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CAN SOVEREIGNTISTS REGROUP IN

TIME FOR THE REFERENDUM?

The election of a government in
Quebec committed to separation and
the creation of a new country in
North America has attracted little
attention from the United States.

The reason is simple enough. The
vast majority of Americans in busi­
ness, government, and the academic
community who follow events north
ofthe border don't believe that Que­
bec will actually separate. Even
among a smaller group of Canada
watchers who feel that Quebec "sov­
ereignty" is possible, most doubt
that it will bring about a fundamen­
tal break within Canada.

This perspective helps explain the
unruffled views of Wall Street bond
watchers. A J.P. Morgan credit re-

by Alain-G. Gagnon

Contrary to its first mandate leading
to the 1980 referendum, the Parti
quebecois that came to power Sep­
tember 12, 1994 has shed its social
movement orientation and taken the
form of a typical political party. In
doing so, it has lost the elan ofthe pre­
vious decade. However, this trans-

port issued last August observed that
political risk premiums associated
with the possibility of Quebec sepa­
ration "are overstated." The authors
of the report, John Paulsen and Jade
Aebi, wrote that "Quebec and Hy­
dro-Quebec paper trade at relatively
wide spreads given their ratings due
to this political uncertainty. We be­
lieve that actual separation is highly
unlikely and that, as the market real­
izes this, spreads are likely to tighten
substantially in the near-term."

This is why other Street analysts
(Peter Plaut at Salomon Brothers,
for example) see a widening ofQue­
bec debt spreads as a "buying op-

Continued, see "US Impressions"
on page 14.

formation has contributed to the Parti
quebecois's accrued respectability in
the international community.

The sense of security created by
the successive victories of the na­
tionalist forces during the last two

Continued, see "Can Sovereigntists
Regroup?" on page 15.
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"US Impressions,"
continuedfrom page 13.

portunity." Investors picked up three
percentage points over the rate of
US government paper from the Que­
bec government in June. But the key
~ere ~s th~ belief that the underlying
rIsk IS mmimal, that a worst case
scenario is unlikely and that values
will return in a reasonable period.

Bond watchers keep an eagle eye
on day-to-day spreads. Manufactur­
ers must take a longer view-for
those whose operations rest increas­
ingly on integrated, cross-border
sourcing, manufacturing and mar­
keting networks it is more difficult
still to get worked up ab~ut develop­
ments in Quebec. No one at corpo­
rate headquarters watches Canada'
Canadian operations are typicall;
run out of operating companies or
strategic business units. Canadian­
based operations report directly to
the heads ofline business units. For
many companies, doing business in
Canada, including Quebec - not­
withstanding border, customs, and
regulatory irritants - is not much
different from doing business in Ohio
or California. Companies have ra­
tionalized and restructured, the
economy is improving and new glo­
bal and continental systems are in
place. Few headquarters executives
in these companies see looming po­
litical risk in North America.

Almost all Americans who know
anything about Canada carry around
an optimistic paradigm. They have
lived through Canada's periods of
uncertainty before, they say. Cana­
dians are specialists in the politics of
accommodation and symbolic solu­
tions. Canada didn't come apart over
Meech or Charlottetown. The elec­
tion results support their views: the
PQ's popular support was less than
forecast and current polls show that
a majority of Quebeckers oppose
separation. Good old reliable Cana­
dians will work out their problems.
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SEPARATISM: REGRET AND

DISMAY

But what if Quebec does move
toward independence? How would
Americans respond? Americans
most certainly would view the sepa­
ration of Quebec and the break-up
of Canada with regret and dismay.
Washington and every major com­
pany that does business in Canada
will urge Canadians and Quebeckers
not to cross that line.

But you can bet that Washing­
ton's and the US business commu­
nity's baseline will be: "Whatever
satisfies you works for us." The US
response will depend heavily on how
Canadians and Quebeckers deal with
separation. No matter what the ar­
rangements, if equanimity prevails
and arrangements are put in place to
preserve free trade and monetary
stability in North America, Ameri­
cans will go along.

While Americans would regret
any sort of break-up, they would
also view with disfavour any efforts
by other parts of Canada to coerce
Quebec, if they feel a majority in
Quebec favours change. American
mythology is tougheron bullies than
on busting up countries.

It is by no means clear that Wash­
ington would oppose Quebec's en­
try into the FTA or NAFTA. Wash­
ington's primary objective would
be to maintain the integrity of North
American free trade. In any case, it
would be odd, indeed, for "the rest
of Canada" led by Ontario, which
opposes both the FTA and NAFTA,
to convince Washington to black­
ball Quebec, which has strongly
favored North American economic
integration. Any assumption thatthe
US would be drafted into efforts to
punish Quebec is probably unwise.

The issue is not that Washington
~ill or won't oppose Quebec's entry
mto NAFTA. The dangeris thatonce
the package is unwrapped again, pri­
vate interests will swarm over the

negotiations like piranhas on a fat
deer, picking out all the juicy bits.

THE REAL RISK

Separation won't catch Ameri­
ca's attention, but how separation is
managed will. Violence won't be
necessary to ring alarm bells; the
hint of disorder will suffice. Ran­
corous argument about the disposi­
tion of federal resources, bitter de­
bate about responsibility for the na­
tional debt, hot words about dis­
membering Quebec - if credible
threats and counter-threats would
send Americans scurrying like so­
ber citizens in a bar room brawl. If
shouting starts and pushing looks
likely, bond spreads will gap and
American firms will begin to look
for the nearest exit.

Some Canadians ask ifthe United
States would intervene ifit looked as
though Canada might come apart.
There is not the slightest possibility
of US intervention, nor is there the
slightest possibility that the United
States would absorb any part of
Canada. Neither of these outcomes
is plausible. What is plausible, how­
ever, is that ifthe situation in Canada
deteriorates sharply and serious
threats on one side to demand total
separation, and on the other to hob­
bleordismemberQuebec really seem
about to materialize, then capital and
human resources will tumble south
out ofCanada. The most severe dan­
ger Canada faces isn't disorder or
intervention by the United States,
but the flight ofeverything that isn't
nailed down. The United States
won't absorb Canada - there's no
chance ofthat. But it would be happy
enough to welcome Canadians and
their skills and capital.
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