the economic performance of this province during the past year, far more so than the tough budgetary measures needed to recoup our position and raise the money used to pay government bills: for income support programs, payments to hospitals and doctors caring for British Columbia residents, the support of local education and municipal governments, and for many other programs. The dollars spent for those services, of course, had their own impact on the economy of the province.

      We all know that British Columbia is dependent on world markets for both the sale of a major part of its production and as a source of much of its consumables. Under these circumstances the demand of other countries for our products, and our ability to supply those products at competitive prices, determines in great measure the strength of our economy.

      Mr. Speaker, I am sorry to say that it is apparent from figures I will soon quote that the province has lost ground in the fight to stay competitive. When this happens, industrial capacity is under-utilized, product costs rise, and unemployment increases.

      What this province's economy needs is stimulation so it can generate additional revenues to pay for the services which government provides. We can create this stimulus by bringing our costs into alignment with those of our competitors, or we can pause for them to catch up with us. We won't stimulate the economy by borrowing money to provide services today for which future generations will have to pay.

      Mr. Speaker, the days when governments of this province can increase spending by 25 per cent or more each year are over. Governments, like people, have to restrain spending and demands to bring down the inflation rate to manageable levels. For this government, the increase in spending in its first budget was 12.2 per cent over the previous year's budget, and the budget I present today proposes an increase of 5.9 per cent in expenditures for the coming year.

      Ten months ago I described this government's first budget as a "recovery budget." That budget was intended to bring government spending under control and to encourage confidence and activity within the provincial economy. We are managing the money better, as our financial results show. But, as your Finance minister, I am concerned at the lack of capital investment in this province which, in turn, would stimulate employment. The government is developing job programs where it can, but the real stimulus to employment must come from the private sector.

      We must move now to encourage capital to remain where it is in British Columbia, or to come to British Columbia. This budget is aimed, then, at continuing to manage tax dollars properly while further encouraging capital to stay as well as invest in the province and, in the process, provide employment for our people and additional revenue for our program.

      There is a growing debate on Canada's record on productivity and unit labour costs compared with the United States and other countries. The results are clear enough. Between 1970 and 1975 Canada's share of world exports dropped by one-third to 3.8 per cent in 1975 from 5.4 per cent in 1970. In the same period imports, as a percentage of spending on goods in Canada, rose to 32.9 per cent from 26.1 percent. The Vancouver housewife shopping in Bellingham for groceries is a symptom of a declining preference for Canadian products by foreigners and Canadians alike.

      Being competitive means being able to maintain or expand your market share. By this definition Canada has not been meeting the market test. For British Columbians this trend has more immediate consequences than for Canadians as a whole. Approximately 55 per cent of the annual provincial commodity output is marketed in other countries and possibly an equal proportion of provincial income originates from commodity sales and related activities in external markets.

      Within the forest industry the need to halt the cost escalation and let our competitors catch up with us is well documented by the Pearse royal commission report and other commentaries. Between 1961 and 1972 Canada's share of world exports in forest products dropped from 22.6 per cent to 19.3 per cent. At present, American imports are claiming 23 per cent of the Canadian market for soft-wood plywood. As late at 1971 the percentage was 1 per cent.

      We cannot go on in this manner and hope to maintain our standard of living. The dilemma of continuing inflation, industrial sluggishness and high unemployment can be resolved by coping with our declining competitiveness. Wages and profits should relate to productivity and not to union bargaining strength or monopoly power, If we become strongly competitive, our industries will produce to capacity, investment will occur and unemployment will be reduced. It is the only effective long-term solution to inflation, unemployment and underproduction.

      The performance of the economy this year depends heavily on the successful settlement of collective agreements in many provincial industries. This is bargaining year in British Columbia. Agreements covering approximately 65 per cent of the province's organized work force expire in 1977.

      New agreements must be negotiated in the wood products sector for about 58,000 employees; in the construction industry for another 45,000; in the public service of British Columbia for about 37,000 people; in transportation, including the British Columbia Railway, for 22,000 workers; in health services for another 21,000; and in -the food and beverage industry for about 16,000. Other areas of activity are also involved. If the contract issues in these industries are resolved without further work stoppage this will influence favourably our total economic performance, job creation and employment.

      This government cannot emphasize too strongly the importance of continuing restraint. Restraint must be practiced by everyone so that the wage increases won by our citizens are below nationally established guidelines. That is the only way we can combat inflation and become productive.

      Restraint and increased productivity depend on a shared effort by management, labour, capital and government. Management cannot expect to shift costs of doing business onto government. Various tax and subsidy schemes of government over the years have not yielded the desired results. Business must improve its cost control and resource management and practice reasonable pricing if it is to recover its competitive position in export markets.

      Labour must recognize that times have changed. Previously held conceptions of what the system could provide in material benefits have proven to be misconceptions. Working people, just like everyone else, must assume individual responsibility to help solve the economic problems that confront the province. They must come to expect less, demand less, and produce more. We must compete with people who are working hard in other countries or inflation, social unrest and unemployment will continue.

      Capital must play its part and receive a fair return. Unfortunately, in some areas capitals demanded more than other sectors of our society for the last several years and the high interest rates that have existed have done more than anything else to injure our economic performance. It is scandalous that our people cannot borrow money at interest rates they can afford in order to shelter themselves properly. There is a limit to what our citizens can pay for money, and our financial institutions must show some responsibility to the provincial and national effort by delivering capital at reasonable cost. This government has sought to have a say in appointments to the board of governors of the Bank of Canada. We do so with good reason. The preamble to the Bank of Canada Act states that the central bank is established to regulate credit and currency "in the best interests of the economic life of the nation." This government believes the policies of the bank at the present time encourage high money costs and are detrimental to Canada, and particularly to British Columbia.

      Mr. Speaker, professionals also have a role to play in this battle against inflation. Professionals are generally a hard-working group and are entitled, like everyone else, to higher incomes on the basis of productivity increases. This government must say now, however, that it will not tolerate unjustified increases in professional fee income.

      The role of government is to keep down the cost of the public service so big government does not result and intrude into people's lives. No hand at the table can expect to grasp more than its share, and this applies as much to government as to any of the productive sectors of the economy.

      The British Columbia government joined the national government's anti-inflation program in 1976 and proposes to remain in that program. A cabinet committee, of which I am chairman, is carefully monitoring all developments in the continuing battle against inflation. We consider that, while the rate of inflation has been reduced, it is still too high. Inflation has to be brought back to a manageable level so it will not destroy our productive effort.

      This government challenges every citizen to practice restraint on a voluntary basis until this crisis is over. Short-term personal interest will not be allowed to come ahead of the good of the province.

      Mr. Speaker, it is obvious that in a free society we cannot have controls forever. These controls are temporary, but necessary. They could easily become permanent, however, if we do not restrain our demands. We should all make restraint a habit so when controls are lifted we will know that moderation by all individuals and groups will keep our economy sound in the long run.

      Now turning to the British Columbia economy for 1976: British Columbia's economic performance in 1976 shows a marked improvement over 1975, with prospects for continued improvement in 1977. Inflation has moderated and external demand for the province's major exports has strengthened. The real growth in gross provincial product in 1976 was 5.1 per cent and this should, be exceeded in 1977. However labour-management disputes continued to retard economic progress.

      The consumer price index for Vancouver advanced 9.7 per cent in 1976, down from an 11. 1 per cent increase in 1975. Much of the improvement in price performance was related to a slower rate of food price increases. However, productivity improvements must be realized in non-food areas or it will be difficult to reach the Anti-Inflation Board target of 6 per cent inflation in 1977.

      Private and public investment in the province rose an estimated 10.8 per cent in 1976, to $6.4 billion. The most significant gain occurred in housing, where construction activity was maintained at a high level. Building permit values in 1976 were 10 per cent higher than in 1975, while housing starts were up 15 per cent.

      British Columbia manufacturing shipments climbed from $7.2 billion in 1975 to $8.6 billion, mainly because of increased shipments of forest products. The value of wood products shipped increased to $2.3 billion from $1.6 billion, while pulp and paper industry shipments were worth $1.7 billion, compared with $1.4 billion in 1975. Improved economic conditions in export markets, particularly the United States, accounted for these gains.

      The estimated value of mineral production in 1976 reached $1.49 billion - $122.1 million higher than in 1975. Copper was our most important mineral, accounting for 60 per cent of the value of all metals produced in British Columbia. Copper's average price advanced 13 per cent while volume rose 6 per cent. Silver, gold, zinc and iron concentrates declined in price. However, in the case of silver, increased volume resulted in a higher value of production. Lead and molybdenum showed price and volume increases in 1976.

      Coal and natural gas production declined in 1976 due, in the case of coal, to strikes. Crude oil production increased marginally. Exploration activity in 1976 increased in response to improved metal demand, a new income-based tax which replaced royalties and higher prices to natural gas producers. As evidence of this, the footage drilled for oil and gas wells in 1976 increased 120 per cent over 1975. Mr. Speaker, the number of wells completed increased over 230 per cent, and mineral exploration nearly tripled.

      British Columbia's fishing industry experienced more buoyant conditions in 1976, with the wholesale value of products rising to $250 million from $167 million in 1975. Improved salmon catches, higher prices and strong market demand were factors in this advance.

      The tourist and travel industry in 1976 experienced a slowdown with only a 3 per cent advance in estimated dollar value of expenditure. Poor weather, competition from the Olympics and the Bicentennial celebrations in the United States, plus higher prices in Canada, combined to retard growth in this sector. However - and please note this, Mr. Speaker - the 15 per cent increase in the province's revenue in 1976 from the hotel and motel room tax is in excess of the inflation rate.

      The 1976 recovery was not sufficient to absorb fully the growth in the provincial labour force, and the unemployment rate changed marginally from the 1975 level of 8.5 per cent in 1976. The labour force in 1976 grew by 32000 to 1,135, 000, while employment increased 2~, 000 to 1,038, 000.

      Now, Mr. Speaker, when the 1976 budget was presented in the Legislature last March, expenditures of $3.615 billion were forecast for the 1976-77 year. The budget was forecast to be in balance with revenues, after including amounts available in certain recaptured special-purpose funds.

      Present indications are that our first budget will achieve a break-even result, or perhaps show a small surplus. Mr. Speaker, both revenues and expenditures are now forecast to be about I per cent less than originally estimated.

      The government's objective of controlling expenditures and eliminating unnecessary spending has been responded to in encouraging fashion by the ministries. The operation of the British Columbia ferries within the provincial service for a longer period this fiscal year than earlier anticipated, and additional requirements for the Farm Income Assurance Program increased budgetary expenditures, but cost savings in a number of other ministries affect these increases.

      Mr. Speaker, when I introduced the 1976-77 budget, I expressed our commitment to a policy of balanced budgets. We expect the outcome of the first budget of this administration to show that to date we have fulfilled that commitment, despite a difficult year for the province.

      Economic prospects for British Columbia favour a modest increase in the pace of economic recovery during 1977. Gross provincial product is expected to increase 5 to 6 per cent in real terms. The comparative real gain for Canada's gross national product in 1977 is estimated to be 4 to 5 per cent.

      Improving economic conditions in the United States, Japan and most of western Europe are expected to foster increased exports of British Columbia resource products. Price rises in Middle East crude oil recently announced by the OPEC countries are not expected to have a serious impact in 1977, although world balance-of-payment problems and inflationary pressures will increase.

      Our forest products industry should show continued improvement, particularly in lumber exports to the United States, where housing starts are expected to rise from a level of 1.5 million units in 1976 to 1.6 million to 1.8 million in 1977. Although the pulp and paper market is expected to remain soft during the first half of 1977 because of excessive world inventories, improvement is expected in the second half of the year.

      Construction will make real gains in 1977 with increased business investment and the continued high level of housing construction.

      Recent reports indicate the tourist and travel industry expects 1977 to be a better year than 1976.

      Increased Japanese demand for British Columbia mineral production, particularly copper and coal, is forecast. Coal should have volume and value increases of more than 20 per cent in 1977. The value of petroleum products is likely to increase because of anticipated increases in prices.

      Other sectors with favourable prospects include retail trade and fishing. However, all of these predictions depend, as I said earlier, on the productive effort of all of our people.

      Now I'd like to turn to some comments on the importance of the negotiations that have recently transpired to federal-provincial relations. Several important meetings were held this past year between the provinces and between the federal and provincial governments on financial relations with the federal government. As I indicated in my budget address 10 months ago, these discussions covered the financial arrangements to replace those expiring March 31,1977, affecting such important issues as income tax sharing, the guarantee of provincial income taxes from the effect of federal income tax changes, the continued financing of post-secondary education and the national equalization program, as well as alternative financing arrangements for hospital and medical care. These discussions culminated in mid-December at a meeting of the Prime Minister of Canada and provincial Premiers.

      British Columbia argued throughout these discussions that the federal government should compensate the provinces fully for the effects federal income tax budgetary measures have had upon provincial income tax yields since 1971. Only at the conclusion of the First Ministers' meeting did British Columbia yield on this point, and then only to safeguard the national income tax collection system.

      A unique achievement was realized by the provinces through these discussions. At a meeting of provincial Premiers in August, 1976, in Edmonton, following a June meeting with the Prime Minister of Canada at which the original federal position on the new arrangements was presented, a decision was made to explore the possibility of developing a provincial consensus on the appropriate arrangements. This was achieved and is represented in a brief presented by the hon. Merv Leitch, Provincial Treasurer of Alberta, on behalf of all provincial Ministers of Finance and Treasurers, to the federal Minister of Finance at their meeting on December 6 and 7,1976. This brief is included as an appendix to my printed budget speech.

      In taking this approach, the provinces saw a means of developing a rational solution to a thorny issue, given the diverse concerns the individual 10 provinces have over the matters affected by the federal proposals. Through this process, many of the provincial differences on individual issues were modified, thus assisting in an earlier and better agreement than might otherwise have been possible.

      I should stress that the provincial consensus was not arrived at without accommodations being made by each of the provincial governments. But in the process, this resulted in the best proposal in the national interest, in view of the national significance of these government services.

      The discussions encompassed the Federal-Provincial Fiscal Arrangements Act that expires March 31,1977, and that provides for provincial revenue equalization, stabilization and tax revenue guarantee payments, tax collection agreement, and post-secondary education adjustment payments. Also included in the discussions were the federal shared-cost payment provisions under the Hospital Insurance and Diagnostic Services Act and Medical Care Act. While interested in all aspects of the discussions, British Columbia's principal concern was over the financing changes for hospital and medical care and post-secondary education, replacement of the revenue guarantee provision, and the revenue equalization payments.

      When the three shared-cost programs now considered to be established - hospital care, medical care and post-secondary education - were introduced by the federal government, a 50-50 sharing principle was embodied in the federal legislation. Post-secondary education was shared equally on the basis of actual expenditures of a province; hospital-care sharing was a composite of actual expenditures of a province and the average of all provinces' expenditures; and medical-care sharing was based on the average cost of all provinces' expenditures.

      However, in 1972 in the case of the post-secondary education cost-sharing program and in 1976 for the Medicare program, the federal government unilaterally imposed limits upon the annual increase in its total contributions to these programs, which cut their share of program .costs and increased the provinces' share. Provisions in the agreements entered into between the provinces and the federal government on hospital cost-sharing prevented capping of the federal contribution to this program. But the federal Minister of Health and Welfare gave notice on July 15,1975, of the federal government's intention to terminate the agreements on July 15,1980.

      The federal government's action in limiting its share of these very important social programs abrogates the government's initial 50-50 commitment to these programs. This federal financial commitment encouraged provincial participation in the arrangements for the sharing of costs of these major provincial programs. For some provinces, it meant new programs; but for all, it resulted in an expansion of services - in a number of cases beyond requirements.

      The increasing cost of these major programs is of concern to all provincial governments. However, the solution to the problem hardly lies in the federal government turning away from an equitable sharing of the increased costs which it encouraged.

      And now, Mr. Speaker, the following "package" agreement was reached to replace the existing federal contribution towards the financing of these shared-cost programs:

(1) On the basis of 1975-76 shared expenditures, the initial federal contribution will be approximately one-half in cash and the other half in additional taxing authority for the province.

(2) This additional taxing authority will amount to 121/2 points of personal income tax and one point of corporate income tax, and includes the present income tax abatement for post-secondary education of 4.357 points of personal income tax and one point of corporate income tax, which is no gain for the province.

(3) Since one tax point raises unequal dollar amounts in each province, the taxing authority is equalized on the basis of the national-average per-capita yield.

(4) Federal cash payments are to be escalated by a three-year moving average of the gross national expenditure.

(5) The federal contribution to each province will be brought up to the national-average-per-capita level over three years or down to the national average per capita over five years.

(6) Transition payments will be made to safeguard provinces against a cash loss during the changeover period.

(7) Termination of the hospital cost-sharing agreement will be effective April 1,1977, which was a condition of the federal offer.

      The federal government made a commitment to participate in financing lower-cost alternative health care facilities.

      Now, Mr. Speaker, throughout the period of federal-provincial fiscal arrangements, the provincial share of income taxes has been expressed as a factor of the federal income tax payable. The federal government carefully protected the provinces' income tax yield from the impact of any changes in federal income tax laws.

      In 1972, with the introduction of tax reform, British Columbia, along with other provinces, pressed the federal government on the inadequacy of the new standard personal income tax rate given the provinces of 30.5 points of the federal basic tax, which raises as much revenue for them as their 28 points would under the pre-tax reform law.

      To satisfy the provinces' concern, the revenue guarantee was included in the 1972 federal legislation with the understanding that, after a period during which the revenue performance of the new income tax law could be compared with that of the old income tax law, an adjustment in the respective tax rates could be made, if necessary. The inadequacy of the revenue yield of the 1972 tax law at 30.5 points of personal income tax is indicated by the growing amounts of revenue guarantee being received by British Columbia - from $2.3 million for the 1972 taxation year to an estimated $87.9 million for 1976, or a total, over the five-year period, of $223.5 million. Over the same period, the total of the corporation income tax revenue guarantee is an estimated $30.6 million.

      The major portion of this revenue guarantee results from federal tax law changes subsequent to '7 2, except for indexation of the personal income tax, which is not protected by the revenue guarantee. This is the first time in the history of federal-provincial fiscal arrangements that federal tax changes have affected the provincial tax base and thereby the revenue yield.

      Mr. Speaker, if there is any merit for a unified income tax collection system between the federal and provincial governments, the importance of this revenue source, which is over 36 per cent of total revenues for British Columbia, as a means of financing provincial government services, demands the provincial tax base be held safe from any federal budgetary action. Any further erosion of this revenue source may jeopardize the continuation of our collection agreement with Canada.

      In the provincial consensus the provinces sought an additional four points of personal income tax to restore the productivity of that field for the provinces. The offer from the federal government finally accepted by the provinces was for one point of personal income tax and the equivalent of one additional tax point as cash, escalated annually as under the established program's arrangements. While our revenue yield suffers in comparison with the current arrangements, the settlement is higher than the original federal offer which was for no compensation beyond the current arrangements.

      Upon my return from the December meeting of Ministers of Finance, I reported that had the federal government continued the revenue guarantee after 1976 as we expected them to, British Columbia would have had an estimated $68 million more in its fiscal year 1977-78 revenue budget for provincial spending programs.

      While British Columbia does not receive any payment under the revenue equalization provision of the Federal-Provincial Fiscal Arrangements Act, we are concerned about its concepts.

      The present formula compensates provinces for a revenue capacity deficiency related to a national average level of utilization of revenue sources. British Columbia has contended for over 10 years now that the general equalization formula should recognize the fact that the level of provincial taxation can be a factor of the cost of providing provincial government services. Our rapidly growing population in the post-war period, rugged terrain, high consumer and labour costs, and distance from central Canada are a few of the factors which affect the costs of providing government services in British Columbia relative to other regions of Canada.

      But more importantly, we believe the revenue equalization program of the federal government has not achieved the objective of reducing the income disparity between regions. The criticism we have of the revenue equalization program is that the payments flow as unconditional payments to governments. There are no strings attached that require the revenue be spent on raising the incomes of people in those regions.

      This system has spawned a multiplicity of programs and created a number of undesirable effects:

(1) Administrative costs have become extremely high in comparison with benefits paid. During 1974, the last year for which results are available, all levels of government in Canada spent a total of $23.3 billion on some of the most obvious income distribution schemes, such as federal old-age security, guaranteed income supplement, family allowance, unemployment insurance, Canada Pension programs and the comprehensive provincial GAIN program. This is equal to the total output of the three prairie provinces combined, or one and a half times the production of the entire British Columbia economy. However, the disturbing thing is that out of every $ 100 paid out in benefits, another $2 5 must be paid out in administration.

(2) The multitude of programs has made it impossible for governments to tell people what money is being redistributed and in what amounts. For example, the Unemployment Insurance Commission was originally set up to help people who became unemployed. However, unemployment insurance has become a mechanism for income redistribution.

(3) Various income redistribution schemes are not effective in meeting the income redistribution objective. A number of recent studies have shown that the extremely costly redistribution programs are not achieving equality among income groups.

(4) Existing income redistribution measures are largely self-defeating because they remove the incentive for recipients to climb above the welfare system.

      This government believes that existing welfare schemes of all government must be integrated into one guaranteed-income plan that will place the tax money of the country devoted to income support schemes in the hands of the people who need it and not in the hands of a growing bureaucracy.

      Mr. Speaker, a guaranteed-income plan is essentially a system which government employs to ensure that the income of any defined family unit does not fall below a certain minimum.

      The most generally regarded type of guaranteed annual income is the so-called "negative income tax." This is simply a government subsidy administered through the tax system to all families and individuals whose incomes are below the minimum level.

      A negative income tax would make the income redistribution system more efficient. It would provide people with adequate income to live decently, because we all know that under the hodge-podge of existing programs some individuals do very well while others do poorly. It would reduce administrative costs since existing schemes would be eliminated or drastically reduced. Benefits would be accounted for clearly so Canadians could see exactly where their tax dollars go. High-income Canadians who now receive such things as family allowances would not receive welfare payments any longer, so a negative income tax would be more effective at redistributing income.

      A guaranteed annual-income plan would be compatible with this government's commitment to a strong federal system and strong regional governments. Replacement of existing programs with something like the negative income tax would put our collective tax dollars into the regions where the people need them

      Now, Mr. Speaker, to our expenditure proposals for the coming year. In preparing the 1977-78 fiscal year budget care has been taken to ensure the government's limited financial resources will be used to maximum benefit. All ministries have reviewed their priorities and programs. The reorganization of government programs, the creation of the office of the auditor-general and the expansion of Treasury Board staff all reflect this government's concern that every budget dollar is effectively used.

      Mr. Speaker, the budget I am introducing today on behalf of the government calls for total expenditures of $3.83 billion in the fiscal year 1977-78. This is only a 5.9 per cent increase over the current year's budget. I might say that I am told that this is the lowest level of increase over a previous year since the year 1962-63.

      Within this limited increase we have redirected expenditures to allow for substantial increases in health care, education and employment programs. In my budget speech I present the table of expenditures for each department, comparative budget estimate for last year and the net budget for the upcoming year.

      As I said earlier, ministries for the first time are being charged rent for the government building space they occupy and for the operation and maintenance costs associated with that space. The charge for publicly owned space will be comparable to the charge for privately owned space. Similarly, government use of computer services is being established on a more businesslike basis with each ministry being charged according to use. Thus, for the first time, ministry estimates will reflect the total cost of delivering a program. These steps will improve cost control and use of resources.

      Expenditures for the ministries in 1977-1978 are increased a total of $33 million for the rental charge upon government-owned buildings. This appears for the first time in next year's budget.

      From the estimates of expenditure which will be tabled in the House this afternoon, members will note the ministries are presented to reflect the reorganized structures introduced by the government last fall, including the change in designation of departments to ministries. Also, ministries have been grouped in three categories: general government, resource-related and services to people.

      There is again this year a deduction from the amount voted for each ministry entitled "staff reduction salary savings." The total saving, which results from constraints on the hiring level of the permanently-established public service, amounts to $36 million.

      The appropriation for the operation of the Legislative Assembly, which covers the salaries and expenses of members, officers and staff, increases by $300,000 to $3.6 million. Appropriations for the offices of the opposition are increased $28,672, or by 12.3 per cent, next year.

      A budget of $119 million is submitted to cover the Ministry of Finance expenditures in 1977-1978. This appropriation includes sums for interest costs on the provincial debt, payment of natural gas producers federal income tax on deemed income, and salary contingencies and management benefits for public service employees. For the first time, funds are provided for Treasury Board staff, including staff transferred from the Public Service Commission and forming the Government Employee Relations Bureau.

      The comptroller-general has certified the 1975-1976 deficit under the British Columbia Deficit Repayment Act, 1975-1976 is $261,447, 790.
      Expenditures under the executive council are estimated at $714,000 in 1977-1978, which is up $77,000 over this year.

      The appropriation for the Ministry of the Provincial Secretary and Travel Industry is raised $10.7 million to $107.7 million, an increase of 11 per cent over 1976-1977.

      Postal branch expenditures will rise $1 million to $4.5 million because of general increases in postal rates announced by the federal government. For first-class mail, the increase will total 50 per cent between September, 1976 and March, 1977, and approximately 20 per cent for many other classes of mail. An amount of $100,000 is provided in the grants and special services and events vote for Captain Cook's bicentennial celebrations. The provincial and resource museums' vote is increased to $3.7 million to maintain existing programs. The travel industry branch will require $6 million in the coming year to promote tourism in the province.

      Government employee benefits require additional money next year: $1.8 million more for a total of $13.2 million for unemployment insurance and workers' compensation charges; and $4.9 million more, to a total of $58.4 million, for pensions and retirement benefits.

      The Ministry of the Attorney-General spending estimates for 1977-1978 total $147.1 million compared with $117.6 million in 1976-1977, an increase of $29.5 million.

      RCMP costs are up $2.6 million under the contract with the federal government. The steady increase in offences and complexity of cases has resulted in an increase of $7.2 million in the costs of courts, Crown counsel and corrections.

      A number of the regulatory activities long associated with the Attorney-General ministry have been transferred to the Ministry of Consumer and Corporate Affairs.

      The budget for the Ministry of Economic Development is increased 18.5 per cent to $7.1 million for 1977-1978 from $6 million in the previous year. Major emphasis from the increase will be expansion of export development activities to further stimulate the creation of new jobs and export sales income, the strengthening of the statistical data compilation capacity, and establishment of a tariff analysis unit to make recommendations on British Columbia's position for tariff reform. In addition, the ministry will continue to co-ordinate large-scale resource development in the province with a view to diversifying economic activity on both a sectoral and regional basis. A primary example of this is the planning and co-ordination involved in the development of British Columbia's northeast coal resources.

      The appropriation of $45.5 million for the Ministry of Environment in 1977-1978 allows the continuation of the many programs designed to ensure the preservation of our precious environment.

      The budget for the Ministry of Agriculture of $64.6 million in 1977-1978, a one-year increase of 9.8 per cent, shows the determination of the government to maintain a viable food and agriculture industry in this province. Expanded resource activity will be encouraged, with emphasis on the development and demonstration of range reseeding equipment. Priority will be given to increased development of biological controls for certain serious insect pests. Variety improvement work with fruits and vegetables will assist in adapting production to market demand. Continued support for promotion of British Columbia food products is also indicated. The ministry will participate with the federal government in a major farm development program for British Columbia Indian -farmers.

      The total appropriation for the Ministry of Energy, Transport and Communications is reduced 37 per cent to $64.3 million next year. Of the $37.4 million decrease, $29.2 million results from the establishment of the British Columbia Ferry Corporation, effective from January 1,1977. The province transferred ships and terminals to a value of $260 million to the corporation for a nominal sum and will own all its shares. The budget includes $25 million for the payment of the annual highway-equivalent subsidy to the Ferry Corporation. Apart from the provincial government subsidy, the corporation is expected to meet operating costs and capital costs of maintenance of the fleet and terminals from ferry revenues derived from the user of the ferries. Responsibility for the automobile insurance refund program has been transferred to the Insurance Corporation of British Columbia.

      The Ministry of Mines and Petroleum Resources is allocated $8.6 million next year. Increased support is given to the prospectors' assistance program, and control of coal mine development and operations is to be strengthened.

      Expenditures of the Ministry of Forests are increased to $104 million in 1977-1978 and include $2 million more to control serious major outbreaks of insects and $700,000 more for an intensified range-management program. The British Columbia Research Board has now been established as a coordinating agency within the ministry's research program to service the four agencies practicing forest research in the province - the federal and provincial governments, forest industry and universities. Greater emphasis is being placed on construction and upgrading of existing primary forest access roads for the present and future management of Crown forests and other resources and for public access.

      The appropriation for the Ministry of Highways and Public Works for 1977-1978 is $336 million, up $61.5 million from $274.5 million in 1976-1977. A greatly expanded construction program to upgrade and extend the province's highway system is planned as part of the government's overall job creation effort. The appropriation for highway construction, therefore, is increased by over $70 million to $179.9 million.

      Education continues to be a high priority of this government. The budget for the Ministry of Education for 1977-1978 is $947.7 million, which is up 10.9 per cent, from $854.3 million in 1976-1977.

      As in previous years, the largest single expense in the ministry's budget will be for the public schools system in the amount of $563.7 million. There is provision in this budget for $191.9 million for the universities, up from $172 million in 1976-77. Funding of community colleges is increased to $118.6 million, from $107 million in 1976-77.

      The largest single expenditure in next year's budget is for health care under the Ministry of Health. The province's comprehensive health-care program requires an estimated $981.2 million, an increase of $100.7 million or 11.4 per cent over 1976-77. This budget amount represents more than one-quarter of the total 1977-78 budget. Of the increase, $62.4 million relates to the increased cost of hospital programs, and $14.8 million to increased costs under the Medical Services Plan. The emergency health services appropriation is increased $3.1 million, to allow for the improvement in the air ambulance service, increased production of ambulances and expansion of the ambulance crew training program.

      Expenditures for the Ministry of Human Resources in 1977-78 are estimated at $569.8 million. Services for senior citizens and handicapped persons will cost $167 million, of which $108.9 million represents the GAIN program for seniors and handicapped persons. The adult-care program, that provides care in boarding and rest homes for the elderly in need, accounts for another $41.7 million.

      A total of $194 million is allocated to the income assistance program. This program provides income maintenance, special needs, educational upgrading, vocational training, and work incentives to persons in need. The full-year cost of benefits extended this fiscal year to qualifying persons, in the 55-to-59 age group and to single-parent families, is $34 million and $17 million more is provided for this in next year's budget.

      Family and children's service expenditures are estimated at $60.3 million in 1977-78. The Pharmacare program will now provide assistance in the purchase of prescription drugs for everyone in British Columbia, and $26 million is provided next year. Special programs for the retarded will cost an estimated $39.4 million in 1977-78.

      Mr. Speaker, expenditures under the Ministry of Human Resources for 1977-78 are one of the three largest allocations in the budget.

      Total expenditure for the Ministry of Municipal Affairs and Housing for 1977-78 is $223 million. Financial assistance to local governments and regional districts has been provided to the extent of $140.7 million for next year, an 11.7 per cent increase.

      Assistance to enable as many residents of the province to own their own homes, and also to ensure an adequate supply of affordable rental accommodation for all types of families, remains a commitment of this government. A total of $71.8 million is budgeted for these purposes in 1977-78.

      The provincial homeowner grant program is being expanded this year for homeowners 65 years and over. Legislation will be introduced, Mr. Speaker, increasing the maximum property tax grant for this group by $50 to $430. The additional money for this increase is also included in the budget for the Ministry of Education.

      The estimates of expenditure for the Ministry of Labour for 1977-78 total $35.5 million, an increase of 80.3 per cent over 1976-77. This substantial increase reflects the ministry's responsibility for development and administration of job-skills training and employment-opportunities programs for the government. The budget incorporates $15 million for job-creation programs, particularly youth seasonal employment activities.

      Estimates for 1977-78 are intended to allow the ministry to increase activity in the apprenticeship-training program areas and develop new initiatives for training in industry. Mr. Speaker, in the apprenticeship-training programs over 450,000 training days are provided in the ministry's estimates, as well as funds for training-on-the-job programs.

      The conduct of labour-management relations is a primary responsibility of this ministry, and the continued high level of funding for these programs next year represents this government's commitment to assist and improve the collective bargaining process. The services provided in this area are extensive - including mediation, arbitration and the activities of the British Columbia Labour Relations Board.

      Of considerable importance to the government are the ministry's programs and expenditures in the areas of employment standards, occupational environment and related inspectional activities and human rights. Funds are also provided to enable the ministry to continue with its functions of co-ordination of government programs for British Columbia's native Indian population.

      Establishment of the Ministry of Consumer and Corporate Affairs reflects a broader commitment of the government to the promotion of fair dealing in the marketplace and protection of the public as consumers, investors and borrowers.

      In addition to the former Department of Consumer Service and the corporate, financial and regulatory divisions from the Department of the Attorney-General, the new ministry is responsible to the Legislature for the rentalsman's office and the Rent Review Commission, as well as for the control and distribution of liquor in the province.

      The 1977-78 budget for this ministry is $8.6 million, compared with $7.4 million in 1976-77, an increase of 16.9 per cent.

      The Ministry of Recreation and Conservation has responsibility for the government's recreational activity programs and for conserving our archaeological and historic sites. In the latter capacity the ministry will be working with communities to recognize the heritage development potential of British Columbia. Expenditures of $54.9 million in 1977-78, compared with $44.5 million in 1976-77, show an increase of $10.4 million or 23.4 per cent. An $8 million appropriation for community recreational facility development is the major part of this increase.

      Now, Mr. Speaker, I'd like to turn to the financing of our Crown corporations. Fund requirements of the provincial Crown corporations and agencies for capital projects and working capital advances are supplied from provincial trust accounts, the Canada Pension Fund and market borrowings.

      In fiscal year 1976-77 to date, the province has provided $1.04 billion in investment funds to the Crown corporations. Of this amount, provincial trust funds have supplied $182 million, Canada Pension Fund $185 million, and market borrowings $675 million.

      I include a table demonstrating a list of the Crown corporations, the extent to which they borrow under provincial trust funds, Canada Pension Fund and market borrowings. During the fiscal year to date, the British Columbia Hydro and Power Authority obtained $675 million from two market borrowings. These two issues were made in the United States because of the availability of funds at significantly lower interest rates than could be obtained in Canada.

      In July, 1976, $500 million in U.S. funds was raised through the private placement of 20-year sinking fund bonds with an interest coupon of 9-5/8 per cent. In December, 1976, a public issue of $175 million was also made in the United States. These sinking fund bonds have a 25-year term and an interest coupon of 8-5/8 per cent. Both were sold at par. The Authority also borrowed $50 million from provincial trust funds.

      I have introduced legislation in the House to increase the borrowing power of the Authority from $3.5 billion to $4.15 billion. This increase is needed to allow the Authority to borrow funds up to this amount to meet its capital construction requirements.

      In this fiscal year to date the British Columbia Railway Company has received $140 million in investment funds - $105 million from provincial trust funds and $35 million from the Canada Pension Fund. During the year the $25 million balance outstanding of Series R and RR parity development bonds was retired.

      The British Columbia Regional Hospital Districts Financing Authority has provided $65.6 million during 1976-1977 to date to regional hospital districts for hospital construction. The British Columbia School Districts Capital Financing Authority has made available $99.8 million for school construction to school districts in the same period. The newly established British Columbia Buildings Corporation borrowed $12 million in October, 1976, to finance its government building program.

      For the balance of the current fiscal year the requirements of the Crown corporations are estimated to be $64 million.

      The Crown corporations are estimated to require $1.3 billion in investment funds in fiscal year 1977-1978. This amount includes $733 million for British Columbia Hydro, $203 million for British Columbia Railway, $108 million for hospital construction, and $120 million for school districts. Three Crown corporations which this administration formed will be borrowing for their capital requirements in 1977-1978: $80 million for British Columbia Buildings Corporation to meet the capital cost of government buildings; $15 million for British Columbia Ferry Corporation; and $30 million for British Columbia Educational Institutions Capital Financing Authority for construction at the universities and British Columbia Institute of Technology. Urban transit capital requirements are estimated at $11 million.

      Pension, trustee accounts, and sinking funds administered by the government and the Canada Pension Fund are estimated to yield approximately $700 million next year toward these requirements.

      Now, Mr. Speaker, I turn to the revenue measures for 1977-1978. As I indicated earlier, this government believes in financing the province's operating expenditures from ordinary revenue sources whenever possible. This philosophy places a fiscal responsibility upon the administration and ensures an early accountability of its actions. In periods of slower economic growth, as is being experienced around the world today, the growth in government revenues also slows. Under our financial philosophy this encourages government to make the most effective and efficient use of the revenue it does receive.

      The expenditure program I have just outlined for the next fiscal year requires an increase in revenues of $243 million over fiscal year 1976-1977 estimated ordinary revenues, or an increase of 6.8 per cent.

      In my earlier discussion of federal-provincial relations, I mentioned the measures which will replace the existing Federal-Provincial Fiscal Arrangements Act after March 3 1,1977.

      The principle of the new measures agreed to between the federal government and the provinces provides a reduction in the personal income-tax rates levied by the federal government. This reduction will be matched by a corresponding increase in the provincial income-tax rate to help the provinces meet the cost of certain shared-cost programs that will no longer be financed by transfers from the federal government.

      These changes only affect the allocation of personal income-tax revenues between the federal and provincial governments. The individual taxpayer will find the increase in provincial tax is equal to the decrease in the federal tax. The adjustment required to the British Columbia personal income-tax rate to yield the revenue to be given up by Ottawa has not been finally established. The exact financial arrangements are expected to be worked out when federal-provincial Finance ministers meet in Ottawa in early February. As soon as the rate can be confirmed, this government will proceed with the necessary amendments to provincial income-tax legislation to be effective from January 1,1977.

      Although the margin available for reducing taxes, Mr. Speaker, is small, the government proposes to make the following tax changes:

(1) The Succession Duty Act will not apply to new estates after midnight tonight. This change is made to encourage the retention and accumulation of capital by residents of British Columbia.

      Mr. Speaker, it would be inconsistent for any government to encourage investment in the province by individuals and private entrepreneurs and, at the same time, maintain taxation policies which discriminate against private investment. It would be hypocritical to wring our hands over the extent to which outsiders are buying existing family businesses or farms, when the government's actions have forced people into a situation where they must sell those businesses to pay succession duties. It is far better to allow investments built up within the province over a lifetime to remain without confiscation than to have the government force the unnecessary disposal of those assets.

      Through an equitable tax system applying to current income earned in the province, a reasonable contribution is obtained for the support of government services from private investments. It would be shortsighted to give up that permanent source of tax revenue for the sake of a temporary boost to government income. Further, we must foster economic growth if we are to provide work for those unemployed members of the labour force anxious to contribute to the province's productive output and for our young people as they enter the work force. A major part of the provincial budget is expended on the education of our young people and the only way we recapture some of that investment is by their gainful employment within the province.

      It would be illogical to complain of the unemployment rate among young people, educated at considerable expense to the province, if we did not take actions designed to encourage investment to give them permanent employment here. It would be foolish to speak of encouraging residents to invest their capital and build up their assets in British Columbia while the government was continuing to levy a tax which would increase the probability that those assets would be sold to outsiders.

      There are five other provinces in Canada where no succession duties are levied, including our neighbouring province of Alberta. If we are to attract people to reside and invest here, we must not place any unnecessary obstacles in their way. There are many alternatives open for those looking for investment opportunities. Recent statistics show an increase in the trend towards direct investment to other countries by Canadians. To reverse this trend we must provide an investment climate which is favourable to investment here.

      Let me dispel the illusion that the revenues raised through succession duties, or in any other manner, can be used by government to create permanent jobs in a way which is as effective as private investment. This government recognizes that continued investment by private business is much preferred to investment by governments. Governments frequently demonstrate their greatest inefficiency in attempting to create jobs in areas previously considered to be the responsibility of the private sector. Termination of the succession duty will reduce our revenues by an estimated $13 million in 1977-78 because of the time-lag which occurs in collecting the duty. Revenue from the imposition of succession duties in a full year averages about $15 million.

      Accordingly, I will recommend to the House that the Succession Duty Act be amended to effect this change.

(2) The Gift Tax Act will not apply to gifts made after midnight tonight. The main purpose of this Act was to prevent people from avoiding tax due under the Succession Duty Act. The yield from the tax in a full year is approximately $500,000. There will be a recommendation to the House that the Gift Tax be amended to effect this change,

(3) The social services tax regulations have been amended to reduce the amount of tax levied on a mobile home to be used for residential purposes. This change is effective at midnight tonight. The amendment will reduce the application of the tax to the value of materials used in the fabrication of a mobile home used for residential purposes, the same as for a conventional house. There will be a significant reduction in cost to purchasers of these homes, with the average saving estimated at over $500 per home. The consequent reduction in revenue to the province will be about $4 million in a full year.

(4) Regulations have been made changing the taxation of propane used for residential heating purposes from the Social Services Tax Act to the Fuel Oil Tax Act, effective midnight tonight. Propane is used primarily in areas of the province where householders do not have access to conventional fuels such as natural gas. In heat equivalents propane is less efficient and is generally priced higher than other fuels. A change from an ad value to a volumetric base for the taxation of propane will establish a more equitable taxation relationship with fuel oil.

      Changing the taxation of propane used for residential heating purposes to the Fuel Oil Tax Act will reduce the tax payable from 7 per cent on price to 0.5 cents per gallon. For the average residential propane user the annual amount of tax paid will drop from $40.32 to $6. A full-year revenue loss to the province is estimated to be $600,000.

(5) Lastly, an amendment will be recommended to the Corporation Capital Tax Act to allow mining exploration companies greater flexibility in writing off their exploration expenses and thus reducing their capital subject to tax. This change is to be effective January 1,1977.

      Mr. Speaker, I now include a table of revenues for the current year and the budget year - the next year coming up - including all provincial revenues.

      Mr. Speaker, in conclusion, it should be evident from this budget statement that we in British Columbia are still working our way out of the financial and economic difficulties that we inherited. An economic recovery would have been easy under the strong world economic conditions that marked the first part of this decade. Under today's conditions, the development we seek is going to take longer than anyone anticipated. However, we have taken the necessary steps to place this province and its people in a position to benefit from the economic up-turn as it develops. We have restored the affairs of this province to a sound financial footing and improved the management of the people's money.

      This budget reflects further this government's determination to govern for the welfare of all groups in our society, those who are able to contribute and those who are unable - the elderly, the sick, the underprivileged, the handicapped and the unemployable; to follow policies that will encourage economic activity; and to spend tax money judiciously, and not in larger amounts than are received.

      It is through such policies, this government believes, that we can move back to being a free, vigorous and productive society in which everyone can share the benefits.

      Mr. Speaker, we urge all sectors of the British Columbia community to restrain their demands.

This government is demonstrating its commitment to this objective by presenting a budget which calls for a restrained spending program.

      Such restraint is necessary if we are to regain our competitive trading position and strengthen investor confidence in doing business in British Columbia.

      Mr. Speaker, a short-term easing of everyone's growing expectations could bring greater benefits over a longer term. The challenge is there for us all. The degree of the response will determine just how much wealth can be realized for the advantage of all British Columbians.

      Mr. Speaker, I move that Mr. Speaker do now leave the chair for the House to go into Committee of Supply.

