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Editor’s notes

y dint of circumstance and birth,

Canadians live in one of the higher-income
nations in the world. Safe and nutritious food,
many home comforts, and attractive natural
surroundings are ours for the asking.

Part of our good fortune includes a high degree
of personal safety. Because our lives are so
well-protected, we rarely have to face the harsh
realities that people in less fortunate countries
deal with on a daily basis. Malaria and typhoid
fever and tuberculosis are virtually unheard of
in our world. However, far from being content
that we have escaped these and other devastat-
ing diseases, many of us turn our natural incli-
nation to worry to focus on risks that are,
frankly, comparatively very small. Pesticides,
dioxins, particulate matter in the air, hormones
in our meat—these risks and many, many more
cause us great concern.

Unfortunately, the concern about “unaccept-
able” risks frequently evolves into regulations
under which everyone must live. From car tires
to food products, from electrical equipment to
clothing, every product we make or use or buy
is regulated. The regulations are implemented
to protect us, to protect others, to protect the
environment, and to protect the unborn.

The problem with regulations is that they are
not costless. Of course, most of the time we
can’t see the cost of regulation because it is hid-
den in the purchase price of whatever it is we
are buying. But the cost is not just that included
in the ticket price.

More insidious, and much more difficult to
measure, are the costs of what is not being pro-
duced or bought or invented as a consequence
of regulation. We have not yet developed a
vocabulary with which to communicate about
these costs (the way we have with taxation and
our tax burden, say). So they continue on,
unabated. There is little accountability for these
costs, and politicians suffer no public conse-
quences for incurring them. Who has ever heard
of a politician voted from office because he or she
spent too much money “protecting” public safety?

This issue of Fraser Forum takes a look at the
risk and regulation debate. It attempts to begin
the much-needed discussion about the cost to
us all of unnecessary risk aversion.

—Kristin McCahon
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Fraser Forum I

by Chris Sarlo

n my undergraduate days, a friend had

a sociology professor who told his class
that the way to solve the poverty prob-
lem was to print more money and give
it to the poor. He reckoned, I would
imagine, that money was inexpensive to
produce and so this would be an almost
costless way to eliminate poverty. Such

genius is rare.

Muddled thinking about poverty and
poverty policy continues. In particular,
there are two proposals that have wide
currency within the social welfare com-
munity yet have long been rejected by
economists and government policy
makers as naive and counterproductive.
They are classic examples of policies
that are well-intended, but whose clearly
negative consequences are either
ignored or downplayed.

Proposal 1: Significantly
Increase the Minimum
Wage

The idea behind this proposal, presum-
ably, is that if the state were to force
firms to pay their lowest paid workers a
“decent” wage, poverty amongst work-
ing people could be wiped out.

However, a significantly higher mini-
mum wage will hurt the very people it
intends to help. This happens because
firms will tend to reduce employment of
any input, including labour, if the cost
of that input goes up. Evidence for this
“disemployment effect” is overwhelm-
ing and consistent across jurisdictions.!
Those workers who are least skilled,
least motivated, and most vulnerable
will be hardest hit.

For a long time, economists have argued
that it is far better for low-skilled work-
ers to be actively engaged in work at a
low wage than to be idle at a higher
wage. The fact is that few workers
remain at the minimum wage for very
long. The practice in the foodservice
industry, for example, is to progressively
increase workers’ wages as their produc-
tivity and experience improves. It would
be rare indeed for someone to be stuck
at a minimum wage for several years.

We also have to consider the potential
impact of a sharp hike in minimum
wages on the entire structure of earn-
ings. In every industry, there are typical
wage differentials between the different

Chris Sarlo teaches economics at
Nipissing University in North Bay, ON.
He is the author of Poverty in Canada,
published by The Fraser Institute.

job categories. These gaps reflect differ-
ent skill levels, responsibilities, risk, and
other demands. If the minimum wage is
increased, say, to the level of the next
job category, it is reasonable to expect
that there will be pressure to increase
those wages as well, and to maintain the
traditional wage differential between the
two. This will continue up the line until
the entire structure is affected. Failure to
do that runs the risk of significant
resentment, loss of morale, and ulti-
mately union action.

If the entire structure of wages is higher,
this will tend to slow down output, at
least in the short run, as firms adjust to
more expensive labour. As well, higher
wages will tend to reduce our interna-
tional competitiveness.

Proposal 2: Significantly
Increase Social
Assistance Benefits

This proposal suggests that our
last-resort social program does not cur-
rently provide sufficient income to
allow people to escape poverty. Thus,
only a sharp increase in benefits will
reduce the poverty of those on welfare.

There are several serious problems with
this line of reasoning. First, it is not at
all clear that people currently living on
social assistance are poor. It clearly
depends on how you define poverty. My
own preferred definition, focussing on a
“basic needs approach,” leads to the
conclusion that those on welfare are
generally able to cover the basics and are
not poor.

More important, I think, is the likely
impact of the proposal on the recipients
incentive to work. Human nature sug-
gests that if there is a program that pays
people just about as much as they could
earn by working, there will be a certain

>
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number who take up the offer. The
more generous is welfare, the more peo-
ple will be attracted into the program.
We need to keep in mind that currently
there are hundreds of thousands of
households in Canada that are not on
social assistance, but which have earn-
ings from work in the immediate vicin-
ity of (or below) the existing welfare
income. Any significant increase in ben-
efits will attract many more people to
those benefits and make it even harder
for existing recipients to refuse those
benefits and remain in the labour force.
This is by no means an insult to lower
income people. It would happen at any
income level. If you offer almost as
much money to remain idle as to work,
you will get takers.

The proposal is surely a well-intended
and compassionate one. But its
unplanned consequences include an
expansion in the number of social assis-
tance recipients together with benefit
levels that make welfare more attractive
and work less attractive. Furthermore,
the working poor will also strongly
resent such an increase. While welfare
recipients may live somewhat better in
the short term if their benefits are
increased, they may well be worse off in
the long term because they will be even
more firmly trapped in dependency,
and still have a low living standard.
Many recipients who would have
emerged from welfare and gone on to
live a middle class life with its attendant
comforts will not do so if the disincen-
tive to work presented by higher benefit
rates is strengthened.

Note

1Sarlo, Christopher (2000). The Minimum
Wage and Poverty: A Critical Evaluation.
Report for the Canadian Restaurant and
Foodservices Association (September).
Available on the Internet at
http://www.crfa.ca/.
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by Laura Jones &
Sylvia LeRoy

ur national parks are “in

peril.” This disturbing con-
clusion was first published by Parks Can-
ada in their State of the Parks 1997
Report. According to the report, all but
one of Canada’s then 38 national parks
were “ecologically impaired.” More
than 85 percent of the parks evaluated
suffered at least “significant” impair-
ment. Sixty percent of those parks were
in the two most serious categories:

“major” or “severe” impairment. Since

then, environmental groups including
the Canadian Parks and Wilderness Soci-
ety (CPAWS) and the Sierra Legal De-
fense Fund have been promoting the
idea that human activity is threatening
Canada’s parks (see, for example,
CPAWS, 2001) . The Canadian Nature
Federation even released its own alarm-
ing list of top 10 “endangered” parks.
The Globe and Mail considered this wor-
thy of a story on page Al headlined

Laura Jones (lauraj@fraserinstitute.ca) is
Director of Environment and Regulatory
Studies at The Fraser Institute. She
received her M.A. in Economics from
Simon Fraser University.

Sylvia LeRoy (sylvial@fraserinstitute.ca)
is a research analyst in The Fraser
Institute’s Calgary office. She is
co-author, with Barry Cooper, of the
Public Policy Source Off Limits: How
Radical Environmentalists are Shutting
Down Canada’s National Parks.

“Popular Parks Placed on Imperiled
List” (Mitchell, 1999).

Anyone who has recently visited our
postcard-perfect parks could be forgiven
for being confused. Those who have had
the opportunity to look across the deep
azure waters of Jasper’s Maligne Lake to
the splendor of snow-capped mountains,
or to go camping in its backcountry
would hardly guess that this park suffers
from “major impairment.” Few Canadi-
ans have had the opportunity to see for
themselves the quiet beauty of Ivvavik,
located in the northernmost Yukon

(155 visitors last year), or gaze out at the
icefloe in Aulavik National Park’s arctic
wilderness (Parks Canada’s website
warns visitors not willing or capable of
engaging in self-rescue to think twice
about going there). Despite their isola-
tion, both these northern parks are con-
sidered “significantly impaired.” Even
Ellesmere Island, a park in Nunavut that
covers 37,000 square kilometers of the
most remote, rugged land in North
America, is considered “impaired.”

How did Parks Canada come to the
conclusion that so many national parks
are in trouble?

The ratings are based on the results of a
subjective survey that Parks Canada
sent to study teams in each of 37
national parks. While subjective sur-
veys can sometimes yield useful infor-
mation, the Parks Canada survey was
so poorly designed that the results are
meaningless.



Environment

Table 1: “Stresses” Considered by Parks Canada

Stressor Examples Possible Impacts Number of
Parks
Threatened
by Stressor
Park infrastructure Warden’s cabins, roads used for day and overnight Habitat loss and species reduction 12
park visitors
Park management practices Lawn mowing, fire suppression, sanding a road, Habitat loss and species reduction 19
flood prevention
Transportation/utility corridors Powerlines, railways, pipelines Habitat loss, air quality reduction, water or soil 22
chemistry changes
Visitor/tourism facilities Campgrounds, hotels, fences, roads, etc. Habitat loss and species reduction 24
Forestry Access roads, use of machinery and harvesting trees Habitat loss and species reduction or species increas- 18
ing, water or soil chemistry changes
Mining Rock quarries, gravel pits, exploration, development,  Habitat loss water or soil chemistry changes 15
access roads
Agriculture Livestock grazing, cultivation of land, drainage, infill-  Habitat loss, water or soil chemistry changes, changes 17
ing of wetlands, deforestation to water levels, species reduction or loss
Dams Dams, weirs, dikes Water level changes, habitat change, water or soil 17
chemistry changes, species reduction or loss
Urbanization Housing, expansion of suburbs, tourism facilities in- ~ Habitat loss, species reduction, air quality deteriora- 22
cluding marinas, campgrounds, and hotels tion, water or soil chemistry changes
Climate change Drought, storms, changes in cloud cover or precipi- Species loss, habitat change and loss 7
tation, rising ocean levels, global warming
Poaching Killing animals illegally Species reduction or loss 6
Sport hunting Killing animals legally Species reduction or loss 11
Sport fishing Fishing legally for sport Species reduction or loss 19
Commercial fishing Species reduction or loss 9
Vehicle/wildlife collisions Species reduction or loss 6
Human disturbances Trampling vegetation, creating new or temporary Species reduction or loss, habitat loss, soil compac- 14
trails, collecting firewood, touching or harvesting tion or erosion
wildlife, noise, taking pictures or feeding wildlife
Exotic vegetation Vegetation that is not considered native Species reduction or loss, habitat loss, interbreeding 21
that will lead to genetic changes
Exotic mammals Mammals that are not considered native, introduced  Species reduction or loss, habitat loss, interbreeding 12
through human activity
Exotic birds Birds that are not considered native Species reduction or loss, habitat loss, interbreeding 12
Exotic fish Fish that are not considered native Species reduction or loss, habitat loss, interbreeding 8
Exotic invertebrates Invertebrates that are not considered native Species reduction or loss, habitat loss, interbreeding 6
Exotic microorganisms Microorganisms that are not considered native Species reduction or loss, habitat loss, interbreeding 3
Sewage Human waste, detergents, soaps, microorganisms, Soil or water quality, habitat loss, species reduction 14
chemicals or loss
Petrochemical pollution Boat discharges, oil spills, leaks during transportation  Species reduction, water or soil chemistry changes, 15
habitat loss, air quality deterioration
Pesticides DDT, chlorinated hydrocarbons Population reduction or increase, water or soil chem- 14
istry change, habitat loss
Heavy metal pollution Mercury, lead, cadmium, arsenic, selenium, batteries, ~Species reduction or loss, water or soil chemistry 2
treated wood change
Acidic precipitation Rain, snow, or fog Species reduction or loss, genetic impacts, habitat loss, 5
water and soil chemistry change, air quality change
Solid waste Dumps, landfills, industrial waste past and present, Water or soil chemistry changes, habitat loss, popula- 15
recycling depots tion increase, air quality changes
Ground level ozone Smog Air quality deterioration, species reduction, plant 2

and animal mortality

Source: Parks Canada (1998); Woodley and Sportza (1996).
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Each team was asked to consider a list of
29 “stressors” and to determine whether
they were causing “significant impair-
ment” to the park’s ecological integrity
(see table 1). To evaluate whether the
stressor caused significant impairment,
respondents were given a list of ques-
tions to consider. Three questions on
the list determine whether the stress is
significant.

First, the stressor must produce a defi-
nite ecological impact. While this
sounds reasonable, it assumes that the
relationship between the stressor and
the impact can be isolated. In every case,
however, the ecological impact that the
team observed could have been caused
by another stressor, or by nature itself.
Even if one could isolate a cause-and-
effect relationship between the stressor
and ecological impact, the list of possi-
ble ecological impacts is too broad to be
meaningful (see table 2). Population
increases and decreases, for instance, are
both considered ecological impacts.

Once an ecological impact has been
identified, two other tests determine
whether a stressor should be considered
an ecological threat. The trend in the
intensity of the stress must, in the opin-
ion of the study team, be increasing or

Table 2: Ecological Impact

® Genetic changes

® Population reduction

® Population increase

* Native species loss

* Community structure
°® Habitat loss

* Water or soil chemistry
* Physical environment

* Air quality

* Water levels or regime

* Other (please specify)

Source: Woodley and Sportza, p. 32.

Environment

stable. But for most stressors, there are
no data with which to evaluate a trend.
Even where there are data, this standard
is nonsensical: why would a stressor that
was stable, or even increasing, always be
considered a threat? By this reasoning,
existing “parks infrastructure” such as
wardens’ cabins and roads will be con-
sidered a threat unless parks managers
are removing it.

The final criterion is that the scale of the
impact of the stressor must be

greater than one square kilome-

ter. Of course, this is impossible

to determine for many of the

stressors since a cause-and-effect
relationship between stressor and
ecological impact has not been
established.

To further confuse things, the list

of “stressors” is just too sweeping

to be relevant. Mining, forestry,
agriculture, and sport hunting are

on the list of stressors, but none of
these activities are allowed in our
national parks. Nonetheless, they were
counted because survey respondents
were instructed to define the ecosystem
in which their park was located, and
told specifically not to limit their think-
ing to the park boundary. In other
words, any of the listed stressors could
be considered a threat to the park if they
occurred anywhere in the same ecosys-
tem. By this loose criterion, Nunavut’s
Auyuittuq National Park is counted as
being threatened by the impacts of
urbanization and utility corridors,
although neither occurs within the park
itself. In fact, the only way to travel to
the park is by dogsled, boat, or skidoo
(few, if any, roads connect Nunavut’s
few scattered communities). The closest
“urban center” is Nunavut’s capital city,
Iqaluit, which is a good one hour’s flight
away. Because what should constitute
an ecosystem is never defined, each

team was left to envisage a study area as
small or large as they thought appropri-
ate. Thus, while Banff National Park is
generally considered to be located
within an ecosystem seven times bigger
than the park itself, the bounds of the
ecosystem will vary depending on
whom you ask. As geographer Allan
Fitzsimmons, former advisor to the US
Department of Interior and Engery put
it, ecosystems are “geographic free-for-
alls” (Fitzsimmons, p. 3).

. fOT most stressors,

there are no data
with which to
evaluate a trend.

On the basis of the ratings for the indi-
vidual stressors, each park was given an
overall rating by the team and assigned
to the following categories: “no impair-
ment,” “minor impairment,” “signifi-
cant impairment,” “major impairment”
and “severe impairment.”

These ratings are arbitrary. There is no
consistent relationship between the
number of stressors in each park and its
overall rating. Jasper National Park in
Alberta, for example, is rated as suffer-
ing from “major impairment” with 18
significant stressors, while Bruce Penin-
sula Park in Ontario receives the same
rating with only three significant stress-
ors. Ivvavik in Yukon has the same
number of stressors as Bruce Peninsula,
but is rated as suffering from “signifi-
cant impairment.” The rationale for

these conclusions is unclear.

continued on page 8



Fraser Forum I

by Willie Soon &
Sallie Baliunas

n November 12, Dr. Stewart

Cohen, a researcher with Envi-
ronment Canada, warned: “Computer
modeling shows a trend to warmer, wet-
ter weather [in British Columbia] over
the next 20 to 40 years.” The Province
newspaper reported Cohen’s results on
the front page under the headline,

“Weather Warning: BC will get wetter,

stormier.” If that isn’t enough to pique
your interest, the front-page warning
continues: “Summer droughts, winter
rainstorms, rising sea levels, more flood-
ing, landslides and forest fires. That’s
what’s ahead over the next 20 to 40 years
as the world’s climate changes, and BC’s
temperate weather turns extreme, an En-
vironment Canada scientist warns.”

How accurate are these computer-model
based predictions? Are they really mean-

Willie Soon is a physicist at the
Harvard-Smithsonian Center for
Astrophysics in Cambridge
Massachusetts. He has served as an
astronomer at Mount Wilson Observatory
since 1992 and is a senior scientist at the
George C. Marshall Institute.

Sallie Baliunas is an astrophysicist at the
Harvard-Smithsonian Center for
Astrophysics in Cambridge, Massachusetts.
She is also the deputy director of Mount
Wilson Observatory, senior scientist at the
George C. Marshall Institute and Visiting
Professor at Brigham Young University.

ingful and therefore reliable? Finding
global climatic signatures from human
activity is a monumental task. This is
because heat energy added to the earth’s
atmosphere by carbon dioxide is very
small compared to other, natural forms
of energy, like the heat carried by the
world’s oceans and atmosphere as well
as water vapor and clouds. Generating a
computer mock-up of the climate sys-
tem is a particularly monumental task
given that much is still unknown about
how these and many other forms of
energy interact to affect climate.

According to the computer models,
Canada should already be experiencing
an increase in extreme high summer
temperatures. But researchers from the
Meteorological Service of Canada have
proved the forecast wrong. “There is no
indication of any consistent changes to
the magnitude of extreme high daily
maximum temperature during summer
... [the] projection of increases in days
with extreme high summer temperature
has, at present, not been observed in
Canada” (Bonsal, et al., pp. 1959-76).

What about extreme precipitation? Here,
the same group of Canadian researchers
said that “For the country [Canada] as a
whole, there appear to be no identifiable
trends in extreme precipitation (either
frequency or intensity) during the last
century. The observed increase in pre-
cipitation totals in the twentieth century
was mainly due to increases in the num-

ber of small to moderate events” (Zhang
etal, pp. 1923-36).

Researchers from the Meteorological
Service of Canada, using the latest
Canadian precipitation records, also
determined that in “the last 50 years,
heavy snowfalls in northern Canada
have been increasing with marked
decadal variation” (Zhang et al.) In
other words, the observed pattern of
change disagrees with the alarming fore-
cast from most models that more snow
will be melting, especially in areas of
land-locked ice at high northern lati-
tude areas of Canada.

But the strongest evidence against the
claim of a marked global warming
brought about by industrial activity pre-
dicted by the models is the temperature
record of the lower troposphere (roughly
2 to 5 kilometre altitude), observed pre-
cisely by satellites and independently
validated by balloon-borne instruments
over the last 22 years. That layer of air
failed to show any significant warming
relative to the surface of the earth. This
observed fact contradicts the prediction
of all global climate models that the
lower troposphere would warm faster
and more strongly than the air near the
surface of the earth as the concentration
of carbon dioxide in the atmosphere
rose over the last two decades.

Carbon dioxide, when released into the
air, has a tendency to get mix quickly
and so is distributed evenly throughout
the whole column of the atmosphere.
The air near the surface is dense and
moist, so the addition of more carbon
dioxide will introduce only very little
imbalance of heat energy there. In con-
trast, according to the greenhouse effect
theory, adding more carbon dioxide to
the thinner and drier air of the tropo-
sphere will cause a chain of noticeable
effects. First, the presence of more car-
bon dioxide in this uppermost part of
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the atmosphere will cause more infrared
radiation energy to escape into space
because there are more carbon dioxide
molecules to channel this infrared energy
upward and outward unhindered. Part of
that infrared radiation is also being emit-
ted downward to the lower troposphere
and the surface where it is reabsorbed by
carbon dioxide and the thicker air there.
The layer of air at the lower troposphere,
being in more direct contact to this
down-welling radiation, is expected to
heat more than air near the surface. Thus,
adding more carbon dioxide to the atmo-
sphere should cause more warming of the
air around the height of two to five kilo-
metres. In other words, the clearest
impact of the greenhouse effect should
manifest itself in the lower troposphere
rather than near the earth’s surface.

The best data show no clear signal of the
forecast global warming caused by indus-
trial activity. The computer forecasts are
exaggerating current temperature trends,
so likely are exaggerating future warming.
Since the computer forecasts are not yet
reliable, British Columbians should put
away their flood gear. As for the politi-
cians? They should think twice before
using these models as the basis for policy
decisions. This is clear when you consider
that the greenhouse effects, discussed
above, are supposed to be one of the best
known elements in the climate models
that form the basis of the warnings like
those on the front page of The Province
newspaper.
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Parks in Peril?
continued from page 6

If Parks Canada is interested in a meaningful assessment of environmental quality
in our national parks, we have a suggestion: base the assessment on objective data.
While actually measuring air quality in a park is a reliable indicator, asking a panel
their opinion about whether urbanization hundreds of kilometers away is affecting
air quality is not. The main environmental indicators that Parks Canada are con-
cerned about—habitat loss, species reduction, water quality, soil condition, and air
quality—are all directly measurable.

Incredibly, the Parks Canada ratings continue to be reported as though they consti-
tute scientific proof that Canada’s national parks are suffering severe environmental
degradation (Parks Canada Agency, 2000). What is even more alarming is that the
conclusions are being used to justify such radical measures as exterminating non-
native species, tearing out roads and trails, and bulldozing visitor accommodations,
each of which has its own negative environmental effect (LeRoy and Cooper, 2000).

The rationale for these bizarre policies is clear: eliminating the stressor will elimi-
nate the threat and improve the ecological integrity rating of the park. Since Parks
Canada managers are held accountable for these ratings, they have a strong incen-
tive to reduce or eliminate any and all so-called stressors (Parks Canada, 2001).
Whether or not this actually improves the environmental condition of the park is
irrelevant. In fact, given that Parks Canada has offered no real proof that the parks
are actually suffering from environmental degradation related to human activity,
the only problem appears to be the one the federal agency has created by publishing
results based almost purely on speculation.
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by Laura Jones

uring their 2001 election cam-

paign, British Columbia’s Lib-
eral Party made an interesting promise:
to reduce the regulatory burden in Brit-
ish Columbia by one-third within three
years. Many governments talk about re-
ducing regulation but what makes the
Liberal’s promise so remarkable is that
they have given such a concrete target.
The target implies a commitment to ac-
tually measure the regulatory bur-
den—no easy task. But last month they
made good on that commitment by an-
nouncing a tally of 404,000 provin-
cially-imposed regulatory requirements.

The government reviewed a total of
3,654 pieces of legislation, regulations,
and related policies which they define as
any “compulsion, obligation, demand
or prohibition placed on an individual,
entity or activity.” This is a good way to
count the volume of regulation. Previ-
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ous studies have counted the number of
regulations but that is misleading since
any one regulation can have hundreds
of requirements associated with it. For
instance, the Workers’ Compensation
Act, regulations, and related policies
have 35,308 regulatory requirements
associated with them. The Forest Practices
Code, widely regarded as a regulatory
nightmare, involves 10,616 regulatory
requirements. Even the Liquor Control
and Licensing Act has an astonishing
5,931 regulatory requirements.

The regulatory count is also available by
ministry. The Ministry of Community,
Aboriginal and Women’s Services, for
example, oversees 78,000 regulatory
requirements while the Ministry of
Finance oversees 68,000 such require-
ments, and the Ministry of Skills Devel-
opment and Labour oversees close to
46,000 requirements.

Finding more accurate ways to measure
the regulatory burden is critical. Exces-
sive regulation affects the economy in
much the same way too much taxation
does: it dampens innovation and slows
productivity growth. In other words,
too much regulation lowers our stan-

dard of living. But regulation is, in
effect, a hidden tax because most of the
costs of it do not appear in government
budgets but are passed on to businesses
and consumers who must comply with
the rules. The few attempts that have
been made to measure these costs sug-
gest they are not trivial. One study sug-
gests that for every dollar spent by the
public sector administering regulations,
the private sector spends between $17
and $20 on compliance (Weidenbaum
and DeFina, 1976). According to this
formula, Canadians spend roughly $103
billion a year, or roughly $13,700 per
family of four complying with regula-
tion. This is only slightly less than an
average family would pay in income
taxes (Jones and Graf, 2001).

Because most of the cost of regulation is
passed on to businesses and consumers,
many governments find regulating
attractive. Former BC premier Glen
Clark explained his government’s pen-
chant for regulation to a reporter for the
Vancouver Sun earlier in 2001: “We
were an old-fashioned activist govern-
ment, with no more money. So you’re
naturally driven to look at ways you can
be an activist without costing anything.
And that leads to regulation.”

Clark’s confession illustrates what is
particularly perplexing about regula-
tion: it escapes the regular scrutiny that
taxing and spending decisions receive
from political opponents and media
pundits. When governments annually
table their budgets, there is no corre-
sponding tabling of a regulatory plan,
complete with cost estimates, for the
year. Incredibly, no government in Can-
ada has ever provided an annual estimate
of the cost of their regulatory activity.
Imagine how much waste there would
be if governments did not have to
account for how they spent our tax dollars.

continued on page 15
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by Mark Neal &
Jim Finlay

hat a year of freedom 1989

was! The dancing on the
Berlin Wall symbolized the triumph of
economic and personal freedom over
state tyranny, and for a moment there
was consensus—even in the media—
about the moral and intellectual bank-
ruptcy of socialism. At the level of domes-
tic politics, the Left was in disarray; the
ideas of free trade, free markets and free
individuals had prevailed. What is more,
these ideas were founded on an intellec-
tually coherent and compelling body of
philosophical, moral and economic anal-
ysis from J.S. Mill to F.A. Hayek, from
E.F. Schumacher to J. M. Buchanan. For
a moment it seemed that the struggle of
free-market intellectuals and visionary
leaders had lead us from an age of moral
and economic decline to a new age of
economic and social liberty.

Such triumphalism now seems terribly
naive. Big government has remained
big, and is getting bigger. We do indeed
live in a time of economic consensus,
but it is not that of the free market, but
that of the “Third Way.” The free mar-
ket itself is under attack from all sides:
free trade is perceived to engender pov-
erty; free markets are judged to favour
the rich; and the question on every
policymaker’s lips is “how can we regu-
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late or harness the market to further
social progress and diminish environ-
mental harm?” At the individual level,
civil liberties, far from being extended,
have been thoroughly undermined.
Anybody who doubts this need only
light up an after-dinner cigarette in a
New York or Vancouver restaurant.

The big surprise, however, has been in
the field of business. The agendas of
freeing-up business, of setting managers
“free to manage,” of deregulation, have
disintegrated. Instead we have seen the
renewed and wholesale regulation of
companies and their products and pro-
cesses. Far from being “freed up,” busi-
nesses nowadays are accountable to a
proliferating web of government depart-
ments, NGOs, and watchdogs that are
concerned with regulating their products,
processes and markets, and that will
penalize any business that falls short of
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the regulations. Managers, far from being
set free to manage, now find themselves
swamped with the imperatives of their
new masters. In every sphere of working
life, from university teaching to motor
car production, people are required to
spend increasing amounts of time and
money implementing the new rules.
The brief promise of an age of free mar-
kets, thus quickly gave way to the cur-
rent Age of the Regulator.

Some free-marketers are confused by
how this happened. How had they inad-
vertently snatched defeat from the jaws
of victory? How had the defeated armies
of intervention reorganized and won the
day so decisively?

The answer to this question can be cap-
tured in two words: risk and bureau-
cracy. The two are related: the attempt
to regulate risk out of economic, social
and environmental life has resulted in
the wholesale bureaucratization of west-
ern societies in little over a decade.

Perhaps the most appropriate commen-
tator on the current Age of the Regula-
tor is not a writer on risk, and not even
a man of our times. The writer in ques-
tion is the brilliant German sociologist
Max Weber (1864-1920) who saw
bureaucracy as the most dangerous and
persistent threat to economic and indi-
vidual liberty. According to Weber, the
bureaucratization of society was driven
by a simple belief, that bureaucracy was
the most “rational and efficient” way of
organizing: tasks were rationally
designed in terms of their aims and
objectives; and people were given
clearly-defined rules and regulations
about how to act and when. The lure of
this approach was that individual and
group behaviour was regulated so that it
was task-oriented, and—through the
division of labour—each task had a
clearly-defined, and measurable, outcome
and contribution to the greater whole.
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Weber fully appreciated the lure of
bureaucracy but saw a problem with
organizing in this way: by laying down
clearly defined rules, regulations, and
modes of acting, it killed off spontane-
ity, depressed liberty, and dehumanized
those caught in its system. Moreover, it
encouraged in people a pragmatic, utili-
tarian approach to their activities,
ensuring that they became more con-
cerned with the minutiae of meeting
bureaucratic targets and procedures
than the big picture of organizational
performance as a whole.

More dangerous still was the tendency
of bureaucracy to expand and prolifer-
ate. Weber claimed that because of its
appeal to “rationality,” to “clarity,” to
“efficiency,” and because it gave the reg-
ulators enhanced control and status, it
would spread through most institutions.
Ironically, then, the search for rational
and measurable solutions to economic
and social problems lead people inexo-
rably to imprison themselves in what
Weber termed the “Iron Cage of
Bureaucracy.” The natural tendency
for post-Enlightenment people to pre-
fer activity rather than fatalism, ratio-
nality rather than mysticism,
monochronic rather than polychronic
systems, lead to the building of the
regulatory bars and columns that then
imprisoned them.

We live in a different age to Max Weber,
with different rationalities, different
aims and objectives, and the resulting
bureaucracy is different in kind—a New
Iron Cage. This New Iron Cage is driven
primarily by an aversion to risk. Indeed,
the rise in risk-aversion is the key to
understanding how the free market
was smothered so quickly, and it
explains why we have entered the Age
of Regulation.

Health and safety

Ironically, perhaps, the rise of risk-aver-
sion is closely linked with the massive
strides we have made in recent years in
health care and personal safety. The
world now is a far less risky place than it
was 90 or even 30 years ago. On every
indicator of health and safety we are
better off than ever before: infant mor-
tality, death from disease, maternal
death in childbirth, disfigurement, and
longevity. In terms of health and safety
we have never had it so good.

It is interesting then, that just as we are
enjoying greater health and safety (with
even better indicators to come) we, as a
civilization, have become terribly pan-
icky about health risks. The main reason
for this is that risk has become a scarce
commodity. Once hazards to personal
well-being lurked everywhere, and peo-
ple were used to living with high levels
of risk: in cognitive or media terms, risk
was everywhere, and for that very reason,
it was invisible. In the early part of the
last century, the death of a child by acci-
dent was hardly worth publishing. As
life-threatening risk has become rarer,
its presence becomes more noticeable,
more shocking, more news-worthy.
Risk is bigger news now than 50 years
ago because there is less of it around.

With the demise of risk and the rise of
health, there has thus been a corre-
sponding rise in risk aversion. Indeed a
culture of risk aversion has grown up,
whose primary focal concern is to elimi-
nate threats to health wherever they
occur. At the institutional level, there
has been a strengthening and prolifera-
tion of anti-risk bodies. Their main
concern it is to monitor corporate activ-
ity, and to lobby government for more
health and safety regulations. If they are
themselves the regulating bodies, they
are concerned to prosecute or fine those
that do not abide by them. Such organi-

zations are steeped in the culture of risk-
aversion; the “precautionary principle”
is their motto, and regulations or out-
right bans are meted out with little con-
cern for the effects on their targeted
industries.

Such institutions are supported in their
crusade against risk by any number of
activist groups. Such groups are often
company- or product-specific, and they
can be extremely effective in ruining
corporate reputations, mainly through
initiating press-campaigns. Targeted
companies do not stand a chance. Even
with their vast, well-funded PR depart-
ments, countering risk allegations is
extremely difficult. In the culture of
risk-aversion, corporate responses in the
form of safety stories, providing data, or
commissioning research into the alleged
risk, are useless in the short-term. In the
case of silicone implants, for instance,
anti-risk activists succeeded in closing
down a whole industry. Two or three
years after the demolition of the indus-
try, research commissioned in the heat
of the controversy published findings
that silicone implants were much safer
than previously thought. The findings
were released to the media, but largely
ignored by the press, who had by now
moved on to a new threat.

The culture of risk aversion has become
politicized into an anti-capitalist ideol-
ogy. Corporations and their products
and processes are all vulnerable to
attack from regulators, the media, and
activists. The most damaging features of
these developments, however, are the
regulation and consequent bureaucrati-
zation of every sphere of corporate life.
The culture of risk aversion ensures that
the regulators claim a mandate and the
moral high ground, whereas productive
businesses are defined as the problem,
the risk-generators. The regulators do
not see regulations as a cost, but as a
public good. They thus feel morally
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compelled to identify risks—no matter
how small—and to regulate them out of
existence. As with other full-blown
attacks, businesses find it difficult to
counter such regulations. Indeed, in
many areas it now makes sense to stay
ahead of the game, to gain the latest
health-and-safety accreditation before
one’s competitors do. This, at least, can
be used as “good PR.”

It is in the mundane areas where the
regulators have their impact. Health and
safety regulations often require standing
committees, workshops and away-days.
Why? Because the regulators monitor
closely whether or not such things have
been carried out. As anybody who has
had to sit through a workshop on health
and safety at work knows, the rise of risk
aversion has lead to a massive expansion
of non-productive activities, unnecessary
expense and time-consuming bureau-
cracy. Health-and-safety thus constitutes
one dimension of the New Iron Cage.

Environmentalism

Just as the developing culture of risk
aversion provides a useful conduit for
middle-class radicals, in the same way
environmentalism, which in the 1960s
and 1970s was already attracting mal-
contents, gained a huge boost from the
collapse of the intellectual Left. Many
who had previously railed about the class
system now complain about the damage
done by businesses to the environment.

As in the case of health and safety, the
environment has now become success-
fully politicized in the form of a new
breed of anti-capitalism. It is not just
the former Left that has jumped onto
the green bandwagon, however. Clever
propaganda by multinationals such as
Greenpeace and Friends of the Earth has
lured many in the middle classes of
Western countries into their ranks.
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The rise of environmentalism can be
seen in two forms: “deep green,” the
anti-capitalist political ideology popu-
lated by students and disaffected
left-wing cold warriors; and “light
green,” the rise of sentimentalization
about the environment among the mid-
dle classes. These shades of green are
symbiotic: the antics of the militant
greenists are tolerated, or treated as
“understandable,” by the light greeners
who provide their more extreme cous-
ins with a moral mandate.

Just as in the case of health and safety,
environmentalism has given rise to a
parallel, non-productive industry that
generates money and kudos by targeting
productive companies. There has thus
been a corresponding rise in govern-
ment bodies devoted to environmental
issues, and a steep rise in NGOs and
self-appointed accrediting agencies. We
also have the guerrillas in the war
against environmental harm, the activist
groups, who run campaigns against
individual industries or companies.
Together, such bodies’ activities have
resulted in a tidal wave of environmen-
tal regulations. Such regulations can be
state-imposed, but an equally damaging
type comes from accrediting bodies that
provide standards to industry. As with
the case of health and safety, the imple-
mentation of such regulations requires
companies to spend an increasing
amount of time engaged in non-pro-
ductive activities, from alteration of
products to organizing “environment
awareness workshops.”

As it is with health and safety, the Euro-
pean Union is ahead of the pack when it
comes to environmental regulations.
One particularly worrying issue is the
recent EU decision to initiate and fund
the development of a new profession,
that of the Eco-Auditor. It is interesting
to note here that historically, most pro-
fessions were not founded by govern-

ments, but were the result of spontane-
ous organization by those in the same
line of work. Such people usually came
together and organized to provide barri-
ers to entry, and to lay down standards
of conduct. The EU, however, has sim-
ply invented a new profession, top-
down—a remarkable feat.

The implications of this development
for business are daunting. People are to
be trained to “audit” productive busi-
nesses, audits that presumably will have
a direct bearing upon their ability to
continue doing business. At the very
least—as with the quality audits in edu-
cation—this will mean that productive
businesses have to spend disproportion-
ate amounts of time and money meeting
the current eco-regulations, resulting
inevitably in an increase in bureau-
cracy: the second dimension of the
New Iron Cage.

Conclusion

What optimism there was in 1989!
From our present vantage point we can
see how the dream of free markets and
free individuals was so quickly extin-
guished. Who would have thought that
only a few years on we would be living
in the Age of the Regulator, that
bureaucracy would have reasserted itself
in so comprehensive a way?

Max Weber’s “Iron Cage of Bureau-
cracy” has thus been replaced by a New
Iron Cage, made up of two overtly anti-
capitalist ideologies. At present, there
seems little chance of loosening this reg-
ulatory burden. First, governments
seem quite comfortable with the New
Iron Cage. In fact, in many ways it
enhances their power. Second, there is a
dynamic within each of the ideologies—
the bureaucratic ratchet—that ensures

continued on page 35
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by John R. Graham

n the wake of the tragedy of September

11, Health Canada has taken specific
steps to protect Canadians against delib-
erate infections of anthrax and small-
pox. While both diseases can have
deadly effects, they are very different
from each other. Thinking economically
about these differences leads to different
conclusions about how to manage the
risk of their outbreak in Canada.

Anthrax

Anthrax, a bacterium, can infect people
through the skin, breathing, or eating
(Weir). However, anthrax probably
cannot be passed from person to person
(US CDC, 2001a). Inhaled anthrax,
delivered by mail, has already killed a
number of Americans since September
11. These deaths caused a brief panic.
Spilled pudding-mix, doughnut-sugar,
and even confetti were being reported as
anthrax (Fumento). In Vancouver, one

patient whose doctor refused to test her
for anthrax threatened to sue him
(CBCQ). The anthrax panic led to some
curious, and not yet fully explained
behavior by Allan Rock, Canada’s
Health Minister, and his functionaries.

Mr. Rock allocated $5.6 million to buy
doxycycline and cyprofloxin to counter
a bacterial attack (e.g. anthrax), as well
as antidotes for those exposed to chemi-
cals or gases (Health Canada, 2001a,
2001b). Although Bayer Canada has
exclusive rights to manufacture and sell
cyprofloxin in Canada, Health Canada
also ordered a generic version of the
drug from Apotex. Apotex is a Cana-
dian manufacturer who has previously,
unsuccessfully, tried to quash Bayer’s
patent through litigation.

After a few days of public outcry about
the Health Minister’s breaking the Pat-
ent Act, the Ministry backtracked, con-
firming that it recognized Bayer’s patent
and would buy cyprofloxin exclusively
from that company. However, it appears
that Health Canada must also pay Apotex
the previously negotiated price, while
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receiving no cyprofloxin from that com-
pany (Health Canada, 2001c)!

So, Health Canada’s most widely reported
anti-terrorist precaution so far is not
very impressive. However, besides the
issue of disregarding intellectual prop-
erty, the whole muddle begs the ques-
tion of whether Health Canada should
be “stockpiling” antibiotics at all.
Although the National Emergency Ser-
vices Stockpile does have physical depots
of medical supplies, the antibiotics will
not be stored there. Because they expire
some time after manufacture, the
“stockpile” must be rotated at the man-
ufacturer’s premises. What the govern-
ment has actually paid for is a guarantee
that Bayer will supply one million tab-
lets of cyprofloxin within 48 hours upon
request (Health Canada, 2001c, 2001d).

However, in the wake of the American
anthrax deaths, citizens have been
ordering antibiotics themselves (Econo-
mist; Zuger). Canada is fortunate to
have a capitalist distribution system for
prescription drugs taken by outpatients:
manufacturers, wholesalers, and phar-
macies are governed by the profit
motive. If Canadians demand antibiot-
ics for anthrax, we can be confident that
these private agents will supply it with-
out Health Canada’s intervention.

In fact, if the government has any role
to play in the consumption of antibiot-
ics, it is probably to stifle demand some-
what. This is because the free market for
cyprofloxin produces negative externali-
ties, that is, although buyers and sellers
of the antibiotic are perfectly capable of
satisfying their wants, other persons
may suffer by their actions (Ellison and
Hellerstein). Bacteria evolve in response
to antibiotics. If people use cyprofloxin
as a precaution, they risk causing the
mutation of other bacteria. Cyprofloxin
has a greater such effect than penicillin
does. One common strain of pneumo-
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nia is already resistant to it (Zuger). So,
the attention focussed on cyprofloxin by
the Health Minister’s controversial
actions may have increased risks to
Canadians’ health by encouraging peo-
ple to consume too much cyprofloxin.

Smallpox

The economics of smallpox, a virus, are
quite the opposite. Traditionally, about
30 percent of smallpox victims died of
it, but at least one community of
aboriginal Canadians suffered mortality
of 60 percent in an outbreak that
occurred soon after European contact
(Mclntyre; US CDC, 2001b). It is conta-
gious. Given the current threat, one can
imagine “smallpox martyrs,” having
previously infected themselves, cough-
ing and sneezing on people in subways
and elevators (Murdock). There is no
cure (US CDC, 2001b).

Although modern smallpox vaccines
have potentially lethal side effects in
identifiable people, such as AIDS or
cancer victims, and fetuses, they are so
successful that smallpox was eliminated
from humanity in 1977 (Murdock).
Contrary to antibiotics, smallpox vac-
cines have positive externalities. Because
their vaccinated neighbours cannot get
smallpox, the unvaccinated benefit from
the vaccine even though they have not
paid for it. People who dislike needles
will free ride on other citizens’ immu-
nity. This leads to a credible argument
for vaccination-subsidies, if not coer-
cion, by the government.

After the cyprofloxin fiasco, Health
Canada is taking no risk of messing up
its order for smallpox vaccine. It has
sent a request for information (RFI) to
approximately 300 pharmaceutical
manufacturers (Health Canada, 2001e).
The RFI poses questions about materials
currently at hand, patents and licenses,
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production capacity, and research and
development. Of course, Canadians want
safe smallpox vaccines, but given that
the original vaccine was discovered over
200 years ago, let’s hope that Health
Canada does not wrap too much red
tape around the purchase of new supplies.

Conclusion

Generally, therefore, the government
should probably discourage the inap-
propriate use of antibiotics to prevent
anthrax, but encourage the use of small-
pox vaccine. However, these generalities
do not help us quantify the risks of
infection in the absence of specific
information about the terrorist threat.

Governments tend to manage risk in
response to the most fearful elements in
society, and over-socialize risks that peo-
ple can manage themselves (Stanbury).
Nevertheless, the government probably
has superior information about poten-
tial terrorism than its citizens do, so we
must defer to its judgment to some
degree. The government must do some
of our cost-benefit analyses for us. Mr.
Rock has taken the promising step of
creating a National Advisory Commit-
tee on Chemical, Biological, Radio-
Nuclear Safety, Security and Research
(Health Canada 2001f). The govern-
ment would best serve the people by
communicating the evolving threat of a
terrorist attack in a timely and responsi-
ble manner, so that Canadians can
respond to the risk in ways that they
think are appropriate.
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Measuring the Regulatory Burden
continued from page 9

Since measurement is the first step towards
accountability, the Liberals should be com-
mended for their accomplishment in
measuring regulatory requirements and
their commitment to reduce them. But
there is much more work to be done.
Now that the BC government has found
a way to measure the volume of regula-
tion, they must look for ways to mea-
sure the cost of it. Such measures should
then be published on an annual basis.
Finally, each ministry should be
required to detail its regulatory plans
and the costs of those plans along with
its annual spending plans. We need an
institutionalized, annual accounting for
both the amount of regulatory activity
and its costs. This will prove even more
difficult than counting administrative
requirements. Let’s hope the Liberals are
up to the challenge so that they can pro-
vide a model for the rest of the country.
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by Jason Clemens &
Joel Emes

n its first budget in nearly 2 years,

Canada’s federal government
announced large spending increases,
moderate tax increases, and no debt re-
payment, resulting in a missed opportu-
nity to adequately fund needed security
and defence programs and to place Can-
ada on a path towards greater prosperity.

Here are some highlights and analysis of
last month’s budget.

Spending increases

Overall program spending was pro-
jected to increase to $130.5 billion this
year (2001/02) from $119.3 billion last
year, an increase of 9.4 percent. It is fur-

ther expected to increase to $136.6 bil-
lion in 2002/03, and to $140.2 billion in
2003/04. These increases represent
year-over-year percentage increases of
4.7 percent and 2.6 percent, respec-
tively, but do not include additional
spending that the government has com-
mitted to, but has not yet included in
budget estimates. Even excluding these
additional expenditures, government
spending is projected to outpace eco-
nomic growth next year by a factor of 4.!

The federal government announced that
spending in the current year, 2001/02,
would be $5.9 billion higher than origi-
nally announced in the October 2000
mini-budget. The government further
detailed spending increases amounting
to nearly $7.0 billion for next year,
2002/03, which does not include the

Jason Clemens (jasonc@fraserinsti-
tute.ca) is the Director of Fiscal Studies at
The Fraser Institute. He has a Masters
Degree in Business Adminis- tration from
the University of Windsor.

Joel Emes (joele@fraserinstitute.ca) is
Senior Research Economist at The Fraser
Institute. He has an M.A. in Economics
from Simon Fraser University.
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2002/03 share of an additional $2.5 bil-
lion which will likely be spent creating
the Strategic Infrastructure Fund and
sending aid to Africa.

Moderate increases for
security and defence

The spending increases were sold to tax-
payers as necessary additional security
and defence expenditures. Given the

1™ most Canadi-

events of September 1
ans would agree that additional spend-
ing on security and defence is
warranted. However, very little of the
increases in spending are, in fact, ear-

marked for defence or security.

Overall “security” spending, which
includes everything from defence, to
CSIS, to airport security, to immigra-
tion, to the RCMP, will increase by
$1.14 billion this year (2001/02) and
$1.52 billion next year. This represents
18.6 percent and 15.8 percent of the
total budgeted increase in spending for
2001/02 and 2002/03, respectively. Put
differently, less than one in five dollars
of new spending this year and next are
dedicated to security and defence-
related programs.

Another measure of the Budget’s
neglect of security and defence issues is
the relatively small allocation it made
for current defence endeavours. The
Budget increased funding for military
operations by $400 million for the cur-
rent year (6.8 percent of new spending)
and $110 million for next year (1.2 per-
cent of new spending) with no addi-
tional allocation for the years 2003/04 to
2006/07. In other words, over the next 5
budget years, Canada’s military will
receive an additional $510 million to
support current operations, excluding
money set aside for operations in
Afghanistan.
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To add some perspective to these
increases, it would require an addi-
tional $13.6 billion in security and
defence- related spending in the cur-
rent year alone just to bring the pro-
portion of Canada’s GDP spent in
these areas up to the NATO (European
countries only) average of 2.1 percent
of GDP. The increase needed would be
even greater if the United States’
spending on defence and security were
included in the calculation.

Pet projects dominate
spending increases

If spending increases announced by the
federal government in last month’s bud-
get weren’t used for security and
defence purposes, what were they used
for? Unfortunately, the answer is a long
list of pork-barrel, politically-motivated
projects which more often than not can
be characterized as wasteful spending.
Here is just a snapshot of some of the
projects that received financing in last
month’s budget.

e Research & Technology Initiatives
(funding for 2000/01-2002/03):

» Canada Foundation for Innova-
tion: $960 million

» Genome Canada: $67 million

> Medical, Natural Sciences & Engi-
neering, Social Sciences &
Humanities, and the Canada
Research Councils: $1.5 billion

> Canadian Space Agency: $639
million

> Government On-line: $280 mil-
lion

> Technology Partnerships Canada:
$570 million

> Connectedness (includes
SchoolNet, Community Access,
Smart Communities, and Geo
Connections): $189 million

o Strategic Investments (funding for
2001/02 - 2003/04)*:

» affordable housing: $255 million

» Strategic Infrastructure Founda-
tion: $2 billion’

> critical government capital: $236
million

> Green Municipal Investment and
Enabling Funds: $125 million

» additional international assistance
including the Africa Fund: $1 bil-
lion

In addition to the initiatives listed
above, a number of programs were
approved before last month’s budget.
Among those projects receiving
multi-year funding* were:

o tobacco reduction strategy: $590

million
o cultural initiatives: $562 million
e CBC: $120 million

o Canadian Television and Cable Pro-
duction Fund: $200 million

o shipbuilding: $150 million

o development of the Toronto
waterfront: $502 million

Last month’s budget, coupled with
those announcements made since the
mini-budget tabled in October 2000,
have resulted in a burgeoning litany of
new programs and increased spending
on existing programs. The government
has made no attempt to eliminate or
even curtail redundant spending in other
areas, such as business subsidies and
economic development schemes, to
finance these new programs and addi-
tional spending. Further, it appears as if
the government has almost totally
ignored, once again, the serious questions
raised by the Auditor General in regards
to the provision of current programs.
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Tax increases, not
tax cuts

On the other side of the ledger, the gov-
ernment expects overall revenues to be
down $7.3 billion to $171.3 billion in
the current year, due both to a slowing
economy and previously-announced tax
cuts. However, the Budget indicates that
revenues will increase in both subse-
quent years, and will fully recover

from the tax cuts announced in

2000 by 2003/04. However, an indi-
cation of the need for greater tax

relief is the fact that budget revenues
have increased from 15.9 percent of
GDP in 1993/94 to 16.9 percent of
GDP in 2000/01. Even with the
announced tax cuts, government
revenues are only expected to

decline to 15.5 percent of GDP in
2003/04, a mere 0.4 percentage points
less than when the Liberals first took
office.

Apparently ignoring this lack of real tax
relief, the Budget actually included
moderate tax increases. Over the next 5
years, the federal government expects to
collect $2.5 billion in additional tobacco
taxes and $2.2 billion in user fees from
air travellers. In addition, previously
announced increases to the Canada
Pension Plan premiums will also take
effect, rising from 8.6 percent this year
to 9.4 percent next year, and ultimately
to 9.9 percent in 2003. The tax increase
that arises from the CPP premium
increases is approximately $2.4 billion
next year alone.

Fiscal prudence and
debt reduction

In previous years, the federal govern-
ment has included two cushions to
accommodate any forecasting errors or
economic turbulence: the contingency

fund and economic prudence line items.
This Budget has seen the complete elim-
ination of the second account, eco-
nomic prudence, and a decrease in the
value of the contingency reserve. These
two moves will place the fiscal balance
of the government in greater jeopardy,
since less of a cushion has been included
for extraordinary events.

Budget 2001 1s
a throwback
to a previous era.

In addition, the federal government has
altered its policy with respect to the dis-
position of any unused funds remaining
in the contingency fund. Previously, the
federal government has used any left-
overs as payments against the national
debt. Budget 2001 witnessed a major
change in this policy as the federal gov-
ernment will now use any remaining
funds from the contingency reserve to
finance current program spending, a
complete reversal of previous commit-
ments. Therefore, the nominal value of
the national debt will remain constant
and the only decline in the national debt
as a percentage of the economy (GDP)
will occur as a result of economic
growth.

Conclusion

Budget 2001 is a throwback to a previ-
ous era. It presents large spending
increases, tax increases, and no debt
reduction.

This Budget is a missed opportunity.
The government could have accommo-
dated the new spending on security in it

while still allowing for tax relief in the
amount of $4.8 billion in 2000/01 and
$5.5 billion in 2002/03 without cutting
any existing programs. The re-prioritiz-
ation of program spending, specifically
the elimination of spending on business
subsidies, transfers to Crown corpora-
tions, and spending on regional and
industrial development programs, could
have allowed for the financing of these
new programs and even greater tax
relief.

The government could have set defence
and security spending on a rational and
reasonable course to help protect Cana-
dians from aggression, both foreign and
domestic. It could have prioritized gov-
ernment programs, focusing on those
things we actually need the government
involved in, such as security and
defence, while eliminating programs in
areas where not only do we not need
government involved, but where such
involvement actually hinders productiv-
ity. Specifically, the government should
have used the surpluses in both the cur-
rent fiscal year and next to finance
needed security spending and tax reduc-
tions. Instead, the government returned
to the familiar pattern of spendthrift
behaviour. Let us hope that the next
budget, optimistically to be tabled early
in the new year, will rectify many of last
month’s budget deficiencies and put
Canada on a real course of security,
safety, and economic prosperity.

Notes

! The estimate for Canadian economic
growth for 2002 in the 2001 budget is 1.1
percent.

2 . . .
Note different funding horizon than the
previous set of initiatives.

3 Note different funding horizon than the
previous set of initiatives.

4 Funding period again differs from previous
lists; funding is for 2001/02 to 2006/07.
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by Filip Palda

aul Martin’s budget promise of

$1 billion of foreign aid is proof
to dictators and bribe-starved bureau-
crats in Africa that yes, there is a Cana-
dian Santa Claus. Our version of Santa
is all-forgiving. There will be no rusty
nails or burnt potatoes for the naughty
cadres of sub-Saharan Africa who have
swindled the West of aid for decades.
This Christmas, their stockings will
bulge with aid dollars plucked from 30
million somnolent Canadians.

If Jean Chretien were owner of a
national chain of bookstores, he would
surely ban In the Footsteps of Mr. Kurtz
by reporter Michela Wrong. Wrong
describes the pathetic eagerness of
Western politicians to hand money to
corrupt African rulers. Our politicians
know the money will end up in Swiss
bank accounts but they are desperate to
look generous and are starved of ideas
for helping the poor. Budget speeches
are a time to show the world Canada’s
heart and its prowess at wiring aid dollars
into the administrative void of Africa.

The book makes unpleasant reading for
technocrats in Ottawa who earn their
living by nuzzling into the food chain
that stretches from the Canadian trea-
sury to the air-conditioned offices of
politicians in Maputo and Kinshasa. No
giver of foreign aid could read this book
and not worry that his money may be
helping to keep in power the sort of
people who keep the third world in its
economic mire.
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Not that we need to send forensic accoun-
tants and project evaluators to Africa to
confirm that our style of foreign aid is a
blight on the destitute. Canada runs a
third world laboratory known as the
Department of Indian Affairs. The $7
billion dollar annual experiment this
laboratory runs shows that the feds are
unable to police how Indian reserves use
the money it sends their way. Ottawa’s
aid helps keep in power unaccountable
band leaders who govern their people as
do tribal African oligarchs. There is even
evidence that one band used the money
a federal minister had granted them to
fund that minister’s election campaign.
Mobutu Sese Seko, former dictator of
the Congo, would have tilted his leop-
ard skin cap in salute. He was a master
at lavishing emoluments on compliant
Western aid officials.

Canada’s aid policy fails because it
sprinkles money from the cumulus
cloud of the Canadian International
Development Agency onto the canopy
of Africa’s political jungle. Little money
makes it to the forest floor where the
poor scratch out a living. Foreign aid
would be a blessing to Africans rather
than a blight if aid could somehow be
decentralized and so less open to cor-
ruption than it now is. Criminals find it
harder to attack each of a million depos-
itors than to rob the bank in which they
place their money.

Filip Palda is Professor at I'Ecole
Nationale d’Administration Publique in
Montreal, and Senior Fellow of The
Fraser Institute.

We could thwart aid criminals by mak-
ing the intended recipients come to the
money rather than sending the money
to the intended recipients.

The University of Toronto invites doctors
from third world countries to hone their
skills in Toronto hospitals. After their
internships these doctors return to their
countries to radiate the knowledge and
expertise they have gained here. Our
foreign aid could encourage not just
doctors but citizens from all professions
and trades in third world countries to
work in Canada, gain skills, and return to
their countries as ambassadors of expertise,
entrepreneurship, and the civil society.

Instead of sending money to Africa,
Ottawa should spend money to help
Africans travel to Canada. Simulta-
neously, it should strengthen immigra-
tion policing so that once their stay is
over, these aid recipients return to Africa.

Few politicians will find this sort of
Marshall Plan in reverse an attractive
policy. Almost all money spent on this
form of aid would rob politicians of dis-
cretion. They could no longer pick which
aid projects to subsidize. When you
decentralize aid, the aid recipient, and
not an official swiveling in a leather arm-
chair, chooses whether he will take the
chance to amplify his skills in Canada.

Famed British legal scholar A.V. Dicey
warned that rule of law could only work
if citizens could keep the politicians’
arbitrary powers to a minimum. Arbi-
trariness is the root of the abuse of
power as the sad example of foreign aid
shows. Instead of continuing to injure
the long-suffering people of Africa with
aid we grant to their dictators, our lead-
ers should stop sending aid dollars to
make themselves look good, and work
out an imaginative plan of aid that does
some good for its recipients.
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ANSWERS

Table 1: Total, Full-time, and
Part-time Employment Growth in Canada

by Joel Emes

: By how much has employment

grown over the past few decades?
How many of the new jobs created over
this time period are full-time and how
many are part-time?

: Between 1976 and 2001 the

number of new jobs grew by
over 5 million (5,307,000) from
9,776,000 to an estimated 15,083,000
(54.3 percent). The growth rate for
part-time employment has been faster
than that for full-time employment, but
the vast majority of new jobs are
full-time (see table 1). Between 1976
and 2001 the number of part-time jobs
grew by about 1.5 million (1,498,000)
from 1,228,000 to an estimated
2,726,000 (122 percent). Between 1976
and 2001 the number of full-time jobs
grew by about 4 million (3,808,000)
from 8,549,000 to an estimated
12,357,000 (44.5 percent). This month’s
graph shows the year-to-year growth
rates in total, full-time, and part-time
employment from 1977 to 2001.

: How has the ratio of part-time
employment to total employ-
ment changed over the last few decades?

: The ratio of part-time to total
employment increased in all but

Total Full-time Part-time Per- Per-
Employment Employment Employment | centage centage
(000’s) (000’s) (000’s) of full- of part-
Number Year- |Number Year- | Number Year- time time
to-year to-year to-year jobs jobs
Growth Growth Growth
1976 9,776 8,549 1,228 87.4% 12.6%
1977 9,915 139 8,614 65 1,301 73 86.9% 13.1%
1978 10,212 297 8,851 237 1,362 61 86.7% 13.3%
1979 10,658 446 9,179 328 1,479 117 86.1% 13.9%
1980 10,970 312 9,388 209 1,582 103 85.6% 14.4%
1981 11,297 327 9,609 221 1,688 106 85.1% 14.9%
1982 10,947 (350) 9,189 (420) 1,758 70 83.9% 16.1%
1983 11,027 80 9,165 (24) 1,862 104 83.1% 16.9%
1984 11,300 273 9,398 233 1,902 40 83.2% 16.8%
1985 11,617 317 9,624 226 1,994 92 82.8% 17.2%
1986 11,979 362 9,938 314 2,041 47 83.0% 17.0%
1987 12,321 342 10,256 318 2,065 24 83.2% 16.8%
1988 12,710 389 10,558 302 2,153 88 83.1% 16.9%
1989 12,986 276 10,809 251 2,178 25 83.2% 16.8%
1990 13,084 98 10,851 42 2,233 55 82.9% 17.1%
1991 12,851 (233) 10,505 (346) 2,346 113 81.7% 18.3%
1992 12,760 91) 10,377 (128) 2,383 37 81.3% 18.7%
1993 12,858 98 10,375 (2) 2,483 100 80.7% 19.3%
1994 13,112 254 10,617 242 2,495 12 81.0% 19.0%
1995 13,357 245 10,834 217 2,523 28 81.1% 18.9%
1996 13,463 106 10,883 49 2,580 57 80.8% 19.2%
1997 13,774 311 11,140 257 2,635 55 80.9% 19.1%
1998 14,140 366 11,467 327 2,674 39 81.1% 18.9%
1999 14,531 391 11,849 382 2,682 8 81.5% 18.5%
2000 14,910 379 12,208 359 2,702 20 81.9% 18.1%
2001¢ 15,083 173 12,357 149 2,726 24 81.9% 18.1%
Increase, 54.3% 5,307 44.5% 3,808 122.0% 1,498
1976-2001
e = estimate. Sources: See table 2.
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four years between 1976 and 1993. With
the exception of 1996, the ratio has
fallen every year since. Part-time em-
ployment represented 12.6 percent of
total employment in 1976, 19.3 percent
in 1993, and an estimated 18.1 percent
in 2001 (see table 1).

: How is the unemployment rate

calculated? How has the number
of employed and unemployed people
changed recently?

: The unemployment rate is cal-

culated by dividing the number
of unemployed people by the number of
people in the labour force. The informa-
tion for this calculation is collected
monthly by Statistics Canada in a survey
of 52,000 Canadian households. The
sample for the Labour Force Survey is
designed to represent all persons in the
population aged 15 and older residing
in the provinces excluding those living
on Indian reserves, full-time members
of the armed forces, or those living in
institutions (inmates of penal institutions
and patients who have been in hospitals
or nursing homes for more than six
months). Table 2 shows Canada’s labour
force, employment, unemployment, and
unemployment rate for 1976 through
2001. In October 2001 there were 1.187
million (seasonally adjusted) unemployed
people in Canada and 16.282 million
people (seasonally adjusted) in the labour
force, for an unemployment rate of 7.3
percent. This information does not
match that in table 2 because the data in
the table is an estimated annual average.

Definitions
The labour force is composed of those

members of the civilian non-institu-
tional population aged 15 years and

20
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Table 2: Labour Force, Employment, Unemployment,
and the Unemployment Rate

Labour Force Employed Unemployed Unem-

(000’s) (000’s) (000’s) ploy-

Number Year- Number Year- Number Year- ment

to-year to-year to-year Rate
Growth Growth Growth (%)
1976 10,514 9,776 738 7.0
1977 10,774 260 9,915 139 860 122 8.0
1978 11,138 364 10,212 297 926 66 8.3
1979 11,521 383 10,658 446 863 (63) 7.5
1980 11,860 339 10,970 312 890 27 7.5
1981 12,222 362 11,297 327 926 36 7.6
1982 12,296 74 10,947 (350) 1,349 423 11.0
1983 12,523 227 11,027 80 1,496 147 11.9
1984 12,739 216 11,300 273 1,439 (57) 11.3
1985 13,002 263 11,617 317 1,385 (54) 10.7
1986 13,257 255 11,979 362 1,278 (107) 9.6
1987 13,512 255 12,321 342 1,191 (87) 8.8
1988 13,779 267 12,710 389 1,068 (123) 7.8
1989 14,047 268 12,986 276 1,060 (8) 7.5
1990 14,241 194 13,084 98 1,157 97 8.1
1991 14,330 89 12,851 (233) 1,480 323 10.3
1992 14,362 32 12,760 (91) 1,602 122 11.2
1993 14,505 143 12,858 98 1,647 45 11.4
1994 14,627 122 13,112 254 1,515 (132) 10.4
1995 14,750 123 13,357 245 1,393 (122) 9.4
1996 14,900 150 13,463 106 1,437 44 9.6
1997 15,153 253 13,774 311 1,379 (58) 9.1
1998 15,418 265 14,140 366 1,277 (102) 8.3
1999 15,721 303 14,531 391 1,190 (87) 7.6
2000 15,999 278 14,910 379 1,090 (100) 6.8
2001e 16,228 229 15,083 173 1,145 55 7.1

e = estimate

Sources: Statistics Canada, Canadian Economic Observer Historical Statistical Supplement 2000/01; Statis-
tics Canada, Canadian Economic Observer, November 2001; Statistics Canada, Labour Force Informa-

tion, November 2, 2001; calculations by the author.

older who are employed or unemployed.
A person is considered employed if they
did any work at all or had a job but were
not at work. A person is considered
unemployed if they were available for
work and actively looked for work in
the past four weeks; had not actively
looked for work in the past four weeks
but were on temporary layoff; or had

not actively looked for work in the past
four weeks but had a new job starting in
less than four weeks.

Joel Emes (joele@fraserinstitute.ca) is
Senior Research Economist at The Fraser
Institute. He has an M.A. in Economics
from Simon Fraser University.
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Re: Electoral reform
Dear Editor:

I was sorry that time forced chairman
Gordon Gibson to curtail questions
during the afternoon session of The Fra-
ser Institute’s excellent Reforming Poli-
tics conference in Vancouver Nov. 22.
There was an important issue—one not
on the agenda—I wanted to raise: elec-
tion finance reform.

Most Canadians are still not aware that
under a law passed in 1974 (and renewed
in 2000), every sitting MP will start the
next federal election campaign with a
war-chest half-full—of taxpayers’ money.

It seems to have escaped Canada’s par-
liamentarians that it is fundamentally
immoral for people who hold legislative

power to use that power to vote taxpay-

ers’ money for the payment of their
partisan election campaign expenses.

Furthermore, in Canada it is legal for
tax-supported institutions like hospitals
and universities to use some of that
money to make donations to political
parties. Even Mexico’s infamous PRI
didn’t allow that!

Similarly, labour unions and corpora-
tions should not be allowed to make
political contributions of their mem-
bers’ or shareholders’ money to parties
whose policies those members or share-
holders may find repugnant.

As Thomas Jefferson said, it is tyranni-
cal to compel the citizen to pay for the
promulgation of ideas with which he (or
she) does not agree.

If Parliament believes there must be
public money invested in the electoral

process, let’s let the taxpayers control
the use of their money: on the income
tax form, add a box stating, “$10 of your
taxes will be used to support the demo-
cratic electoral process. You may desig-
nate one party to receive your $10, or
you may divide it equally between two
parties. If no party is designated, your
$10 will be used to help defray the
non-partisan operating expenses of
Elections Canada.”

In this way, each taxpayer would contrib-
ute the same relatively small amount, but
not a penny of any taxpayer’s money
would go to any party without that tax-
payer’s specific authorization.

As we look for electoral reform, let’s
also end the tyranny and corruption in
electoral campaign financing!

—~Ron Gray, National Leader,
Christian Heritage Party of Canada
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by Gordon Gibson

s outlined in earlier articles, the
best way to control governments
is to keep them small, to have them ac-
tive only in areas where such activity is a
demonstrable net benefit. This quest is
for the optimal size of government.

The next best means of control is to dif-
fuse and decentralize power among dif-
ferent governments and levels of
government according to the principles
of subsidiarity. But once one has
defined the total optimal role of govern-
ment, and diffused and decentralized as
much as makes sense, the challenge
remains of mandating, controlling, con-
straining, and overseeing those govern-
mental entities that pass the above tests.

For this task, the Western world has a
settled consensus that the proper means
is democracy— government “of the
people, by the people, for the people,”
as Lincoln said. Democracy is often
defined as government with the consent
of the governed, though in truth the
support is usually better described as

sufferance rather than consent. (No
one much likes government, except
those who see it as an instrument for
shaping the world as their superior
wisdom suggests.)

In its rawest form, democracy means
that the majority prevail on any given
topic. It is a measure of the problems
inherent in the democratic idea that this
raw form does not exist anywhere. As an
ethical matter, such democracy would
routinely trample minorities. As a prac-
tical matter, the majority desires of any
polity tend to be in perpetual con-
flict—full and free health care coupled
with low taxes, for example. So a great
many devices have been invented to
refine the raw idea.

All modern democracies are constitu-
tional democracies, that is, they are ulti-
mately governed by a set of rules to
which every person and every govern-
ment body is subservient. (Not all of
these rules must be written, but they
must all be clearly understood and
followed).

Gordon Gibson (gordong@fraserinstitute.ca)
has an MBA from Harvard and is The Fraser
Institute’s Senior Fellow in Canadian Studies.
He has served in the Prime Minister’s Office
under Pierre Trudeau and as both an MLA
and as leader of the BC Liberal Party
(1975-79).

Moreover, all successful modern
democracies are subject to the rule of
law, not just of the constitution, but of
general law in force from time to time.
Agreement on these two things is abso-
lutely fundamental to the implied social
contract underlying democratic societ-
ies, and to the order and predictability
which are pre-conditions of modern life
and economies.

Beyond these fundamentals the paths of
societies vary. The first branch point is
how much decision-making is done by
way of direct democracy, and how much
by way of representative democracy.

Direct democracy describes the proce-
dure whereby citizens choose policies
jointly and directly through voting in a
referendum or other means of express-
ing preferences. Direct democracy has
many tools, but the hallmark is direct
action by each citizen, unmediated by
any representative. What can certainly
be said about direct democracy at this
point is that it is essential for some
things (electing representatives, for
example, is the most common act of
direct democracy), desirable in others
(approval of constitutional amend-
ments, for example) and a useful safety
valve within limits in other areas.

It can also be said with certainty that
even though it is technically possible
today (with remote electronic balloting
and so on) to try to decide all questions
of governance by direct democracy, this
would be utterly impractical. The
inconsistency of majority wishes and the
tyranny of the majority alluded to above
are only two of the reasons. The toler-
ance of citizens would certainly not
extend to such a huge call on their time.
The Swiss practice where citizens can
vote in a couple of dozen referendums
per year may be near the upper limit of
direct democracy usage, and democracy
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in that country is still overwhelmingly
representative, not direct.

But if, as a practical matter, direct
democracy is little used and even little
discussed in the Canadian context, it has
a small but essential place in our system.
Beyond the election of representatives
directly, the direct approval of constitu-
tional amendments is required by law in
BC and Alberta, and by quite strong
precedent elsewhere. The nation-wide
vote on the Charlottetown Accord
(which of course rejected that constitu-
tional plan notwithstanding its support
by the federal government, every pro-
vincial government, most local govern-
ments and essentially the entire
“establishment” of the country from
business through unions, churches, and
the media) has probably set a pattern
which governments will be unable to
ignore in the future.!

Less established in Canada, but equally
essential, is the “safety valve” aspect.
This does not include referendums pro-
posed by governments, though these
have their useful place. Rather, the
“safety valve” consists of machinery that
can be activated by an outraged public
against government action or refusal to
act. The two main instruments here are
the “Initiative” and the “Recall.” The
Initiative allows a group of citizens of a
stipulated minimum size to force a vote
on any given proposition of public pol-
icy. The Recall provides for a vote than
can potentially prematurely end the
term of the local representative.

While Canadians are familiar with these
instruments, largely through reading
about their frequent usage in many of
the American states, both of these mea-
sures are in fact available in British
Columbia. They were instituted by the
NDP government of Mike Harcourt in
reluctant recognition of an overwhelm-
ing vote in favour of such machinery in

a referendum proposed by the losing
Social Credit government in 1991. The
Socreds lost the election to the NDP,
but their referendum on instituting the
Initiative and Recall was so popu-
lar—over 80 percent in each case—that
the result could not be ignored.

The NDP government hated the idea,
but managed to live with it by bringing
in the machinery in formal terms, but
effectively making it impossible to use.
To effect a recall of an elected member,
one must obtain the signatures of 40
percent of the total voters list at the
time of the previous election, even if
that list was flawed by con-
taining dead people and the
like—and notwithstanding
that the recall cannot be
triggered for a minimum
period of 18 months by
which time many voters
have moved elsewhere.

The Initiative can only be
activated by obtaining 10
percent of the voters list sig-
natures on a petition in every
single constituency.

Even against the much disliked (as they
came to be) NDP, the Recall was never
successfully employed, though its prob-
able success against a Liberal MLA who
had written phoney letters to the editor
did cause him to resign. And the Initia-
tive option has never come remotely
close to being implemented. British
Columbia’s new Liberal government
was elected on a platform that specifi-
cally promised easier activation of these
two tools. We have not yet had any spe-
cifics; this matter may be one that is
assigned to the promised Citizens’
Assembly on electoral reform. That
would be a useful way of dealing with
the issue for, of course, the output of
the Citizens’ Assembly will itself be put
to a referendum.

In the opinion of this writer, each of
these safety valves should be available to
discipline governments or representa-
tives that get too far out of line or fail
for too long to address problems, but
the machinery should be difficult to use,
though not effectively impossible as at
present. In addition, legislation passed
as a result of an initiative directive from
the voters would, of course, need pro-
tection from immediate repeal by a hos-
tile legislature, but should also contain
mandatory “sunset” provisions for
review. Direct democracy is not the
voice of God, merely a mass opinion on
one issue at one point in time.

Direct democracy is
not the voice of God,
merely a mass opinion
on one issue...

Our society is unused to the tools of
direct democracy, and given the awe-
some power of these tools and the
ample possibilities for their misuse, the
implementation of them should be
undertaken cautiously. But the process
should begin. Governments need checks
and balances. Direct democracy pro-
vides some options.

The next article in this series will turn to
the far more commonly-used tools of
representative (i.e. indirect) democracy.

Note

"tis interesting that those who claim that
“third-party” election expenditure must be
restricted on the grounds that money can
buy votes ignore the fact that virtually all of
the advertising money was on the side that
lost the vote on the Accord.
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by Bill Emmott

’m particularly pleased to be here as a

guest of The Fraser Institute and to
have heard from Fred McMahon about
his new Centre for the Study of Global-
ization and Trade. There is much in
common between this new division of
The Fraser Institute and The Economist.

We at The Economist have pressed for
globalization ever since we were
founded in 1843; it was part of the cam-
paign for freeing up agricultural trade in
Britain—the anti-corn law campaign.
Our founder, Scottish businessman
James Wilson, realized that Britain
would prosper more if trade were freer.
We at the magazine have a global mis-
sion and a global circulation. (Only 20
percent of our sales are in Britain. Can-
ada is, in fact, our third largest national
market.) 'm very proud of our interest
in globalization.

In keeping with that focus, I'm here to
take a global view of a very serious sub-
ject: how the world has changed since
the terrible acts of September 11", T was
in New York when it all happened, in
fact, and had the curious phenomenon,
for a journalist, of being there exactly
where it happened, but actually unable,
because of what had happened, to have
any influence over what The Economist
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had to say about it because I couldn’t
communicate with my office in London.
Fortunately, my deputy editor did an
absolutely brilliant job on the issue that
week, and I've been back in London
ever since.

So how has the world changed since
September 112 In some senses it’s
actually too early to say. The picture

keeps changing, as you might expect it to.

The truth is that what was set off on
September 11" was a battle for change,
which is what the al-Qaeda terrorists,
led by Osama bin Laden, wanted to
achieve. I think it’s reasonable to
assume that what they were seeking to
change by attacking New York and
Washington was the attitude and behav-
iour of the United States. Probably
more important to them, however, was
that they were hoping to destabilize the
world they inhabit and in which they
think that they’ve got some chance of
power, namely, the Islamic world in
general, and the Arab world in particu-
lar. T think that they wanted to force
change in Pakistan, with its nuclear
weapons capability, and in Saudi Arabia
with its oil and its holy places Mecca
and Medina, and probably in Egypt
which has some resources, but particu-
larly a large population by the standards
of the Arab world.

In response to them, the Western Alli-
ance, led by the United States, clearly
has also got change on its mind. It
wants to change the ability of organiza-
tions like al-Qaeda to carry out acts of
the September 11th sort. It wants to
change the propensity of countries
around the world to sponsor, or at least
act as hosts, for terrorist groups of this
kind. It probably wants to change some
of the capabilities of countries to carry
out future terrorist acts or acts with
weapons of mass destruction. There is

This edited introduction of Bill Emmott
was given by Mr. Garfield Mitchell,
Executive Director of the Weston
Foundation.
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an agenda for change in a political sense
on both sides of this conflict.

Whose agenda for change is achieving
more success and whose is achieving less?
Obviously it is too soon to take a final
view on this, even with the recent retreat
of the Taliban in Afghanistan. It seems
to me that it’s important not to rush to
think that everything is over. It isn’t all
over. It isn’t even all over in Afghanistan,
since we haven’t yet captured Osama bin
Laden and his senior associates.

Stand back a bit from the immediate
news and reconsider how the world has
changed. What can we say about the
changes that we can see already?

Let us begin by separating the changes,
or potential changes, or indeed in some
cases lack of change, into four different
categories. The first is those changes
that were simply accelerated by Septem-
ber 11, The second is changes that
were happening anyway but whose exis-
tence was clarified or revealed by Sep-
tember 11
that are genuinely new, things that really
did change and that wouldn’t have hap-
pened if September 11" hadn’t hap-
pened; and the fourth category is things
that are essentially unchanged by the

. The third category is things

events of September 11%. This category
includes things that haven’t yet changed
but may still prove to be challenges ahead
of us. ’'m going to go through the four
categories and say what I mean by them.

Accelerated changes

The first change that September 11%
accelerated is the world’s move into a
recession. The major ingredients of a
recession were already developing, but
September 11" sped up the process by
making up the minds of American and
other consumers about the need to
retrench a little—to pay down some

debts and increase their savings. The
September 11" events also pushed cor-
porations to go ahead with plans that
they’d been thinking about before Sep-
tember 11", including restructuring,
cost-cutting, and asset changes. The
result of this is a gathering cloud of
recession because of higher joblessness,
higher unemployment, and declining
consumer spending. Does this mean
that the recession is coming faster, and
will be deeper than it might have been
without September 11™? Not necessar-
ily, though could prove both deeper and
shorter than it would have been if all of
this hadn’t happened. And why do I
think that? Partly because an effect of
September 11'" has been to release gov-
ernmental fiscal and monetary authori-
ties around the world to take demand
stimulation measures that they would
probably have been slower doing if Sep-
tember 11" hadn’t happened; monetary
policy would have been relaxed more
slowly, and fiscal policy would have
been also probably slower to be
released. Also, the decisions by consum-
ers and companies about spending are
going to be heavily determined by what
happens in the war and whether there
are future terrorist attacks. If the war
goes well, if there are a series of suc-
cesses and if there are not further terror-
ist attacks, I imagine that consumers
will resume their spending and halt
their adjustment of debt and savings
positions rather faster than they might
otherwise do. You may well get a quick,
psychologically-led bounce-back once
the world picture gets clearer.

The second accelerated change is a sim-
ple one; an accelerated maturing of the
Bush administration in Washington. All
new administrations take time to gain
their feet. They take time to appoint all
their staff, work out what those staff are
going to do, and fight out some of the
ideological battles that they have. The
Bush administration was clearly having

those ideological battles. It was clearly
finding its feet (and often tripping over
them during the summer) but this event
has accelerated the process by which it
has matured and focused itself on a
given task.

The third thing that the events of Sep-

1" have accelerated is the

tember 1
worsening of some stressed or even dis-
tressing economic situations around the
world. I have two places in mind:
Argentina, which has probably been
pushed closer to a debt default by Sep-
tember the 11" and the sharper, faster
downturn in the US and other markets;
and Japan, which was moving back into
recession anyway, but whose move has
probably been worsened by what has
happened. The danger in both cases is
that the stress could lead to a fracture
and some form of economic collapse in
either place. In neither has it yet hap-
pened, but September 11'" has made the
possibility of collapse in those two quite
important places become higher.

Changes revealed

What things in my second category do
we perhaps understand better following
September 11%? The first is the simple
fact that we are in a period unprece-
dented in modern human history in
which one country—the United States
of America—has such dominance over
the world politically, militarily, and, to a
lesser extent, economically. In the past
when there’s been a dominant super-
power—Britain or Spain, or generally
other European countries—there’s been
something of a balance of power with
regard to other rivals for that crown.
The current case where the US is essen-
tially unrivalled in superpower terms is
unprecedented, and it has consequences
that were put into stark relief on Sep-
tember 11'", It means that the US is a
natural target for people around the
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world who feel that their own situation
is not good or who feel excluded. It also
means that with such a gigantic military
imbalance in the world between the
incredibly powerful, technologically-
advanced forces of the United States,
and everybody else’s forces, that those
who wish to attack or influence the
United States militarily are pushed
towards unconventional methods. This
is what military analysts call “asymmet-
ric warfare.” It means that the world is
potentially more dangerous in some
ways than it otherwise would be. It
seemed safer after the fall of the Cold War
because we no longer had the superpower
stand-off between the Soviet Union and
the West (or the United States). It is
good that the stand-oft is over, but the
result of the absence of the threat of
mutually -assured destruction means
that potential opponents are always
going to be pushed or tempted towards
finding more extreme weapons—princi-
pally nuclear weapons, but also biological
and chemical weapons. This fear about
rogue states and their effects on people
was the background to the United
States” proposed missile defence scheme.
The September 11" event confirmed
that this fear is indeed the right back-
ground for understanding the world
and what needs to be done about it. The
set of solutions are not easy, but the
problems certainly have been clarified.

The second thing that has been clarified
is that as a super power of one, you have
to work through coalitions of countries
because the challenge of preventing such
unconventional warfare is so great that
it is very difficult to deal with. Others
are affected by these threats too, which
makes it easier to build the coalitions
because everyone fears that they could
be victims of unconventional warfare.
So multilateralism is absolutely neces-
sary; it is the desirable mode of action
for the United States, not for its own
sake nor because it’s desirable in some
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moral sense, but because it’s a pragmatic
way to deal with these common threats.

The third thing that’s been clarified by
September 11
ment with Russia. It has become clear

is the new rapproche-

that Russia has an interest in cooperat-
ing with the West and has an interest in
economics, an interest in being non-
adversarial in most parts of the world,
and an interest in dealing with a com-
mon terrorist threat. However, given
those interests, the West also has an
interest in and a need to cooperate with
Russia. Fourth and related to this is the
cooperation potential with Iran. The
West already had closer contacts with
the reformist part of the regime in Iran
before September 11", but the events in
Afghanistan, plus Iran’s own worry
about terrorist attacks and attacks from
the rival Shia Islamic sect means that
Iran has an interest in some sort of rap-
prochement with the United States and
Europe, albeit of a rather standoffish
nature. Any rapprochement will be dif-
ficult since Iran has been, and continues
to be, a sponsor of terrorism itself, par-
ticularly in the Middle East. But it has
not been a sponsor of the September 11
sort of mega-terrorism, and is itself vul-
nerable to that terrorism and to instabil-
ity in the surrounding part of the world.

Finally, I think September 11 clarified
some truisms. I will point out two. The
first is the importance of political risk in
economics and business plan-
ning—something that we talked about a
lot in the 1970s but has gone out of
fashion somewhat since then. The truth
is that big economic discontinuities are
generally driven by politics rather than
by things happening of their own voli-
tion in the economy. Political change
drove the oil price hikes of the 1970s.
The protectionism of the 1920s and *30s
was really driven by political change and
political events rather than anything
economic. And to take a single country

as an example, the fall of President
Suharto of Indonesia in 1998 after the
Asian crisis should have reminded us
that when a dictator runs a country,
your business contracts are really only
worth having as long as that dictator
and his acolytes remain in power. As
soon as he falls, your contracts are not
necessarily going to be fulfilled. What
happened in Indonesia was a very sud-
den drop in the economy after the fall of
Suharto. So political risk is absolutely
fundamental.

The second truism that was confirmed
by September 11 was the error that we
in the intellectual punditry community
often make when identifying trends and
changes in the world (and of course, 1
exclude The Economist from this error):
we often confuse direction and speed.
This is very true of the internet, and the
boost that information technology was
going to bring to all our lives in the late
1990s. The direction was absolutely cor-
rect, but the speed was spectacularly
over estimated. This is also the case with
our post-Cold War era political opti-
mism about the increase in democracy
in the world, the spread of liberal values,
the falling of communism, and the fall-
ing of opposition to liberal democratic
capitalism. This optimism is absolutely
correct in terms of its direction, but
people often overrate the speed with
which it is happening and the inevitabil-
ity with which it takes place. The end of
history may have been proclaimed but
history has a habit of coming back to
bite you in painful places.

New changes

So what has truly changed? What goes
into my other two categories: things that
have changed that are new, and things
that are unchanged that might be future
challenges? My list of true changes is
short, partly because I put so much into
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the former, “clarified” category, but I'll
list them briefly. One clear change is
Pakistan’s role and the attitude of the
outside world toward Pakistan. Pakistan
was a pariah state before September
11™. In some respects it is still a pariah
state, but the important thing about it is
that it’s our pariah state, and we are now
going to make a very big effort to turn it
away from being a pariah state, because
it’s also a pariah state with nuclear weap-
ons. The significance of that last fact
alone has been brought home. Bill
Clinton called Kashmir—the India-Paki-
stan dispute—the world’s most danger-
ous place. He was right in many ways, but
it was difficult before September 11 to
deal with that in any serious way. One
hope now is that we will move things
steadily in the right direction in Pakistan.

The second significant change is a
smaller one and took place in Japan.
Many people haven’t noticed, but after
September 11', Japan finally broke its
post-War Peace Constitution and
agreed to send war ships to support a
military action outside Japan’s own ter-
ritory for the first time. That is a signifi-
cant change for the future. It is not
particularly significant for this conflict,
but it will be significant over the
long-term. What’s also significant is that
neither China nor South Korea objected
to this, which normally they would.

The third change is that a certain insou-
ciance about the World Trade Organi-
zation’s prospects, and the need for a
World Trade Round of talks was flipped
around by September 11", There was
insouciance because the anti-globalization
protesters led people to think that back-
ing the WTO wasn’t necessarily a good
thing to do; freer trade was down the list
on people’s agenda. That has changed.
Good things seem to be coming out of
Doha and the WTO meeting there, and
there are new prospects for liberaliza-
tion of agricultural and textile trade

being seriously on the agenda for the
future. That could only have happened

1" when trade went

after September 1
up on the list of priorities as potentially
a national security issue, rather than just
something that people like me or ana-

lysts at the Fraser Institute worry about.

The fourth change is an end to the reli-
gion of balanced budgets. Suddenly it’s
acceptable policy to run big deficits and
it’s alright to spend a lot more money.
I’'m not sure whether this will be a good
or a bad change, and I think that the
ghost of Keynes is probably going to
come and haunt us at some point, but
nevertheless, I think that is a clear change.

Future challenges

What is unchanged? What are the future
challenges? Clearly nation-building in
Afghanistan is going to be a future chal-
lenge, and I think that it is a challenge
that has worried a lot of people. 1
believe that it is not something that we
should get too concerned about. It will
be done in a sort of muddled and diffi-
cult way as it was in Cambodia, and as
it’s being done still in East Timor with
the UN leading the way, with cooperation
from people in the surrounding front-
line states. The real issue in Afghanistan
is Osama bin Laden and the al-Qaeda
network, rather than what government
takes hold of that country afterwards.

Second: Iraq. Iraq is going to be part of
the next phase of the war on terrorism,
whether or not you think that military
action is necessary against that nation.
It’s going to be part of the next phase
because the status quo with Iraq is a
combination of sanctions that make
people die but don’t make Saddam
Hussein fall from power, and no-fly
zones policed by fighter planes based in
Saudi Arabia. That isn’t a good situation.
There’s a need to change, and it will

either be changed by physical military
force, or it will be changed by diplomacy.

The third future challenge is the West’s
relationships with Egypt and Saudi Ara-
bia. These two nations are supposedly
allies, but they have clearly (advertently
or inadvertently) fostered terrorism. A
big part of the change that’s going to
roll out over the next months and years
is going to be tentatively feeling our way
towards a different relationship with
those two countries. In a way, that’s
something that is both on bin Laden’s
list and on our own, and it really is too
soon to predict the outcome there.

The fourth challenge is Israel and Pales-
tine, which is essentially unchanged by
the September 11" events. Possibly it’s
an intractable problem to deal with, but
it’s clearly going to have to be on the
agenda. Fifth, the same goes for Kash-
mir, for the relationship between India
and Pakistan, although that’s nearer a
solution than Israel and Palestine.

Conclusion

Those are my categories of change Am I
optimistic about what could come out
of this war? Yes, I am . It’s a difficult
period that’s not going to come to an end
just because all the beards in Kabul have
been shaved off. There will be a long
period of adjustment to the new realities
of the world. But because of technologi-
cal change, because of liberal values,
because of globalization, the fundamentals
of the economy are strong, and the fun-
damentals of a world led by the United
States, but supported by like-minded
countries like Canada and Britain and
others, should make us optimistic about
the prospect of peace in the world as well.

Wine makers have a phrase for the way

they feel about their harvests. They say
that they are paranoid optimists. They
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are optimistic that their next harvest is
going to be the best ever, that the wine
will be the most brilliant vintage ever,
but they’re paranoid that something

Fred McMahon: The Economist gave a
passing grade (though maybe barely a
passing grade) to the United Nations’
effort in East Timor. How well do you
think they can do rebuilding Afghanistan?

Bill Emmott: The answer, as with every-
thing to do with the United Nations,
depends not on the UN as an organiza-
tion, but on the will of its members. The
UN has no divisions to carry its tasks
out. It really depends on whether its
members are going to give it the
resources to make rebuilding possible.
You can divide the effort into several
categories. Will there be adequate
peace-keeping forces, troops, and mili-
tary assets? I think the answer to that is
yes; they will be supplied by members of
the front-line coalition. Probably they’ll
be led particularly by Turkish troops so
that there will be Muslims taking action.
The second and much more difficult
part is the necessary institution-build-
ing, such as a civil service and some set
of institutions for Afghanistan. That’s
tougher and will, I think, tax the UN’s
ability and the patience of the coalition
for many more years in the future. On
that, I have to be agnostic about the
prospects for success, but there is a will
to try. Further, there is a strong agree-
ment between Iran and Pakistan in par-
ticular that both want stability in that
country; they think that something
better needs to be built, which is a very
important precondition for progress,
even if not for a real solution.

EM: What is your view about how worth-
while the sanctions are against Iraq, and
what should be done in general about
Iraq?

will interrupt things to make it imper-
fect. I think that paranoid optimism is
the right approach for thinking about

BE: That is a difficult question. I think
that basically sanctions have been a mis-
take, but they were an understandable
mistake. With hindsight, the first mis-
take was stopping the military campaign
so early and leaving Saddam Hussein in
power. It was an understandable mis-
take because of pressure from neigh-
bouring countries to stop the war and
not topple Iraq’s dictator and not cause
instability there. Turkey was worried.
Saudi Arabia was worried. Others were
worried.

But that then led to a regime that was
meant to be held in check by a combi-
nation of UN inspections and sanctions.
It was the same mistake that was made
after the First World War with the
Treaty of Versailles. It gave Saddam
Hussein the ability to turn the tables on
us in propaganda terms, given that he
didn’t care about the condition of his
people, and all he needed was enough
resources to rebuild his military and keep
control over his people. Sanctions have
been a mistake because they have been
ineffective, and they’ve helped him turn
the propaganda campaign against us.

What will happen? I think it really
depends on whether there is plausible
and credible evidence of Iraqi involve-
ment in al-Qaeda’s terrorist network or
in the recent Anthrax attacks. If there is
such credible evidence, then I think that
there will be a military campaign against
Iraq. If there isn’t such evidence, then I
think that there will be a resumption of
diplomatic action— this time with Rus-
sia on side—probably proposing new
adaptations to the sanctions to take
away some of Saddam’s propaganda

the world we’ve been in since Septem-
ber 11'h,

capability, but also reactivating the
UN’s pressure to research Iraq’s devel-
opment of weapons of mass destruction.

EM: What do you think about
dollarization of the Canadian economy to
the US dollar?

BE: Let me start with Britain because it
is what I know most about. The decision
to adopt a common currency is essen-
tially a political decision rather than an
economic one. The economics of mem-
bership of the single currency do not
provide a compelling case either for or
against the euro; they are marginal,
either way. It would not be a disaster for
Britain to be a member of the single
currency. We would benefit in some
ways, probably with lower interest rates,
a more easily-planned investment climate
for companies, and selling in the single
market, but we would lose in other ways,
such as in losing the flexibility provided
by a floating currency and by losing a
policy targeted more precisely to the
particular conditions of Britain. The
economic evidence is that the pros and
cons are pretty marginal. The essential
questions are political, and are about
participation in a larger political unit,
about influencing those decisions, about
taking collective action with neighbours
rather than taking individual action as a
country. So my answer is to apply those
criteria to Canada. I don’t think the eco-
nomic pluses and minuses would give
you a clear answer either way about
dollarization. There’d be some benefits,
and there would also be some costs.
don’t think it’s very clear which would
be better. Obviously the Canadian
domestic economic policy has to adjust
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to the new environment and that intro-
duces new elements into the calculation.
The basic question is: do you want to
give up the political control that the
currency provides? Do you think that
there is benefit from becoming an asso-
ciate of the country that does have the
dollar, the United States? I would guess
the answer to that is pretty clear. So I
would be against.

EM: Is this a war against Islam or a war
between cultures? What is the future of
Saudi Arabia, and how does all this play
into oil prices?

BE: This is not a war against Islam. It is
a war against terrorists. However, the
failures of the Islamic countries’ regimes
mean that there has been an increased
temptation to gather power through
more and more extreme Islamic doc-
trine by claiming absolute knowledge.
So this is a war against the failure of
some parts of the Islamic world that
then finds its expression in militant
Islamism. Christianity has had these
characteristics at some stages in its his-
tory. The idea of absolute knowledge
and single truths has been the back-
ground to many conflicts we’ve had in
the past, so that it’s not something that’s
unique to Islam, but it is special to Islam
at this moment.

Saudi Arabia is a complete mystery to
me. It is a mystery partly because
although the Saudis complain vigor-
ously about their treatment in the
media, they don’t actually allow jour-
nalists to go to Saudi Arabia to find out
what’s going on. For many of the past
10 years, that has included journalists
from The Economist. We have had peo-
ple there, but not very often. It’s a very
opaque society. Clearly, there is a very
awkward sort of Faustian pact there
between the Royal Family with its privi-
leges, decadence, and power, and the
money that they’ve given to the Islamic

sects that has fostered some of the
militancy. There isn’t a sign that it’s cur-
rently unstable or about to change. I do
think that to the West’s point of view,
detachment from Saudi Arabia is
important because there is a risk that by
being too close and too interventionist
in Saudi Arabia and supporting the
regime, we will bring about its collapse.
I think it’s going to be a very uncom-
fortable period for Saudi Arabia, and
Pm still trying to work out how that’s
going to develop in future. But we will, I
think, try to step back as much as we
can from Saudi Arabia.

As for oil prices, unless there’s a collapse
in Saudi Arabia and somebody malign
getting a grip on those reserves, I think
that oil prices will be weak in the near
term because of the fall in demand, and
the fact that Russia is clearly inclined to
increase its market share, both of which
will help the North American con-
sumer. There is a danger that oil prices
could collapse, causing problems for
Saudi Arabia and other Middle Eastern
regimes. There will be strong efforts to
try to manage that, but it is a market,
and markets often aren’t manageable.

EM: The other big change to which you
referred in your talk is Russia. What
should the West do to help, and what is
your long-term view? Optimistic or pessi-
mistic?

BE: Well, my long-term view is optimis-
tic about Russia, but I wouldn’t mort-
gage my house and put all my money on
that long-term view. Russia is still a
state without secure institutions and
without a secure rule of law. It still has
some characteristics of a gangster state
where crime and criminal groups have
excessive power over the state, and
where the institutions of the state are
weak. So the country still has the poten-
tial to go in a bad direction. Also, there
are factions within Russia who still see

Russia’s dealings with the West as being
a zero-sum game rather than offering
the potential for mutual benefit. But the
balance has swung towards mutual ben-
efit, and generally, Russia is moving in
the right direction. Again, though, one
shouldn’t make the mistake of assuming
that just because it’s going in the right
direction that it’s doing so rapidly,
because it isn’t. Nor is that move
towards institution building, towards
the rule of law, towards a more properly
running market economy one that’s
going to be without bumps. But basi-
cally, if you forced me to make a bet on
whether in 10 years Russia will be more
prosperous, friendlier to the West, and
have more trade and investment links
with all our countries, my answers
would all be yes.

EM: What’s the future of the airline
industry in Canada and the rest of the
world?

BE: It really does depend on terrorism.
The airline industry has always been a
cyclical industry. It has high fixed costs
and needs high capacity utilization to
make it work, so it always suffers badly
in recessions and this one is no excep-
tion. Clearly, the new ingredient is ter-
rorism and the extra worries that that
has produced. If there is no future ter-
rorism of the September 11%" kind, and
there’s no future confirmation of the
danger of flying, then I think that in a
natural, cyclical way the airline industry
will rebound. I hope that out of this dif-
ficult period that there will be some
breaking of the national regulatory
structure that has throttled the industry
and prevented cross-border consolida-
tion from happening, particularly
within Europe where airlines have been
preserved as national champions with
uneconomic structures.

EM: You mentioned you were optimistic
about our economy in the long term
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because of the deepening of markets and
technology. Over the short-term, how will
the twin problems of corporate debt and
technological overinvestment, together
with consumer debt play out?

BE: It comes back to my feeling that
September 11" has accelerated a process
that was already under way. The effect
may well be that the resumption of
investment and spending happens more
quickly than it otherwise would have.
The recession has forced consumers in
particular to take a hard look at their
debts, and probably start to adjust quite
quickly. Companies that had already
been adjusting for the previous 12
months (and there had already been a
big adjustment of inventory and a big
adjustment in investment) were already
quite a long way through that cycle.
We'll see more evidence of financial dis-
tress—more situations like Enron and
other bankruptcies I'm sure as the pro-
cess plays out—but we have to remem-
ber that the investment adjustment
process really began about 12 months
ago. So we’re already quite a way
through the process.

FM: A number of people are curious
about Britain’s role in all this. What is
Tony Blair up to?

BE: First, Tony Blair is following quite a
traditional British line of close and sup-
portive relations with the United States.

Podium

tion of what he’s done, I think perhaps
you’re seeing some of his own personal-
ity coming out. Third, it is popular to be
doing this, so he’s not taking a big polit-
ical risk by doing it, at least not at the
moment. Indeed, it’s easier to do this
kind of thing than it is to reform the
British Health Service, so that I guess
he’s having a better time than he used to
before September 11", But actually,
Britain has been quite complacent about
its vulnerability to terrorism, probably
because of the threat of Irish terrorism
over the last 30 years and the sense that
it is a familiar challenge to Britain. This
is true, except that the IRA never used
nuclear weapons and never used massive
weapons of destruction. Tony Blair
deserves more criticism for his inatten-
tiveness on this front than he has so far
received. Britain has been complacent in
putting proper protection around nuclear
power stations, for example. The IRA
was terrible but they never really did
anything of such magnitude that it was
going to be totally life changing for the
nation. Tony Blair has been a bit com-
placent about the potential for such
destruction in the midst of all of this.

EM: Do you think terrorists will have
obtained, or will obtain, weapons of mass
destruction?

BE: I don’t know. The right policy
response is to assume that they have,
or that they could, because if they
haven’t and we take precautions
against it then we won’t have lost
badly, whereas if they have, then we
will at least benefit from some of
those precautions. Of course the poli-
cies that follow from that judgement
are not easy to implement and we can
never be absolutely sure that we are
safe against such terror. We need poli-
cies that are a combination of clearer
and stronger anti-proliferation
regimes and inspections, but in partic-
ular, we need the cooperative alliances
and diplomacy that give us a chance of
enforcing these regimes. Russia, Paki-
stan, and India, and anyone who has
nuclear materials needs to be brought
into that process in order to increase
the possibility that we will be able to
enforce. Currently, we have great trea-
ties but terrible enforcement. This has
to change. [
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Fraser Forum I

by Nadeem Esmail

t has been more than six years since

Cynthia Ramsay, former Health Econo-
mist at The Fraser Institute, compared
the hourly wages of hospital support
staff and hospitality workers. Since
those numbers were compiled, one col-
lective agreement was enacted, elapsed,
and has been replaced. The wages in
question have been subject to a number
of increases over the last few years, and
it is worth examining the issue again to
see if BC’s taxpayers are still paying the
significant premiums calculated over six
years ago. Has the government taken
better account of the money spent on
these non-medical support workers, or
has it allowed the premiums to persist
in order to avoid conflict and confronta-
tion with these unionized workers?

Why the fuss over support worker
wages? Some simple numbers illustrate
the point. According to Statistics Can-
ada’s Financial Management System,
BC spent $5 billion on health care in
2000/01, of which $2.7 billion went to
hospital care. In other words, almost 54
percent of health spending goes to hos-
pitals. Given that, as a rule, wages and
benefits paid to hospital workers (not
including fee-for-service practitioners
who are paid under the Medical Services

Plan) account for approximately 75 per-
cent of expenditures in hospitals (Closer
to Home, p. B93), it is well worth ques-
tioning whether the money (about $2
billion) is well spent.

Many jobs in the hospital support sector
are similar to those in the hospitality
sector. Both hotels and hospitals need
food service personnel, cleaners, main-
tenance workers, cooks, and clerks. Of
the 2,609 full-time equivalent HEU
employees at the Vancouver General
Hospital (VGH) and UBC Hospital
(UBCH), there are 1678 such support
workers who require no specialized or
medical training for their work.! Of
these 1,678 workers, 578 fall under 13
job titles that are directly comparable to
those in the hotel sector. The compari-
son of the wages and potential savings
that would exist if these 578 employees
at VGH and UBCH were paid on par
with their hotel counterparts is shown
in table 1. If these HEU employees at
VGH and UBCH only were paid a mar-
ket wage, the two hospitals could poten-
tially save $2.9 million a year.

Nadeem Esmail (nadeeme®@fraserinsti-
tute.ca) completed his B.A. in Economics
at the University of Calgary, and his
Masters in Economics at the University of
British Columbia. He is a Health Policy
Analyst at The Fraser Institute.

However, the 13 directly comparable
occupations only cover 578 employees,
leaving a further 1,100 employees who
have no specialized or medical training.
Given that the weighted average wage
differential® of the 578 full-time-equiva-
lent employees compared in table 1 is
$2.68 per hour, it is possible to deter-
mine an estimated savings if the
remaining 1,100 full time non-medical
employees were to be paid a wage com-
petitive with their hotel counterparts. At
VGH and UBCH alone, the savings on
the wages of these workers would
amount to an additional $5.5 million
annually (based on a full-time equiva-
lent work year of 1,872 hours).

These two calculations together reveal
the total excess expenditure on hospital
support workers at VGH and UBCH.
For the 1678 non-medical support
workers at the two hospitals, a potential
savings of approximately $8.4 million,
or roughly 8.5 percent of the total HEU
wage bill at the VGH and UBCH hospi-
tals could be realized Other hospitals
across BC would likely save a propor-
tionate amount. In fact, they may save
more on their hospital support worker
wage bills since the health worker
unions’ wage rates are determined for
workers across BC, and wages in smaller
cities and towns are generally lower, by
roughly 33 percent (Glaeser and Mare),
than those paid to equivalent positions
in the city.

These simple calculations for two hospi-
tals in Vancouver can also be extrapo-
lated to an estimated budgetary savings
for BC. According to the HEU, there are
approximately 46,000 Hospital
Employees Union members in British
Columbia. Assuming that the percent-
age of non-medically trained support
workers at VGH and UBCH is represen-
tative of the distribution of workers in
the HEU, approximately 29,587 of these
workers have occupations comparable
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Table 1: Wage Comparisons for Hospital Employees Union (HEU)
and Local 40 (Greater Vancouver Hotel Union)

Worker Type Hospital ~ Average Premium Number Potential
Hourly Hotel (%) of Em- Hourly
Wages Hourly ployeesat  Savings
Wages VGH/UBC ($)
(FTEs)

Housekeeping Aide $17.58 $14.97 17% 11.13 $29.05
Cleaner $17.58 $15.09 17% 258.15 $642.79
Payroll Clerk $21.53 $15.52 39% 7.03 $42.25
Storekeeper $18.04 $15.77 14% 70.17 $159.29
Food Service Worker $17.16 $15.07 14% 109.09 $228.00
Dishwasher $17.46 $15.01 16% 12.76 $31.26
Cashier $17.46 $15.20 15% 12.27 $27.73
Cook I $19.92 $15.07 32% 21.64 $104.95
Cook (Baker) $21.56 $16.45 31% 2.20 $11.24
Maintenance Worker $19.00 $17.39 9% 11.84 $19.06
Painter $22.83 $17.39 31% 6.48 $35.25
Switchboard Operator $18.44 $14.98 23% 36.34 $125.74
Booking Clerk $19.77 $15.01 32% 19.19 $91.34
55Gt11_nlq/aLt]el;dclillourly Savings (For Comparable Job Titles at $1,547.96
Estimated Annual Savings (For Comparable Job Titles at $2,897.780.56

VGH/UBC)?2

Estimated Annual Savings (All Other Non-Technical HEU

Employees at VGH/UBC)

Estimated Annual Savings for Vancouver General Hospital

and UBC Hospital

$5,517,856.14

$8,415,636.69

Ipotential hourly savings summed.

2Potential hourly savings summed, annualized.

Sources: HEABC/HEU final wage rates, effective for the year beginning April 1, 2001. Collec-
tive Agreement between the Greater Vancouver Hotel Employers’ Association and Local 40

(Vancouver) of the Hotel, Restaurant, Culinary Employees, and Bartenders Union, wages ef-
fective for the year beginning May 1, 2001. Wages given are for employees who have worked

in the hospital/hotel for at least 12 months.

to those in other sectors of the econ-
omy. With the weighted average wage
differential of $2.68 per hour, the poten-
tial savings from paying more competitive
wages to non-medical support workers is
approximately $150 million a year. That
means that a potential savings of 5.6
percent of provincial expenditures on
hospital care could be realized if sup-
port staff wages were competitive.
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With weighted average wage differen-
tials of roughly $2.68 per hour between
two closed-shop unions, and a potential
savings of over $8.4 million in central
Vancouver alone, the wages of
non-medical support workers in hospi-
tals are clearly more generous than
those paid to similar workers in the hos-
pitality sector.

There is no explanation for why BC tax-
payers must pay hospital bakers a 32
percent premium over their hotel coun-
terparts, or why hospital payroll clerks
receive a 39 percent premium. The
problem of wage premiums is a direct
result of government management, where
political power, rather than economic
competition, determines salaries. Enor-
mous savings in the medical system do
exist, without hurting patients, but gov-
ernments must enact vital and signifi-
cant reforms to realize them. Not only
would reforms create a health care sys-
tem that is better for the taxpayers who
bear its costs—it could also save them a
lot of money in the process.

Notes

1 . . .
Workers who service medical equipment

require specialized training, and are not

counted as non-medical support workers.

%Each wage differential is weighted by the
number of employees at VGH and UBCH
and then averaged. The weighted average is
biased towards the differentials of the largest
numbers of employees. This has the effect of
minimizing the effect on the average of abnor-
mal differentials of small numbers of employees.

3The total HEU wage bill was estimated
from a list of all HEU employees at VGH
and UBCH. Employee quantities were calcu-
lated using full-time-equivalent worker
numbers and all wages were set as incum-
bent employee (worked in the sector greater
than 12 months) wages, as the vast majority
of employees according to the HEU are in
this category. The total HEU wage bill calcu-
lated to be $99,204,548.23.
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Fraser Forum I

by Neil Mohindra

n the wake of Enron’s financial dis-

tress, the Securities and Exchange
Commission (SEC) and US Congress
are both examining what went wrong at
the company, which reported that its
profits for a five-year period were al-
most $US 600 million lower than previ-
ously reported shortly before entering
bankruptcy protection. These probes
should include a re-evaluation of pro-
grams not only don’t work, but poten-
tially create false impressions about the
level of investor protection.

In the financial press, fingers have been
pointed at a number of potential cul-
prits including Enron’s governance, its
auditors, and the accounting rules
themselves. One direction that hasn’t
been receiving significant attention is
the review of financial statements filed
with regulators as part of continuous
disclosure. While the SEC thoroughly

Neil Mohindra (neilm@fraserinstitute.ca)
is a Senior Economist with The Fraser
Institute specializing in financial sector
regulation. He has a MBA from McGill
University.

reviews the statements of companies
when they initially publicly list, contin-
uous filings of financial statements are
reviewed in-depth only on a selective
basis. The SEC has a confidential set of
selection criteria through which it
chooses public companies for reviews.
These reviews include examining
whether a company adheres to generally
accepted accounting principles
(GAAP)—the same ground covered by
public auditors.

Recently, Canadian regulators have
become more aggressive in reviewing
continuous disclosure documents
including financial statements. The Brit-
ish Columbia Securities Commission
(BCSC) set up a program in 1998 that
covers financial statements and other
disclosures such as material change
reports, press releases, and websites. The
Ontario Securities Commission (OSC)
followed suit in 2000 with its “Continu-
ous Disclosure (CD) Review Program,”
which replaced a smaller scale financial
statement review program.

Under the new OSC program, issuers
with a head office in Ontario are sub-
ject to a CD review, on average, once

every four years. How often an
individual company is reviewed will be
determined, as in the US, by selective
review criteria. A full CD review covers
all CD documents (e.g. annual reports,
press releases, quarterly financial state-
ments, websites) in the same depth as a
prospectus review. In addition to full
reviews, the program includes
issue-oriented reviews, limited reviews,
and insider trading report reviews. An
OSC Staff Notice on the program indi-
cates that the OSC is participating on a
Canadian Securities Administrators
(CSA) Committee working towards
ensuring that all reporting issuers in
Canada, including foreign regulators,
are treated equitably. Reviewing
whether financial statements have been
prepared according to GAAP is a sig-
nificant part of both the OSC and
BCSC programs.

The shift towards greater scrutiny of
continuous disclosure is in response to
the Toronto Stock Exchange Committee
on Corporate Disclosure’s Final Report
(the Allen Report) released in 1997. The
report concluded that there was a suffi-
cient degree of non-compliance with the
current rules to cause concern, and rec-
ommended the creation of a limited
statutory regime for continuous disclo-
sure violations. The report also included
a set of “Additional Recommendations”
which included that Annual Informa-
tion Forms (AIFs) and material change
reports should equate to prospectus
level quality of disclosure, and AIFs
should be reviewed at least once every
five years.

Canadian securities regulators have
taken other steps to improve the qual-
ity of continuous disclosure including
requirements for audit committees to
review financial statements, and
requirements for boards to sign off on
annual financial statements. In addi-
tion, the regulators’ umbrella group,
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the CSA, has been exploring setting up
a civil liability regime for continuous
disclosure.

The Ontario Securities Commission’s
2001 Notice of Statement of Priorities
notes the OSC’s intention to continue
pouring resources into reviewing con-
tinuous disclosure documents. The real
motivation for doing so might be that
the OSC shares concerns that have
been raised in the US over the quality
of public audits and the independence
of auditors. In a 1999 speech, David
Brown, Chair of the OSC, notes that
“Concurrent with an apparent erosion
in the quality of financial reporting,
public accounting firms have been
emphasizing their transformation into
professional services firms in which
auditing is a shrinking part of their

business.”!

A recent report by Kroll Associates
commissioned by the Canadian Insti-
tute of Chartered Accountants suggests
the OSC’s concerns may, in fact, have
been exaggerated. Surveys revealed that
74 percent of the business community
rates the overall quality of audited
Canadian financial statements at 4 or
greater on a five-point scale. In addi-
tion, over 86 percent of the business
community thought audited state-
ments had improved (44%) in quality
or had not changed (42%) over the
past year. Both the business commu-
nity and retail investors ranked regula-
tors lowest in contributing to the
creditability of a public company’s
financial statements. Executive man-
agement was ranked the highest, fol-
lowed by boards and external auditors.

Securities regulators might conclude
that the Enron fiasco shows that more
resources should be ploughed into
reviews of continuous financial state-
ments. This would be a waste of
resources for both the regulators and
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the public companies that must bear the
compliance costs. Selectively duplicating
the efforts of public auditors does not
prevent Enrons from happening, but
merely creates investor confusion (as
opposed to confidence) since investors
have no idea if a public company’s
financial statements have been thor-
oughly reviewed recently by securities
regulators or not. In Canada’s case, the
potential for confusion is even greater
because regulators in different provinces
may have different interpretations of
how to apply Canadian GAAP. The
wastefulness of this exercise could
become even more significant if the
CSA proceeds with allowing Canadian
issuers to use US or international GAAP
for filings as outlined in a recent CSA
concept paper. Each provincial securi-
ties regulator would then need expertise
in three different sets of accounting
standards.

Regulators need to resolve their con-
cerns over the quality of auditing with
public auditors themselves, taking into
consideration the effectiveness of civil
liability regimes and oversight and disci-
plinary practices. Selectively duplicating
their work is counter-productive.

Note

Lpublic Accounting at a Crossroads.”
Remarks of David A. Brown Q.C., Chair,
Ontario Securities Commission to the Busi-
ness Leaders’ Luncheon; the Institute of
Chartered Accountants of Ontario, June 8,
1999. Available electronically at http://www.
osc.gov.on.ca/en/About/News/speeches. html.
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Free Trade

Free Market Reflections on the WTO Meeting in Doha

continued from page 36

side. The committee at first did not
make much progress. Then, in a sur-
prise move, Zoellick initiated a bilateral
meeting with Brazil. Between them, they
reached a compromise.

Their compromise text more closely
resembled Brazil’s initial position than
that of the US; it reconfirmed that
countries could issue compulsory
licenses in the event of a public health
“crisis.” What they could not resolve is
whether countries could import copied
drugs from other countries, such as
India, that do not have to offer patent
protection until 2005. In the end, they
sent the question to the trade ministers
who monitor TRIPS for an answer by
January 2003. All told, TRIPS survived a
major challenge intact and will continue
as the premiere set of international rules
on intellectual property.

The agreement on TRIPS and public
health generated the momentum to
resolve the other issues. The EU had
hoped that it could garner enough
developing country support on the
TRIPS issue in order to deflect the
attempts to put agricultural export sub-
sidies on the agenda. The EU appeared

ready to compromise every principle of
free trade in order to protect the mili-
tant and politically powerful French
farmers. The French anti-MacDonald’s
agitator, Jose Bove, was there, but
received only a fraction of the coverage
he received in Seattle. With TRIPS out
of the way, the EU had no allies on its
export subsidies. The EU had to agree
that the Doha Round would negotiate
export subsidies.

Canada opposes export subsidies on the
face of it. However, Canada may not be
completely clean on this issue. I argued
at Doha that Canada’s milk marketing
system provides an indirect export sub-
sidy through having artificially high
domestic prices. Representatives of Can-
ada’s milk industry, the largest number
of Canadian delegates at Doha, disagreed
vehemently. I heard various mutterings
that I was being un-patriotic (and ques-
tions as to why a Chilean NGO was
attending Canadian briefings). The
WTO was supposed to provide a clear
answer to whether milk marketing
boards provide an export subsidy in a
December 7" 2001 dispute resolution
panel appellate decision. The panel

The Dawning of the Age of the Regulator
continued from page 12

that there is always a tendency to seek tighter and tighter regulations. The situation is
thus depressing, but it is not beyond hope. There are now clear signs that people have
had enough of the restrictions imposed by the New Iron Cage. The question for us

now is how to go about dismantling it.
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fudged their answer and we can expect
more trade litigation on the question.

The Singapore issues were quickly dis-
posed of as the developing countries put
up a united front. That left the environ-
ment as the last issue on the table. The
EU kept up the pressure for subordinat-
ing WTO agreements to international
environmental treaties. India, having
already exhausted the patience of other
countries, ultimately agreed to the EU
demand for a reference to international
environmental treaties in the negotia-
tion of a Doha Round trade treaty.

The last-minute accession to the EU on
the environment poses a particular
threat to free trade in the long run. One
can easily imagine France banning the
import of any agricultural product on
the basis of some self-centered reading
of the “precautionary principle.” Some-
thing to the effect that if a good cannot
be proven not to be harmful to French
rural property values, no risks should
be taken. It proved too hard to keep
ministers focused on the risk of no-risk
when the planes were revving up on the
tarmac and everybody just wanted to
get home.

I have one final observation. The NGO
protests failed at Doha not because of
Qatari police pressure (there wasn’t any)
but because no one other than the media
was listening. Maude Barlow had her
picture taken, which was the extent of
her impact. Yes, many developing coun-
tries did consult with HIV/AIDS activ-
ists on the TRIPS question, but on the
major trade issues they kept their own
counsel. The African negotiators, far from
being naive and outgunned, appeared par-
ticularly well briefed and effective.

Doha signals that it is back to business:
the business of letting business trade.
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I Fraser Forum

by Owen Lippert

he first thing to remember about in-

ternational trade agreements is that
they are not about trade. They deal with
what governments do to trade. The re-
cent World Trade Organization meeting
in Doha, Qatar proved no exception.
The trade ministers’ Ministerial Declara-
tion released on November 14 is long
on defining the rights of governments to
intervene in international trade and
short on the individual’s right to engage
in commerece. Still, the ministers did
manage to launch a new, five-year
round of trade liberalization talks. For
that one should be graciously thankful,
particularly as the war in Afghanistan
provided plenty of reason to call off the
event.

I attended the meeting in Doha. Here I
will offer some of my observations on
what happened and on the emerging
dynamic of non-governmental organi-
zations (NGOs) and trade negotiations.

An unanswered question going into the
Doha meeting was whether or not the
140 trade ministers could even agree to
launch a new round, whatever its con-
tent. They had failed to launch the “mil-
lennium round” at the infamous WTO
meeting in Seattle in November 1999.
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The “stain of Seattle,” as the United
States trade representative Robert
Zoellick called it, did not result from the
well-publicized protests in the streets.
To be sure, the masked hooligans
smashing Starbucks outlets did not help.
But President Bill Clinton was the real
culprit. Rather than stand up to US
union leaders, Clinton put forward their
demands for labour and environmental
standards. The developing countries
rightfully saw Clinton’s action as
domestic grandstanding and withheld
their support for a new round under
such conditions.

Two years later, the developing coun-
tries had not changed their minds that
labour and environment standards rep-
resented the “back door” protectionism
of rich countries. The election of George
W. Bush as president resolved the Seat-
tle impasse by putting economic growth
ahead of protectionism as the keystone
of US trade policy.

Four substantive issues remained unre-
solved as the ministers flew into Doha.
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Foremost was reaching an agreement on
the latitude under the 1995 WTO agree-
ment on Trade Related Aspects of Intel-
lectual Property Rights (TRIPS) to deal
with the HIV/AIDS crisis in sub-Saha-
ran Africa. Second was the perennial
irritant of reducing agricultural trade
barriers, including export subsidies.
Third was the so-called “Singapore
issues” dealing with investment and
competition rules. Fourth was the
last-minute attempt by the European
Union to subject WTO trade agreements
to environmental treaty obligations.

The issue of TRIPS and public health
had received the most coverage prior to
Doha. In June, a group of African
nations, supported by Brazil and India,
had proposed suspending the TRIPS
restrictions on manufacturing copies
patented drugs, as well as exporting
those copied drugs to countries that
respect the patents on them. The US,
Switzerland, and Canada resisted this
implicit re-negotiation of TRIPS. The
EU decided to play broker between the
positions. This encouraged the coun-
tries wanting changes and irritated the
Germans and British whose interests lay
with the US.

I believed going into the meeting that
the TRIPS issue would prove a “deal
breaker.” What I and others had not
anticipated was how far the US was pre-
pared to move in order to launch a
Doha Round. When the TRIPS issue
had its initial airing in the Council of
the Whole (COW), all sides remained
apart. The Friend of the Chair, the Mex-
ican WTO ambassador, then struck a
committee to find a compromise. The
committee initially was stacked against
the US. After a protest by Pierre
Pettigrew, Canada’s trade minister,
Japan joined the committee on the US

continued on page 35



