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From the editor

ith the recent Canadian election just behind us, it is rel-

evant that a theme in this issue of Fraser Forum con-

cerns Canadian politics. More specifically, it focuses on
Canadass relationship with the United States, and the perceptions
that American politicians hold of Canada.

In 2009, Alexander Moens and Nachum Gabler identified
that “there are few objectively measured indicators that disclose
how each [country’s
governing] body views
the relationship be-
tween our two countries”

(pg-13). In an attempt to Wh d t CO ngreSS

provide concrete data
to confirm or contra- R
dict beliefs about the ll th /
Canadian-American reﬂ y ln <S
political relationship,

the pair undertook a C d
project examining how 0 f d n 61 d
Canadian parliamentar-

ians viewed cooperation

with the United States.

In 2011, they began a similar project examining the American
Congress in an attempt to determine what US senators and con-
gressmen have to say about Canada. They examined five areas in
particular—trade, health care, energy and the environment, the
border, and finally, defence and foreign affairs—to determine on
which issues American policy makers hold favourable or unfavour-
able views towards Canadian public policy decisions. Their study,
What Congress Thinks of Canada, was released at the beginning of
this month, and the cover story in this issue of Forum, Measuring
Congressional Views of Canada,” summarizes the findings of that
study.

This month’s Fraser Forum also includes an article addressing
Americas reliance on Canadian oil (pg. 4), the need to eliminate
public sector wage premiums (pg. 4), and a discussion of both the
Ontario and British Columbia provincial budgets (pg. 22-26). Fi-
nally, our two recurring features are also included in this issue of
Forum. In the “Quarterly Research Alert,” our researchers summa-
rize important studies on topics such as government performance,
taxation, and labour markets. In our newest section on regulations,
our energy expert Joel Wood has written an article about Canada’s
Nuclear Liability Act (pg. 35). I hope you enjoy this second appear-
ance of this new section.

Cari A. FErGusoN (fraserforum@fraserinstitute.org)

oo
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Canada

should follow
Wisconsin’s

lead

...and roll back the public sector wage premium

NieLs VELDHUIS AND MILAGROS PALAcIOS

acing a $3.6 billion deficit,
F Wisconsin Governor Scott

Walker recently declared
his state “broke” (Walker, 2011).
To overcome this fiscal challenge,
Governor Walker proposed cutting
generous public sector pension and
health care benefits and threatened
immediate layoffs if concessions
were not made. He also introduced
legislation to restrict collective bar-
gaining in the public sector and limit
future wage increases to the rate of
inflation.

Governor Walker has clearly
tapped into the growing backlash
from ordinary working taxpayers
against the generous compensation
of the public sector. His willingness
to tackle Wisconsin’s fiscal situa-
tion head-on is a welcome breath of
fresh air. While Canadian politicians
should be following Governor Walk-
er’slead, most are simply deferring fis-
cal problems into the future, unwilling
to make the tough choices today.

For instance, Ontario Premier
Dalton McGuinty’s government
plans to run a $16.7 billion deficit
(2.7% of GDP) this year and an-
other $67.6 billion over the next six
years (Ontario, Ministry of Finance,
2011). Jean Charest’s government in
Quebec plans to finish the year with
a $3.5 billion deficit (1.1% of GDP)
and another $3.3 billion over the
next two years (Quebec, Ministry of
Finance, 2011).

For Premier Ed Stelmach in
Alberta, no tough choices are being
made there either. His government
plans to run a deficit of $4.8 billion
(1.8% of GDP) this year and another
$4.1 billion over the next two years
(Alberta, Ministry of Finance, 2011).
Even Stephen Harper’s Conservative
government expects a $40.5 billion
deficit this year (2.5 % of GDP), and
plans to return the budget to balance
in five years by limiting spending
growth (something they have not done
to date) and hoping that revenues will

www.fraserinstitute.org

grow at 5.6% a year (Canada, Depart-
ment of Finance, 2011).

If our politicians here in Can-
ada admitted to the seriousness
of the current fiscal situation—as
Governor Walker has done in Wis-
consin—and were bold enough to
deal with the problem aggressively,
they would start cutting in the same
place: with overly generous public
sector wages and benefits. Like Wis-
consin, Canada’s public sector enjoys
a significant wage premium. That is,
workers in the public sector are paid
significantly more than comparable
private sector workers. Specifically,
after accounting for differences in
education and skills (and other fac-
tors that influence wages) public sec-
tor workers enjoy a wage premium
of up to 38%.

The premium varies depending
on occupation and industry. Those
in retail (sales clerks, cashiers, super-
visors) enjoy a 26% premium in the

continued on page 24
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MARK MILKE

ver the last several years, Canada’s oil exports
have been assailed by those who would like
to convince American consumers and policy
makers that they must choose between per-
fection and Canadian oil imports—which, as with any
processed product, carries some environmental costs.
The perfectionist-end choice assumes that a cessation of
imported oil from Canada (or at least oil from this coun-
try’s oil sands) would not have negative consequences.
Except that one such consequence would be the then-
created need to import more from potentially unstable
countries where security of supply might be interrupted
by revolutions or newly unfriendly regimes. Recent
events in Libya, while a minor supplier of oil imports
to the United States, are a reminder that it does indeed
matter from which countries the US imports its oil.

On an example of perfectionism, in 2010, city coun-
cilors in Bellingham, Washington voted 7-0 to “promote
energy alternatives to fossil fuels, and in particular, Can-
adian tar sands sources, and encouraging the use of al-
ternative transportation techniques” (Audette, 2010: A4).
Similarly, in 2010, a San Francisco-based environmental
lobby group, Corporate Ethics International, sponsored
billboards in the United States and United Kingdom to
urge potential tourists to Alberta to “rethink” their travel
plans. The group’s boycott was based upon their oppos-
ition to the oil sands (Gerein, 2011: A6).

6 Fraser Forum May/June 2011

Memo
to the
United
States:

Courtesy Suncor

The desire to improve is a human characteristic, but
long-lasting positive reforms must necessarily be based on
how men and women actually live, behave, and work; such
reforms must also occur within the physical limitations
they themselves face. To ignore real-world restrictions in
pursuit of an imagined ideal is not to improve the world, but
to ignore it, and to disregard the realistic choices available.

Available choices on energy at
present: A 10-point, factual check-in

Insofar as anti-Canadian oil advocates try to persuade
the American public and policy makers that the United
States can do without Canadian oil in whole or in part, a
factual “check-in” is thus required.

Fact #1: The United States now imports
5.4 million more barrels of oil per day than it
did in 1973

The United States imported 5.4 million more barrels of
oil per day in 2009 (the last year for which statistics are
available) than it did in 1973, an increase of 87%.With
rare exceptions, US oil imports have increased since
the 1970s, pausing and declining only in recessions (US
Energy Information Administration, 2011). Thus, the

www.fraserinstitute.org




question is not whether or not the US will import oil, but
which country will supply that oil to American consumers,
businesses, and government.

Fact #2: oil will remain the dominant fuel
through to 2035, at least

In its recent forecast to 2035, the International Energy
Agency (IEA) notes that “oil remains the dominant fuel
in the primary energy mix to 2035” The IEA forecasts
global demand for crude oil to reach 99 million barrels
per day by 2035; that is up from 63.1 million barrels in
1980 (IEA, 2010a: 1-2).

Fact #3: unconventional oil will increase in
importance through to 2035

The IEA also notes that unconventional oil (of which
Canada’s oil sands are an example) will play “an increas-
ingly important role in world oil supply through to 2035,
regardless of what governments do to curb demand” (em-
phasis added) (IEA, 2010b: 147-161).

Fact #4: Geo-political events can affect the
flow of crude oil imports from the Persian Gulf
region suddenly and dramatically—witness Iranin
1979 and Iraq in 1991

While activists such as Steve Kozel claim that the “energy

security benefits of tar sands oil have been exaggerated,”

(Kozel et al., 2010), the historical record demonstrates
otherwise. In 1978, Iran’s share of the US oil import mar-
ket was 555,000 barrels per day (6.1%). In 1979, the year
of the Iranian Revolution, that share dropped to 304,000
barrels (3.6%) and ceased altogether in 1980.

In Irag, a similar dramatic decline occurred due to
the first Gulf War. By 1990, Iraq’s supply of oil to the
United States reached 518,000 barrels per day (6.5% of
all US imports). After the invasion of Kuwait in August
1990 and the subsequent Gulf War in early 1991, imports
from Iraq ceased entirely.

In the case of Iran and Iraq, a replacement of their
relatively minor oil flows was possible. However, in 1991,
the year of the first Gulf War, Saudi Arabia provided the
United States with an average of 1.8 million barrels of
oil per day, or 23.6% of all American imports (all refer-
ences above from US Energy Information Administra-
tion, 2010a). If some unforeseen event had negatively af-
fected Saudi oil flows in 1991, it would have been much
more difficult to replace almost a quarter of America’s
oil imports, especially as interruptions in delivery also
increase prices on the rest of the world’s oil. In the event
of such a supply disruption, while an over-night switch
to more Canadian imports could not occur, a long-term
view should compare the security of Canadian imports
versus those of other countries. Put bluntly, Canada’s
flow of oil is unlikely to ever be imperiled by revolution
or an unfriendly arbitrary autocrat. Both realities have
occurred in the Middle East in the last 40 years. Recent
events also serve as reminder of such possibilities.

Figure 1: US crude oil and petroleum product imports:
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Source: US Energy Information Administration. (2011). International energy statistics.
http://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=MTTIMUS2&f=A, as of January 12, 2011.
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Fact #5: Growing world-wide demand for oil
means little room for disruptions in supply

Over the past three decades, oil consumption grew dra-
matically in some developing countries. For example, in
1980, the Asia and Oceania region consumed just 10.7
million barrels a day, or 17% of total world consumption
that year (63.1 million barrels per day). Almost three dec-
ades later by 2009, total world consumption rose to 84.4
million barrels per day and Asia and Oceania’s demand,
in particular, rose to 25.6 million barrels per day, or 30.4%
of oil consumption that year (US Energy Information
Administration, 2010b). Clearly, a secure supply of oil
from a stable country does indeed matter (or should) to
policy makers.

Fact #6: canada now provides more of
America’s oil and petroleum imports than all Per-
sian Gulf countries combined

In 1979, Persian Gulf countries accounted for just over
2 million barrels per day (24.5% of all US oil imports)
with little more than half-a-million barrels per day com-
ing from Canada (6.4% of all US imports). By 2009, the
Persian Gulf share declined to just under 1.7 million
barrels of oil per day (14.4% of all US oil imports) and
Canada’s share amounted to almost 2.5 million barrels
per day (21.2% of all US imports). Canada is now the lar-
gest supplier of crude oil to the United States (US Energy
Information Administration, 2010a).

Fact #7: oil exports from America’s two
NAFTA partners, Canada and Mexico, are closing
in on OPEC’s share

In 1979, The Organization of the Petroleum Exporting
Countries (OPEC) accounted for over 5.6 million barrels
per day (66.7% of all US oil imports). By 2009, that total
declined to under 4.8 million barrels per day (40.9% of
all US oil imports). Together, oil imports from America’s
two NAFTA partners grew from just under 1 million
barrels per day in 1979 to almost 3.7 million barrels per
day in 2009—or from 11.6% in 1979 to 31.5% in 2009
(US Energy Information Administration, 2010a).

Fact #8: Less Canadian oil would necessi-
tate more oil imports from non-North American
sources

A recent paper prepared for the US Department of
Energy on the proposed Keystone pipeline (that would
extend from Alberta south to Texas) found that any de-
crease in imports from Western Canada “would be filled
by offsetting increases in crude oil imports from other

Figure 2: Top 10 import sources of US oil and petroleum products in 2009
(with 1979 levels compared)
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Source: US Energy Information Administration. (2010b). US Imports by Country of Origin.
<http://www.eia.gov/dnav/pet/pet_move_impcus_a2_nus_ep00_im0_mbblpd_a.htm> as of November 8, 2010.
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Extractions from the Alberta oil sands comprise a large portion of Canadian petroleum exports to the US.

foreign sources, especially the Middle East (as the primary
balancing supplier)” (Ensys Energy, 2010: 6). Given real
security concerns—again, made obvious by recent events
in North Africa and the Middle East—security of oil im-
port supply should be noted by American policy makers
and/or those who would see to restrict oil imports from
amore friendly and secure supply source such as Canada.

Fact #9: canada’s oil production capability
matters to the question of price

On price, the claim that oil sands crude “does not lower
prices” because non-conventional oil is more expensive
to produce than conventional oil (Kozel et al., 2010) is
a mistaken assertion. True, oil from non-conventional
sources is more expensive to extract (IEA, 2010a: 139).
However, the final price of oil is determined not only by
the initial cost of production, but also by demand. Less
supply on the international market from any source tight-
ens supply and pushes prices up; in reverse, more oil on
the market from any source acts to keep prices lower. This
is straightforward supply and demand. Oil is an inter-
nationally traded commodity, the price of which is set
by that same international market.

Fact #10: canada acts as a counterbalance
to the potential for disrupted supply

Arguments that Canada’s oil exports from the oil sands
make little difference to supply are erroneous. An extra
supply of oil from a non-OPEC source by virtue of its
existence acts as a counterweight to OPEC and provides
possible spare capacity. Obviously, if oil is removed from
the international market due to a domestic crisis in some
oil-exporting country, a terrorist attack, declining re-
serves, or any other reason, the supply of oil to customers
will be affected. Canada’s existence as a major oil exporter
has an obvious potential to act as a counterbalance to
such tightened supply.

A summary portrait

Canada has the potential to greatly lessen American de-
pendence on non-North American sources of oil, and

www.fraserinstitute.org

Courtesy Suncor

thus avoid any economic and policy shocks that would
result from an over-reliance on countries with unpredict-
able and, in some cases undesirable, regimes. Simply put,
Canadian oil is in the US national interest.
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Properly designed,

MERIT PAY

for teachers will pay of

PeTER CowLEY AND NIELS VELDHUIS

t is safe to assume that all
British Columbians want chil-

dren to acquire the skills and
knowledge needed to build a
happy and productive life. In order
to ensure this opportunity for all, our
public schools should seriously con-
sider any innovation that promises
improved education for our children.
When it comes to teacher pay,

one might expect that a compensa-
tion package that pays a premium for

10  Fraser Forum May/June 2011

effective teaching—and encourages
less successful teachers to improve
their skills—would be one tool in the
improvement toolbox. Unfortunately,
that is not currently the case in Brit-
ish Columbia’s public schools. Here,
teacher compensation is governed by
a collective agreement with teacher
unions, which does not recognize ef-
fectiveness in its pay schedule.
Generally, British Columbia’s
teachers can earn a pay increase

www.fraserinstitute.org

 for students

Bigstock

in only two ways: experience and
additional education credentials.
All teachers get an annual increase
upon completing each of their first
ten years of service. The only other
way to get a boost is to get a post-
graduate degree.! Add to this the
fact that, under the same collective
agreements, it is nearly impossible to
penalize a failing teacher,” and you
have a compensation system that
contributes little to the improvement



of our children’s futures. As such,
some system of merit pay is certainly
worth considering. Broadly speaking,
the concept of merit pay includes any
compensation system that rewards
an employee for achieving specific
results. Such systems are common in
both the public and the private sec-
tors. Sales commissions, bonuses for
established levels of superior perform-
ance, piece work, team incentives, and
pay raises based on past success are all
common systems of merit pay.

The question is, do merit pay
systems actually work in education?
Fortunately, there is solid evidence
that properly designed merit pay
systems can have positive affects.
One recent study by University
of Chicago economics professor
Derek Neal, entitled The Design of
Performance Pay in Education re-
views the scholarly literature on
performance pay systems and their
effects; he finds “strong suggestive
evidence that total teacher effort
[rises] following the introduction of
performance [ie. merit] pay” (Neal,
2011: 44). There are, of course, ex-
ceptions, most notably bonus sys-
tems in England and Portugal that
“relied on subjective assessments
made by either education officials
or peer teachers” (Neal, 2011: 44).

Another recent study by Eco-
nomics Professor Victor Lavy pub-
lished in the prestigious American
Economic Review presents evidence
on the effect of monetary incen-
tives for English and math teachers
in Israel. Professor Lavy found that
“the incentives led to significant
improvements in test taking rates,
conditional pass rates, and mean test
scores. Improvements were mediated
through changes in teaching meth-
ods, enhanced after-school teaching,
and increased responsiveness to stu-
dents’ needs” (Lavy, 2009: 1979).

Of course, not all merit pay sys-
tems are designed equal. In an earlier
study, Professor Lavy offers guide-
lines for designing effective merit pay
systems. He highlights, among many
other criteria, that the system must
align performance with outcomes
and must be monitored closely to
discourage manipulation by teach-
ers. Professor Lavy concludes that
“many of the practical challenges
faced by performance-related pay
can be addressed through careful de-
sign of the system” (Lavy, 2007: 87).

BC union leader Jim Sinclair
will almost certainly trot out pre-
dictable objections to any merit pay
proposals. But identifying possible
objections to merit pay is helpful: it
informs better design, implementa-
tion, and operation of a merit pay
system. It certainly doesn’t mean
that a potentially valuable innova-
tion should be shelved out of hand.

Indeed, we owe it to our kids
to ensure that every aspect of our
education system is aligned with the
over-riding goal of increased learn-
ing. Since current compensation
does not contribute to achieving of
this goal, we ought to look for ways
to fix it. Merit pay deserves a long,
hard look.

www.fraserinstitute.org

Bigstock

Notes

1 See the Teacher Qualification Service
(TQS) category requirements at www.
tgs.bc.ca/requirements.html and Lo-
cal Collective Agreements 2006-2011
at http://bctf.ca/BargainingAndCon-
tracts.aspx?id=20788&libID=20778.

2 SeeLocal Collective Agreements, 2006-
2011 http://betf.ca/BargainingAndCon-
tracts.aspx?id=20788&1ibID=20778s of
February 21, 2011.
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Measuring

congressional

views of Canada

ALEXANDER MOENS AND NACHUM GABLER

Ithough both Canada’s Par-

liament and the US Con-

gress have the principal

say in policy making in
their respective countries, there are
few objectively measured indicators
that disclose how each body views
the relationship between our two
countries. To fill this void, in 2009,
we wrote a study examining how
Canadian parliamentarians perceive
cooperation with the United States
(Moens and Gabler, 2009). In our
most recent study, What Congress
Thinks of Canada, we focus on the
American national legislative body—
known as the Congress'—in an at-
tempt to determine the extent to
which US senators and congress-
men hold favourable or unfavour-
able views towards Canadian public
policy? American legislators com-
monly discuss Canada and its public
policy positions and generally indi-
cate their approval or disapproval of
such policies. This article does not
explain why American politicians
hold the perceptions of Canadian
public policy that they do, rather
it seeks merely to summarize and
state these positions as expressed
during congressional debates. For
a fuller analysis and more detailed
findings of the larger congressional
study, please read Moens and Gabler

(2011). Our findings show five im-
portant trends in Congress’s percep-
tion of Canada.

Trade

Both Democrats (61%) and Repub-
licans (65%)" in the House of Rep-
resentatives express positive views
on trade and commercial relations
with Canada. The Senate’s numbers
on trade are positive as well, albeit
somewhat lower: Democrats 54%,
and Republicans 55%. However,
these results are heavily influenced
by law makers who want their
American constituents to have eas-
ier access to the lower-priced brand
prescription drugs that they believe
to be available in Canada. Accord-
ing to US politicians, these drugs
are lower-priced primarily because
Canada imposes price controls
while the United States does not.?
When scoring all other trade is-
sues such as softwood lumber, BSE,
the Canadian Wheat Board, diluted
sugar molasses, etc., we find that the
perceptions and attitudes of the law
makers were generally negative. No-
tably, Democrats were more nega-
tive about trade issues with Canada
than were Republicans, particularly
during discussions of NAFTA. We
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found that about two thirds (67%) of
Democrats, both in the House and
Senate, were negative, while House
Republicans scored 35% negative
and Senate Republicans who scored
40% negative.

Our data thus reveal a sig-
nificant difference in perception
between the two political parties
towards trade with Canada. When
NAFTA is under discussion, Repub-
licans have a more tempered view
of Canada than their Democratic
counterparts. For Republicans, ad-
vocacy for free trade seems to super-
sede any trade disputes with Canada.
Conversely, Democrats are more
concerned with ballooning trade
imbalances within NAFTA.

Health care

During the recent debates over
health care reform in the US
(Obama Care), Republicans overall
tend to be very critical of Canadian-
style, single-payer, universal-cover-
age health care. While Democrats
overall do not speak out against
Canadian health care directly, they
avoided strongly upholding it as a
model for Americans.

Republicans certainly view
Canada’s health care system as an
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example to avoid (80% negative in
the House and 95% in the Senate).
The Democrats are almost polar op-
posites in their perception of Ca-
nadian health care provision (83%
positive in the House and 77% in
the Senate), but it must be noted
that this praise is confined to Cana-
da’s system of pharmaceutical price
controls only, rather than its single-
payer health system.

Energy and
the environment

During discussions on energy, both
Democrats and Republicans are
consistently positive in their per-
ceptions of Canadian policy. They
express strong support and good-
will on most matters related to en-
ergy and the environment, including
further development of Alberta’s oil
sands. The exceptions are usually
related to non-energy issues like
the maritime seal hunt. This strong
foundation bodes well for continued
cooperation between the two gov-
ernments and industry on energy
exploration and trade.

The House Republican view on
energy is overwhelmingly positive
(89%). The fact that even the House
Democrats have a positive score
(49%) should be even more reassur-
ing for the Canadian energy industry.
Our data suggest that the House has
a solid understanding of the impor-
tance of bilateral energy trade be-
tween Canada and the US, and may
well be able to withstand environ-
mentalist attempts to pursue restric-
tive policies on crude oil imports.

The border

Our data confirm what most Cana-
dians have surmised for some time:
both Republicans and Democrats in
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the House of Representatives view
Canada negatively when it comes to
our shared border and the handling
of border security issues. House
Republicans are substantially more
negative than the Democrats regard-
ing whether or not Canada poses a
security risk to the United States,
and also about the lack of progress
regarding new security measures
at the border (Republican negative
59% versus Democrat negative 38%).
The Republican Senate numbers are
somewhat better than the House
(Republican negative 22% versus
Democrat negative 40%). Our data
suggest that Canada remains highly
vulnerable to a congressional push
for more border security and a
thicker border with Canada.

Defence and
foreign affairs

The study’s data demonstrate that
both the House Republicans (82%)
and House Democrats (100%) con-
tinue to view Canada as a loyal, for-
eign ally and a reliable defence part-
ner. However, the overall number of
observations concerning defence and
foreign affairs was fairly small, with
just 30 observations mentioned in
this category between the 107" and
111" Congress. Even during the years
marked by disagreement between Ot-
tawa and Washington over Canada’s
lack of involvement in the 2003 Iraq
War, only negligible negative views
were expressed about Canada.

Like the House, Senate Demo-
crats (90%) and Republicans (86%)
were strongly and consistently positive
about the defence and foreign policy
rapport with Canada. Similar to the
House of Representatives, we found
that the actual number of observa-
tions pertaining to defence and for-
eign affairs matters in the Senate was
quite small, with just 17 observations
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recorded for this category during the
span between the 107" and 111" con-
gressional sessions.

Our finding on defence policy is
quite novel considering that many pol-
iticians and pundits in Canada feared
that Canada’s choice to opt out of the
Iraq War and missile defence would
lead to lasting “damage” to the political
relationship (Barry, 2005). However,
whatever discord there was between
the two administrations in Ottawa
and Washington appears not to have
been fuelled by sentiment in Congress.

Conclusion

The US Congress frequently takes
a position on Canadian policy and
Canadian-American relations. The
overall sentiment on trade with Can-
ada—outside the prescription drug
category—is skeptical at best and
often critical. Republicans are only
slightly more receptive to free trade
with Canada than Democrats. The
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overall negative sentiment on trade
poses a formidable challenge in nego-
tiating future trade deals between the
two countries. Just as troublesome is
the fact that American legislators are
suspicious of the shared border with
Canada and tend to favour stron-
ger enforcement and more security
which translates to a slower border
for trade. Given this sentiment, the
current Canada-US negotiations on
perimeter security are likely to be
challenged in Congress.

The good news from a Cana-
dian perspective is in our data on
energy, defence, and foreign policy.
Both parties tend to see Canada as a
partner in continental energy secu-
rity. The so-called “dirty fuel” debate
has not changed Congress’ views
that the Canadian oil sands form
an important source of US energy
supply. Despite widely publicized
squabbles between the executive
branches in Ottawa and Washing-
ton on missile defence and the 2003
Iraq War, our data shows that both

the Republicans and Democrats
continue to view Canada as a loyal
ally and a reliable defence partner.
The traditional benevolent view of
Canada remains intact and Cana-
da’s efforts in Afghanistan are rec-
ognized and appreciated by Ameri-
can politicians. It is encouraging to
know that Canadian policy makers
continue to maintain this source of
political goodwill within the Ameri-
can legislature.

Given the strong electoral man-
date the Canadian government re-
ceived on May 2", 2011, it would do
well to press for immediate progress
on perimeter security and border
thinning and to maintain the posi-
tive political capital generated from
close cooperation on defence policy
and foreign affairs.

Notes

1 The US Congress is composed of two
chambers: the House of Representatives
and the Senate. Senators represent their
entire state (two per state), whereas
House members represent a defined
number of people distributed over 435
districts nationwide. The views of both
chambers are discussed in this article.

2 To this effect, we designed a study
that would quantify and contextualize
these views, using the analytical tools
of content analysis. We collected 1830
substantial comments from the House
of Representatives and the Senate that
refer to Canada over a ten-year period
(2001-2011), and we noted Congress’
observations on various aspects of Ca-
nadian public policy as positive, neutral,
or negative. The comments made by US
law makers are stored in the Thomas
Archives of the United States Library of
Congress which can be can be accessed
via the following website. United States
Library of Congress (2010). Thomas Ar-
chives. <http://thomas.loc.gov/>.
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3 All percentages provided in this ar-
ticle are from Moens and Gabler, 2011.

4 Although the facts may be disput-
able (for instance, there are several
reasons brand prescription drugs may
be cheaper in Canada beyond just price
controls); however, the point is what
American politicians believe and claim
to be true during their discussions.
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Fiscal policy

Alesina, Alberto, Dorian Carloni, and Giampaolo
Lecce (2010). The Electoral Consequences of Large
Fiscal Adjustments. http://www.economics.harvard.
edu/faculty/alesina/files/Electoral%2BConseq%2Bo
f%2BLge%2BFiscal%2BAdjust.pdf.

It is no secret that many Canadian governments are fac-
ing large budget deficits that will require tough choices,
such as spending cuts, to bring them back to balance.
But, according to conventional wisdom, the political
costs of budget deficit reductions are high, as voters are
typically expected to punish deficit-cutting politicians
in the next election. This paper examines whether this
conventional wisdom is true. Specifically, it examines
whether the governments that quickly and significantly
reduce budget deficits are eventually voted out of office.
The paper uses data on 19 highly developed countries
(including Canada) from 1975 to 2008. The results show
that deficit-cutting governments do not face high politi-
cal costs—that is, they are not systematically voted out of
office. In fact, contrary to convention, governments that
avoid addressing the deficit tend to lose subsequent elec-
tions more often than average. The paper also explores
the relationship between the strength of a government
(i.e., whether it is a coalition or single-party government)
and its ability to reduce the deficit. Although the authors
acknowledge the difficultly of measuring a government’s
strength accurately, they find no “convincing evidence”
that only “strong and popular” governments can cut defi-
cits without political costs (12). In other words, govern-
ments of varying strengths can “tackle decisively budget
deficits without electoral losses” (2).

—Charles Lammam

Cogan, JohnF,, and John B.Taylor (2010). What the
Government Purchases Multiplier Actually Multiplied in
the 2009 Stimulus Package. NBER Working Paper No.
16505. National Bureau of Economic Research.

This paper considers the possible economic impact of
government purchases of goods and services under the
American Recovery and Reinvestment Act (ARRA). This
legislation enacted the United States government’s fiscal
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stimulus package of 2009. The paper examines various
types of government spending data—including federal
government purchases (e.g., national defence, equip-
ment, and law enforcement spending) and non-purchas-
es (e.g., transfer payments), state and local government
net lending and borrowing, and ARRA grants—from the
first quarter of 2009 to the second quarter of 2010. Con-
sidering all three levels of government (federal, state, and
local), the authors find that government purchases made
up only 2% of the $862 billion ARRA. While state and
local governments received large sums of money from
ARRA, the money was used mainly to reduce debt and
increase transfer payments (such as Medicaid). The find-
ings are significant because they show that even if one as-
sumes that government purchases have a large multiplier
effect—that is, that each dollar of government purchases
increases economic output by much more than one dol-
lar—government purchases under ARRA still did not
have a noticeable impact on the US economy. Specifically,
the authors note that “the effect of ARRA on purchases
appears to be so small that the size of the government
purchases multiplier does not matter much compared
to many other factors affecting the growth of GDP” (3).
—Alex Gainer

Tax Policy

Blomquist, Soren, and Hakan Selin (2010). Hour-
ly Wage Rate and Taxable Labor Income Responsive-
ness to Changes in Marginal Tax Rates. Journal of Pub-
lic Economics, 94, 11-12: 878-889.

Economists typically study the relationship between taxes
and the number of hours people work—i.e., whether hours
worked decline as taxes increase. In recent years, a growing
body of literature has emerged suggesting that individuals
may also respond to lower taxes by attempting to increase
their wages. In response to lower taxes, workers might im-
pact their wages by seeking better paying jobs, undertak-
ing more challenging and remunerated tasks, putting more
effort into wage bargaining and compensation, or working
more intensely. This study empirically analyzes how hourly
wages and labour income respond to a lower marginal tax
rate—tax paid on the next dollar of income earned. Using
survey data from Sweden from 1981-1991, the authors
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New studies, new ideas

find that a lower marginal tax rate does in fact increase
hourly wages. Specifically, a 10% drop in the marginal tax
rate leads to a 1.4%-1.6% increase in hourly wages for men
and a4.1%-5.7% increase in hourly wages for women. The
authors also find that a lower marginal tax rate increases
labour income: a 10% drop in the marginal tax rate leads to
increases of 1.9%-2.1% and 9.6%-14.4% in labour income
for men and women, respectively.

—Milagros Palacios

Government performance

Afonso, Antonio, and Davide Furceri (2010). Govern-
ment Size, Composition, Volatility,and Economic Growth.
European Journal of Political Economy 26, 4: 517-532.

While few would dispute that some level of government
activity is necessary for a well functioning economy, the
negative effects of too much government activity cannot
be understated. Using data from 28 countries (including
Canada) over the period 1970 to 2004, this paper measures
the effect of government size and volatility on economic
growth. Two indicators measure government size: total
spending and total revenue as a proportion of GDP. The
volatility of each indicator is measured as the variation
from the cyclical average (standard deviation)—i.e., the dif-
ference between current spending and the average spend-
ing over a business cycle. The results suggest that larger
governments reduce economic growth. Specifically, a one
percentage point increase in the proportion of total gov-
ernment spending and total revenue decreases economic
growth by 0.12 and 0.13 percentage points, respectively. In
addition, the volatility of government spending has a nega-
tive impact on economic growth for countries in the sample
belonging to the European Union. The paper also considers
the particular effects of components of government spend-
ing and revenue on economic growth. The analysis of the
components of total spending indicates that the size and
volatility of government consumption, the size of subsi-
dies, and the volatility of government investment have large
and statistically significant negative effects on economic
growth. Meanwhile, breaking down total revenue into its
components shows that the size and volatility of both indi-
rect taxes and social contributions reduce growth.
—Charles Lammam
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Measuring
corruption

Bigstock

Brollo, Fernanda, Tommaso Nannicini, Roberto
Perotti, and Guido Tabellini (2010). The Political Re-
source Curse. NBER Working Paper No. 15705. Na-
tional Bureau of Economic Research.

The authors examine whether an increase in government
revenues increases political corruption and decreases the
quality of politicians. They use data from Brazil from
2001 to 2008 where transfers of money from the federal
government to municipal governments are determined
by the size of the local population. The measure of cor-
ruption is broad and derived through publicly available
reports from the Brazilian government; it accounts for
whether a mayoral politician engaged in fraud, non-com-
petitive bidding in procurement contracts, over-invoic-
ing, diversion or non-utilization of funds, lack of com-
pleteness, budget irregularities, etc. The authors find that
an increase of federal transfers to municipal governments
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of 10% increases local political corruption by 17%. It is
easier for politicians to be corrupt, the authors argue,
when they have higher revenues at their disposal, since
they have more funds/options to keep voters happy and
distract them from the corruption. The authors also find
that an increase of 10% in federal transfers reduces the
fraction of political candidates challenging the incum-
bent mayor with college degrees by 7%. This latter result
occurs because corruption is more beneficial to indi-
viduals with fewer career opportunities, so lower quality
individuals are attracted into politics when government
revenues are increased.

—Alex Gainer

Labour markets

Tiagi, Raaj (2010). Public Sector Wage Premium
in Canada: Evidence from Labour Force Survey.
Labour. 24, 4: 456-473

The gap in pay and benefits between public and private
sector workers has been a topic of much interest and
debate among scholars, politicians, and taxpayers. Usu-
ally, public sector workers receive significantly higher
wages for similar work compared to their private sector
counterparts. This study estimates how much of the wage
differential is driven by the “pure” public sector wage
premium for both male and female workers in Canada
using data from Statistics Canada’s September 2008 La-
bour Force Survey. Since public sector workers might
receive higher wages due to “observable characteristics,”
the study accounts for such individual differences among
workers in the two sectors as education, marital status,
occupation, job tenure, unionization—among others.
The “pure” wage premium is the difference in public and
private sector pay that is not explained by these observ-
able characteristics. The findings suggest that while both
male and female public sector workers earn a pure wage
premium, the premium is higher for women. The esti-
mated average public sector wage premium for men is
17.3%, while it is 38.2% for women.

—Milagros Palacios
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The public sector premium
is higher for women

Bigstock

Poverty

Aaberge, Rolf, Manudeep Bhuller, Audun Langgr-
gen, and Magne Mogstad (2010). The Distributional
Impact of Public Services When Needs Differ. Journal
of Public Economics. 94, 9-10: 549-562.

Unlike much of the existing literature, this study ex-
amines the role of both cash and non-cash income in
measures of inequality and poverty. Non-cash income,
otherwise known as “in-kind benefits,” is measured as
the value of public services that low-income individuals
receive (i.e., health insurance, subsidized housing, etc).
Using data from municipal accounts and administrative
registers in Norway, the authors find that after account-
ing for non-cash income, inequality decreases by 15%
and poverty decreases by nearly a third. Since some in-
dividuals have different needs for public services—the
elderly, for instance, require more health services than
the young—the authors then adjust the data to reflect
the needs of different population sub-groups. Making
this adjustment reduces the effect of non-cash income
on inequality by about half; it also reduces the effect on
poverty to about one quarter.

—Amela Karabegovi¢
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Sen, Anindya, Kathleen Rybczynski, and Corey
Van De Waal (2011). Teen Employment, Poverty, and
the Minimum wage: Evidence from Canada. Labour
Economics. 18, 1: 36-47.

The authors examine the impact of minimum wage in-
creases on teen employment and poverty in nine Canadi-
an provinces from 1981 to 2004. They find that increasing
the minimum wage by 10% leads to a 3%-5% decrease in
teen employment among those 15-19 years old. They also
find that a 10% hike in the minimum wage increases rates
of poverty by 4%-6%. Poverty in this case is measured by
Statistics Canada’s Low Income Cut Offs (LICOs), which
gauges the percentage of individuals who spend more
than 64% of their income on basic necessities. The au-
thors note that higher minimum wages increase poverty
by increasing the unemployment rate of low-income in-
dividuals, resulting in a reduction in their incomes.
—Amela Karabegovi¢

Foreign investment
regulation

Bandick, Roger, Holger Gorg, and Patrik Karpaty
(2010). Foreign Acquisitions, Domestic Multinationals,
and R&D. IZA DP No. 5252. Discussion Paper Series.
http://ftp.iza.org/dp5252.pdf

Recent attempts by foreign multinationals to “take over”
domestic firms have sparked debate about whether
governments should block these deals to “protect” the
interests of Canadians. We often hear that foreign own-
ership will hurt Canada because highly skilled jobs at
a company’s headquarters will, like the office itself, be
relocated elsewhere. This paper examines this concern
for a specific type of headquartered activity: research
and development (R&D). Using data on Swedish firms
from 1993 to 2002, the authors examine what happens
to R&D activities in a domestic firm once it gets taken
over by a foreign multinational. Contrary to the claim of
relocation, they find R&D activity in Swedish firms does
not decline after foreign multinationals acquire them. In
fact, R&D intensity increases between 3% and 10% after
foreign acquisition. The positive R&D effects are stronger
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for the acquisition of domestic non-multinationals than
for Swedish multinationals. Based on the Swedish expe-
rience, Canadians need not fear foreign multinationals
relocating R&D activity abroad.

—Charles Lammam

Health policy

Gaynor, Martin, Rodrigo Moreno-Serra, and
Carol Propper (2010). Death by Market Power: Reform,
Competition, and Patient Outcomes in the National
Health Service. NBER Working Paper No. 16164. Na-
tional Bureau of Economic Research.

The authors estimate the impact of competition on hos-
pital outcomes following policy reforms introduced in
the United Kingdom’s National Health Service (NHS).
Specifically, they use NHS data to measure the effects
of competition on patient outcomes in UK hospitals af-
ter the introduction of a new payment scheme in 2006
when hospitals began receiving set payments based on a
patient’s diagnosis. Prior to the reform, public agencies
negotiated prices with certain providers in exchange for
services. In addition to the new payment structure, pa-
tients were also given a choice of five hospitals at which
to obtain treatment. The objective of the NHS reforms
was to increase competition among hospitals. As prices
became uniform across providers and patient choice in-
creased, hospitals were forced to compete on quality. In
analyzing 68,000 discharges per year per hospital from
162 hospitals, the authors find that the 2006 reforms re-
sulted in significant reductions in mortality and length of
stay without changes in hospital expenditures. They esti-
mate that increased competition among hospitals result-
ed in a net benefit of approximately £227 million, which
only included the value from decreased death rates. The
authors conclude that monopoly power for hospitals is
harmful to patients as it significantly increases their risk
of death. Overall, their findings suggest that competition
among hospitals saves lives without raising costs.
—Mark Rovere
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ast year, seven provinces in-

creased the minimum wage

(HRSDC, 2010). An eighth

province, BC, joined course
on May 1*. While poverty activists,
politicians, and policy makers who
push for higher minimum wages
might do so with good intentions,
the unpleasant reality is that mini-
mum wage increases do not help the
poor.

Start with one of the most com-
mon misconceptions, that the ma-
jority of minimum wage earners are
adults struggling to make ends meet
while supporting families. In fact,
the typical minimum-wage worker
is young and lives at home. Accord-
ing to Statistics Canada, nearly 60%
of minimum wage workers in Cana-
da are between the ages of 15 and 24,
and of these about 86% live at home
with their parents (Statistics Cana-
da, 2011). In addition, many of the
adults earning minimum wage are
supplementing their family income
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Minimum
wages

don't help
the poor

with part-time work during child-
bearing years and retirement.

Since the benefits of increased
minimum wages largely accrue to
young people still living at home and
adults supplementing their family
incomes, it is hard to see how they
are a solution to poverty. Yet, it gets
worse. The single largest problem
with minimum wage increases is
that they result in job losses; they
increase labour costs for employers
who respond by reducing the num-
ber of employees and/or the number
of hours worked.

Studies consistently
show minimum

wage increases have
negative employment
effects

A recent study by renowned mini-
mum-wage experts Professor David
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Neumark, of the University of Cali-
fornia, and Dr. William Wascher,
US Federal Reserve Board econo-
mist, comprehensively reviewed the
academic studies on minimum wages
over the past 15 years. In total, they
reviewed more than 100 studies cov-
ering 20 countries and found that the
“overwhelming majority” of studies
consistently show that minimum wage
increases have negative employment
effects (Neumark and Wascher, 2007).

The empirical evidence from
Canada shows much of the same.
At least 14 academic studies have
examined the impact of minimum
wage increases in Canadian prov-
inces. Based on these studies, a 10%
increase in the minimum wage is
likely to decrease employment by an
average of 3-6% for young workers
(aged 15 to 24) (Godin and Veldhuis,
2009). For young workers most di-
rectly affected—those earning be-
tween the current minimum wage
and the proposed higher wage—the



impact is more acute, with employ-
ment losses of up to 20%.

Lost job opportunities for
young people are especially unfortu-
nate given that entry-level positions,
which generally pay the minimum
wage, are a stepping stone to better-
paid employment. These jobs enable
workers to develop skills and gain
experience that ultimately lead to
higher productivity and wages. In

Young workers are
most affected

e

Fotolia

fact, research shows that after one
year, more than 60% of minimum
wage workers earn more, with a
typical wage increase of about 20%
(Smith and Vavrichek, 1992). After
two years, the percentage of work-
ers earning more than the minimum
wage increases to more than 80%
(Long, 1999).

Of course, some workers will be
lucky enough to keep their jobs and
maintain their hours worked after a
minimum wage hike, but even they
will likely not be better off. Research
shows that employers often respond
to a minimum wage increase by re-
ducing other benefits and on-the-
job training. One study found that
the proportion of young workers
receiving formal training fell by two
percentage points for every 10% in-
crease in the minimum wage (Neu-
mark and Wascher, 2001).

Given that higher minimum
wages decrease employment op-
portunities, benefits, and on-the-
job training, it is not surprising that
recent evidence from Canada shows
that minimum wages increase, rath-
er than decrease, poverty. A study
published in Labour Economics
earlier in 2011 examined minimum
wage increases in nine Canadian
provinces over two decades, from
1981 to 2004 (Sen et al., 2011). The
authors found thata 10% increase in
the minimum wage increases pov-
erty rates by 4-6%.

While it might feel good to
jump on the “raise the minimum
wage” bandwagon, alook at the facts
indicates that such policies have very
negative consequences. The truth is
that minimum wage hikes actually
hurt the poor.

www.fraserinstitute.org
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Ontario’s
budget

lacks a
credible
plan

NieLs VELDHUIS, CHARLES LAMMAM,
AND MiLAGROS PALAcIOS

n his March budget speech, On-
tario Finance Minister Dwight
Duncan trumpeted his govern-
ment’s fiscal record, saying: “Our
government has a strong track record
of fiscal prudence and discipline”
(Duncan, 2011: 9). He called the gov-
ernment’s plan to tackle Ontario’s defi-
cita “prudent, proven, and responsible
approach” (Duncan, 2011: 7).

The unfortunate reality for On-
tarians is that this government’s fis-
cal record has been nothing short of
a disaster and their most recent bud-
get did little to bolster its credibility.

Since being elected in 2003,
Premier Dalton McGuinty and his
colleagues have proven inadequate
at managing Ontario’s finances. Our
recent study, Measuring the Fiscal Per-
formance of Canada’s Premiers, found
that Premier McGuinty performed
worst among ten provincial premiers
at managing the government’s spend-
ing, tax policy, and deficits and debt
(see Lammam et al., 2010). As a result,
Ontario desperately needed a budget
that actually turned a corner in man-
aging the province’s finances, and not
one that just paid lip service to doing so.

Duncan’s proposed deficit re-
duction plan allows deficits to con-
tinue until 2017/18." All told, the
Ontario government proposes to
rack up another $67.5 billion in debt
due to deficits from the current fiscal
year through to 2017/18.2 With this
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plan, the provincial debt will swell to
40.6% of GDP in 2014/15 from 29.0%
in 2008/09. The continued deficits
stem from the McGuinty govern-
ment’s unwillingness to address its
spending problem. Rather than cut
spending to help Ontario balance
its books in the near term, the gov-
ernment is relying on the hope that
it will be able to constrain spending
growth in the future and eventually
match revenues to spending.

In other words, the McGuinty
government is delaying the tough
decisions into the future in the hopes
that revenues will grow robustly over
the next seven years. Specifically, the
2011 budget plan assumes revenues
will grow at an average rate of 4.3%
from 2011/12 to 2017/18 while the
government holds spending increas-
es to an average rate of 2.0%.

This plan would, of course, be
more believable if the current gov-
ernment had a track record of pru-
dent spending. However, as figure
1 demonstrates, this is simply not
the case. During its first term in
office, the McGuinty government
ramped up spending from $79.8 bil-
lion in 2003/04 to $103.0 billion in
2007/08, an increase of nearly 30%.
Then came the recession, and spend-
ing increased by $19.5 billion from
2008/09 to 2010/11 in the hope of
“stimulating” the economy.

Now, rather than return spending
to pre-stimulus levels, it is set to grow
again for 2011/12 (albeit modestly)
and for the remaining years of the
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governments fiscal plan. If Premier
McGuinty and Minister Duncan are
able to stick to their plan, spending
will reach $141.2 billion in 2017/18,
another 15% above where we are today.

Instead of continually increas-
ing spending, a credible plan for
balancing the budget would have
involved some deep self-reflection
on what brought the government’s
finances to this situation—that is, its
wild-spending spree (Veldhuis and
Palacios, 2009).

To return to balance within a
reasonable time, Minister Duncan
should have reduced spending to pre-
stimulus levels. In fact, reductions in
spending of $5.9-billion, or 4.8%,
over the next three years would have
balanced the budget by 2013/14, four
years earlier than the current plan.

But Minister Duncan deferred
the hard decisions—conveniently
until after the provincial election
later this year—and announced the
creation of a new commission that
is being asked to provide advice on
how the government can “acceler-
ate its plan to eliminate the deficit”
and to make recommendations for
how government can reform the way
public services are delivered.

Rather than discussing how
to close the deficit, what Ontario
needed from Duncan was the type
of straight-shooting language that
former prime minister Paul Mar-
tin used when he tackled the fed-
eral deficit in 1995: “The debt and
deficit are not inventions of ideology.



They are facts of arithmetic....The
only thing Canadians want is clear
action” (Martin, 1995: 2). Martin’s
tough language was supported by a
plan that led to the elimination of
a federal deficit much larger than
the one with which Duncan is now
grappling (4.8% of GDP compared
with Ontario’s current deficit of
2.7%) within three years, not seven.

While reforming the public sector
to “get better value for taxpayers’ mon-
ey’ is anotable goal, Duncan was quick
to note that the increased use of the pri-
vate sector in doing so would be an un-
likely result. He stated: “The commis-
sion will not make recommendations
that would. . .lead to the privatization of
health care or social services” (Ontario,
Ministry of Finance, 2011: 71).

That is unfortunate since most
other developed nations with the
same health care goals as Canada
(universal access) allow competi-
tion from the private sector in the
delivery of publicly funded care. As
a result, these countries are able to
purchase more health care for less
money (Skinner and Rovere, 2010).
Similarly, education and other

government services could be im-
proved vastly through program re-
form and increased private-sector
involvement, while spending less.
Ontarians needed a new fis-
cal direction and a serious plan to
return fiscal sanity to the province.
What they got was the same old
unsustainable spending increases,
large deficits, and additional debt.

Notes

1 Please note that, unless otherwise
stated, all figures cited in this article
are taken from Ontario’s 2011 budget
(see Ontario, Ministry of Finance, 2011).

2 This follows $42.4 billion in deficits
incurred between 2008/09 and 2010/11.
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Figure 1: Increased spending not a credible deficit reduction strategy
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Canada should follow Wisconson’s lead

Continued from page 5

public sector. Those in management
enjoy an 18% premium; child-care
and home-support workers receive
a 15% premium; while financial,
secretarial, and administrative oc-
cupations receive a 13% premium.
Even chefs and cooks receive 15%
more in the public sector (authors’
calculations).!

This is just the wage premium;
factor in pension, health, and other
benefits such as job security, and
there is no wonder there is a grow-
ing backlash against public sector
compensation.

Typically, public sector services
(health care, education, garbage col-
lection, transit services, etc.) are pro-
vided in a monopoly environment.
That is, very few services are exposed
to competition. When governments
have a monopoly on service provi-
sion, public sector unions can ex-
tract a significant wage premium by
threatening to strike. And if they do,
we have no alternatives to the mo-
nopolized services.

A dramatically different situa-
tion exists in the private sector. Sup-
pose unionized workers at a grocery
store decide to exercise their right
to strike. First, the strike does little
more than inconvenience consum-
ers because so many alternatives
are available. Second, competitive
pressures push both the employer
and union to settle their differences
quickly. Unions facing such pres-
sures generally understand that un-
reasonable wage increases and other
demands will ultimately be detri-
mental to the company and result in
reduced employment. Meanwhile,
the employer must balance the neg-
ative effects of a prolonged dispute
(lost market share, customer dissat-
isfaction, reduced profitability, etc.)
with demands for wage increases.

In the private sector, competi-
tive pressures on both parties help

resolve disputes on terms with which
both sides can live. No such mecha-
nism exists when the service is pro-
vided by a government monopoly.
That is why public sector unions
can extract significant premiums for
their services.

To rectify the problem, and re-
store the fiscal health of Canadian
governments, our politicians should
learn from Governor Walker and
roll back the wage premium. Ca-
nadian governments should also
restrict collective bargaining in the
public sector by banning the right
to strike for all public sector em-
ployees, and by having their wages
and benefits linked to private sector
counterparts.

Rather than the inherently
political negotiation process that
currently exists, public sector com-
pensation should be determined by
wage boards—independent govern-
mental bodies responsible for col-
lecting, analyzing, and setting wages
in the public sector on the basis of
wages and benefits in the private sec-
tor.2 One of the main benefits of this
approach is to better match public
sector wages with economic condi-
tions of the times.

During the recession and into
the recovery, Canadians in the pri-
vate sector have unfortunately dealt
with job losses as well as reduced
wages and benefits, while public
sector workers enjoy their premiums
and demand even more.” It is time
our politicians fixed this imbalance.

Notes

1 The calculations presented in this
paper are based on Statistics Canada
Microdata file: Labour Force Survey,
which contains data collected in Sep-
tember 2008.
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2 Please see Christensen (1980) for
a more complete discussion of wage
boards.

3 Examples are the recent strikes in-
volving garbage collectors and transit
workers in Toronto. See Kirby (2009).
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Spending
challenges

leave BC's new
premier with
less budget
flexibility than

promised

NieLs VELDHUIS, CHARLES LAMMAM,
AND MiLAGROS PALAcIOS

n the midst of a party leader-
ship race, BC’s then finance
minister Colin Hansen did the
right thing in February 2011,
by delivering a status-quo bud-
get, one that was void of major new
policy initiatives (British Columbia,
Ministry of Finance, 2011). Now

that the BC Liberals have elected
their new leader, however, it is up
to Premier Christy Clark to deter-
mine whether she will stick with the
budget plan or alter priorities. Ei-
ther way, Premier Clark faces some
daunting challenges.

For starters, consider the $2.55
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BC Gov

billion Mr. Hansen indicated is
available for the new premier’s top
priorities.! While the 2011 budget
contains $2.55 billion in “flexibility”
funding over the next three years
($950 million in 2011/12 and $800
million in each of the following two
years), it also plans for deficits to-
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Competition
nroduces
nigher-quality
nealth care

talling $1.19 billion over the same
period. Because deficits are money
the government does not have, this
so-called “flexibility” should not be
used for new spending.

The real “flexibility” built into
the budget is $1.36 billion: $2.55 bil-
lion minus the cumulative deficits
over the next three years ($1.19 bil-
lion); $1.36 billion sounds like a lot,
but it’s just 1% of the $128 billion the
government plans to spend during
the next three years. And the 1% is
only available if Premier Clark can
stick to the budgeted spending plan.
Herein lies a major problem. The
2011 budget assumes average growth
in program spending of 1.5% over
the mnext
three years.
However,
nothing in
the Lib-
eral gov-
ernment’s
track re-
cord sug-
gests that it
will be able
to stick to
this plan.

“Overruns” have been histori-
cally common with actual spending
coming in significantly above budget
projections. For example, the Liber-
als’ 2010 budget proposed spending
$38.2 billion in 2010/11 (British Co-
lumbia, Ministry of Finance, 2010),
but actual spending is set to come
in $500 million higher at $38.7 bil-
lion (British Columbia, Ministry of
Finance, 2011).

Over the past three years, spend-
ing has been $1.2 billion higher than
what the Liberals initially budgeted.
If the same trend holds for the next
three years, the $1.36 billion in “flex-
ibility” will essentially be wiped out.

Also troubling is the looming
referendum on the harmonized
sales tax (HST). If British Colum-
bians vote down the HST, the prov-
ince could be forced to repay the

26  Fraser Forum May/June 2011

$1.6 billion in transitional funding
provided by the federal govern-
ment. Because the budget does not
explicitly account for the possibil-
ity of repaying the $1.6 billion, the
budget’s bottom line could suffer a
serious hit.?

If that is not concerning enough,
the single largest budgetary threat is
health care. BC’s aging population
presents alooming budget challenge
as health care spending continues to
consume a larger portion of govern-
ment resources. By 2013/14, health
care will account for nearly 46% of
the government’s program spending,
up from 37% when the Liberals were
first elected in 2001. If Premier Clark
does not bring health care spending
under control, she will be unable to
finance other priorities, including
much needed tax relief.

The solution to the health care
challenge is to get more for the mon-
ey the province already spends. To
do so, Premier Clark and her col-
leagues should look to countries
with universal access health care
that are able to buy more and higher
quality care for less money. Experi-
ence in these nations suggests that
BC should adopt two key health pol-
icies: cost sharing and competition
in the delivery of publicly funded
care (Esmail, 2009).}

International evidence shows
that competition produces higher-
quality care than monopolistic
public provision of services. In ad-
dition, research illustrates that when
patients are responsible for some of
the cost of their care, they use fewer
resources and end up no worse off
in terms of health outcomes. By
introducing just these two sensible
health policies, BC would reduce
public health spending and improve
service quality.

Fixing BC’s health care system
to free up money for other key pri-
orities might not be easy, but it is
achievable. Let’s hope Premier Clark
is up for the challenge.

www.fraserinstitute.org

Notes

1 Please note that, unless otherwise
stated, all figures cited in this article are
taken from BC’s 2011 budget (British
Columbia, Ministry of Finance, 2011).

2 Beyond the fiscal impact to the gov-
ernment, cancelling the HST and re-
verting back to the PST-GST system
would have major negative conse-
quences for BC’s economy in terms of
reduced investment, employment, pro-
ductivity, and wage growth (Lammam
et al., 2010).

3 Esmail’s discussion of these two
health care reforms pertains to Ontario,
but the implications for BC are similar.
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MARK ROVERE

rovincial governments across Canada are
facing a serious crisis in public finances as
government health spending is growing at
unsustainable rates. The most recent data in-
dicate that in nearly every province, health
costs continue to follow their long-term trends of grow-
ing much faster than government revenues. At the same
time, patients are facing shortages of medical resources
and declining access to necessary medical care (Barua
et al., 2010). Unless provincial governments are willing
to deviate from the status quo and acknowledge that the
current means of financing medical services in Canada
is not working, Canadians will continue to pay more for
health care services while getting less in return.
According to Canada’s Medicare Bubble: Is Gov-
ernment Health Spending Sustainable without User-
based Funding?, our annual study that measures the
sustainability of provincial government health spending,’
total government spending on health grew at an average
annual rate of 7.5% across all provinces over the period
2000/2001 to 2009/2010. During the same time, total
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available provincial revenue from all sources, including
federal transfers, grew at an average annual rate of 5.7%;
while the economy, measured by gross domestic product
(GDP), grew by only 5.2% (figure 1). By definition, gov-
ernment health spending is deemed unsustainable when
it grows faster on average than total revenue. Thus, the
most recent data show that averaged across the provinces
(over the most recent ten-year period), provincial health
expenditures have been growing at unsustainable rates as
they have grown faster than revenues and the economy.

If these trends continue, provincial governments will
be allocating the bulk of their revenues to pay for health
care, taking money away from other important govern-
ment services. Critically, this is not a recent problem, it
is systemic. Government spending on health has grown
faster on average than GDP over the entire history of
Medicare. The result is that total government health ex-
penditures accounted for 8.4% of GDP in 2009 up from
5.4% of GDP in 1975 (Canadian Institute for Health In-
formation, 2010).
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Figure 1: National 10-year average annual percentage growth rates for
provincial government health expenditures (GHEX) and total available
revenue (TAREV), 2000/2001-2009/2010; and gross domestic product (GDP),
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Sources: Department of Finance (2010); Provincial Public Accounts (2006-2010); calculations by authors.

Future projections

Future projections based on the
most recent ten-year growth trends
show that health costs in eight out of
ten provinces are on pace to consume
50% of total revenues by 2028 (figure
2). By the end of 2011, both Ontario
and Quebec will already be spending
half of their total available revenues
on health care, and four additional
provinces (Saskatchewan, Alberta,
British Columbia, and New Bruns-
wick) are on pace for government
health spending to consume 50% of
revenues by 2017. While Manitoba
and Prince Edward Island are not
expected to spend half of provincial
revenues on health care until 2026
and 2028 respectively, they are still
faced with the same predicament and
will soon be forced to make tough
policy decisions. Simply put, while
some provinces are worse off than
others, this fundamental sustainabil -
ity problem exists in each one.
Although the projections
are alarming, the severity of the
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situation becomes much more se-
vere when federal transfers are ex-
cluded from provincial revenues.
As figure 3 shows, in the 2009/2010
fiscal year, government health
spending consumed over 50% of
total available own-source revenue
(TAOREV)—total revenue minus
federal transfers—in every prov-
ince except for Alberta (48%). Nova
Scotia consumed the largest share
of own-source revenue on health
expenditures (87.7%), compared to
74.2% in New Brunswick, 71.9% in
Quebec, 65.5% in Prince Edward
Island, 63.1% in Ontario, 62.8% in
Manitoba, 60.3% in Newfoundland
and Labrador, 55.2% in Saskatche-
wan, and 54.6% in British Columbia.

More money is not a
solution

Allocating more money to provin-
cial health care has not resulted in
increased access to, or the availabil-
ity of, medical services and resources,
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thus is not a solution to the problem.
For example, despite significant in-
creases in health spending across
Canada, the most recent data show
that wait times for access to medi-
cal services have increased in every
province over the ten-year period
(Baruaetal., 2010). In 2010, patients
waited approximately 18.2 weeks
from the time they obtained a refer-
ral from a general practitioner to the
time they received treatment from a
specialist. This means that Canadians
waited 96% longer for elective sur-
gery in 2010 than they did in 1993,
when wait times were 9.3 weeks

In addition, research shows that
in comparison to its international
counterparts, Canada lags behind
many developed nations in the size
of its medical technology inventory
(for instance the number of CT and
MRI machines per population) and
the availability of medical resources
such as physicians and nurses, even
though it is one of the most expensive
universal-access health care systems
in the world (Esmail, 2008; Skinner



Figure 2: Number of years until government health expenditures (GHEX) consume 50%
of total available revenue (TAREV), 2010 forward, by province, based on the most recent
10-year trends in GHEX and TAREV.
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Figure 3: Government health expenditures (GHEX) as a percentage of total
available revenue (TAREV) and total available own-source revenue (TAOREV),
2009/2010, by province.
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and Rovere, 2010a). At the same
time, provincial publicly funded drug
programs are increasingly covering
only a small percentage of new med-
icines. As of December 31%, 2009,
only 20.3% of new drugs approved by
Health Canada as safe and effective
in 2008 had actually been approved
for reimbursement by the provinces
(Skinner and Rovere, 2010b).
Rationing access to health ser-
vices has the effect of slowing growth
in government health spending in the
short term. However, the rationing
of health goods and services cannot
continue indefinitely without increas-
ing medical risks for patients. Unfor-
tunately, under the current financing
model, policy makers do not have
many tools at their disposal—cutting
medical services or increasing taxes
are the only two options. With that
in mind, it is absurd to suggest that
governments can sustain the health
system indefinitely by raising taxes.
Not only is this political suicide, but
rising taxes discourages economic
growth and reduces the long-term
potential revenue base for govern-
ments (Karabegovic et al., 2004).

User-based funding

We must change the way in which
health care is financed in Canada be-
fore health expenditures absorb a/l
public revenues. The ways to do this
are quite simple: introduce policies
that create sensible economic incen-
tives for users and providers to use
(and provide) the system more re-
sponsibly and efficiently. This can
be achieved by introducing patient
cost-sharing (such as user fees or
percentage based co-payments) and
allowing both for-profit and non-
profit health providers to compete for
the delivery of publicly insured ser-
vices. These policies are common in
the majority of industrialized coun-
tries, and would introduce the nec-
essary competitive incentives that
would naturally regulate the supply
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and demand of medical services and
resources. In addition, provincial
governments should relinquishing
their health insurance monopoly and
allow Canadians to purchase parallel
private health insurance for all types
of medical goods and services. Echo-
ing what the Fraser Institute has been
advising for years, these sensible
policy solutions have recently been
recommended for Canada by the
Organization for Economic Coop-
eration and Development and the In-
ternational Monetary Fund (OECD,
2010; IMF, 2010).

Private financing schemes are
common in many other countries
that guarantee universal access to
medical care. There is no reason that
policy makers should continue to
disregard other European countries
such as Switzerland and the Neth-
erlands, which are achieving the
social goal of universal health care
without facing unsustainable health
expenditures and rationed medical
services. As the 2004 federal/pro-
vincial health accord is set to expire
in 2014, the federal government
should not get more involved in the
management of provincial health
systems. Instead, the federal gov-
ernment should suspend enforce-
ment of the Canada Health Act for
five years to allow the provinces to
experiment with private sources of
funding. Canadians cannot afford to
wait any longer—it is time that pol-
icy makers face economic realities
and introduce meaningful reform.

Notes
1 In previous years the annual study
was titled Paying More, Getting Less:

Measuring the Sustainability of Gov-
ernment Health Spending in Canada.
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edical technologies are an
important component of
medical care and can pro-

vide significant benefits to patients.
Medical technologies can advance
the identification and treatment of
disease, provide more comfortable
treatment regimes and reduce pain,
offer new treatment options where
none previously existed, and pro-
vide a safer environment for both
patients and providers (Esmail and
Wrona, 2008). Put simply, advanced
and sophisticated medical technolo-
gies improve health outcomes and
the quality of life for patients fortun-
ate enough to have access to them.
Numerous reports and studies
show that Canada lags behind many
other developed nations in the size
of its medical technology inventories
(see for example, OECD, 2010; Es-
mail and Wrona, 2008). Notably, this
is occurring in spite of $3 billion in
targeted federal transfers to Canada’s
provincial governments between
2000 and 2006, and in spite of the
fact that Canada maintains one of
the developed world’s most expen-
sive universal-access health insur-
ance programs (Esmail and Wrona,
2008; Esmail and Walker, 2008). The
lack of access to advanced medical
technologies can seriously affect the
comfort of patients undergoing

treatment, the success of treatment,
patient longevity, and quality of life
following treatment (Esmail and
Wrona, 2008).

Apart from the size of med-
ical technology inventories, their
age and sophistication are also im-
portant because they determine the
quality of services. Relative to their
newer counterparts, older medical
technologies are generally less reli-
able and need more maintenance;
may provide a lower quality output
or be less accurate; may be less safe
for patients and operators; and may
expose patients to greater risk (Es-
mail and Wrona, 2008). Newer, more
sophisticated medical technologies
can allow for shorter examination
or operation times, higher quality
output, and can provide additional
services (Esmail, 2008; Esmail and
Wrona, 2008).

The inventory of Canada’s med-
ical technologies can be compared
against guidelines published by the
Canadian Association of Radiolo-
gists, and by the European Coordin-
ation Committee of the Radiological
and Electromedical Industries.! The
comparisons indicate whether or
not Canada’s current, limited inven-
tory of medical technologies is up
to date. The comparisons give some
insight into the investment in new

technology and the replacement of
older, outdated equipment by Can-
ada’s health care system.

The analyses below treat med-
ical equipment located in hospitals®
separately from equipment in free-
standing facilities; it is important
to separate these two classifications
because in-hospital technologies
are generally available to patients
through taxpayer-funded health
care programs, while equipment in
free-standing facilities is not always
available through these channels.

ECCREI

The rules published by the Euro-
pean Coordination Committee of
the Radiological and Electromed-
ical Industries (ECCREI) for the
evaluation of medical equipment
can be found in a report by Ontario’s
Expert Panel on MRI and CT (Kel-
ler, 2005). The guidelines divide the
age of equipment into three categor-
ies. Equipment up to five years old
is considered to reflect the current
state of technology, and the rules
state that at least 60% of the installed
equipment should fall within this
category. Equipment six to ten years
old is still fit for use, but replacement
strategies must be developed for it;
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the ECCREI rules state that not more
than 30% of the installed equipment
base should be in this category. Tech-
nologies older than ten years are con-
sidered to be no longer “state-of-the
art, and the ECCREI rules specify
that it is essential that this equipment
be replaced. No more than 10% of the
installed equipment should be older
than ten years.

A careful examination of the
age of Canada’s medical technolo-
gies, using these standards to strat-
ify technologies into three distinct
groups (current state of technol-
ogy; still fit for use but should be
replaced soon; and no longer “state-
of-the-art”) is shown in table 1
(hospital-based technologies) and
table 2 (free-standing facility-based
technologies).

In all but the case of MRI and
PET!, Canada’s hospital-based in-
ventories of technologies conform to
the standards outlined by ECCREI
for machines zero to five years old.
Only SPECT/CT and PET/CT? in-
ventories conform to the ECCREI
standards for the percentage of ma-
chines six to ten years old. Finally,
only PET inventories do not con-
form to the ECCREI standards for

machines greater than ten years old.
It should be noted that when PET
and PET/CT inventories are com-
bined, the all-PET-capable inventory
conforms to the ECCREI standards.
Interestingly, this performance is
little changed from that measured
for Canada’s technology inventory
at January 1%, 2007 in Esmail (2008).

Canada’s clinics generally per-
form worse than Canada’s hospitals
under the ECCREI guidelines for
newer and middle-aged MRI and
CT scanners, and do not conform
to the standards in either case. For
older machines, Canada’s clinics
have a slightly higher proportion
of MRI machines aged ten years or
older and a lower proportion of CT
scanners aged ten years or older than
hospitals, and do conform to the EC-
CREI guidelines for the proportion
of medical technologies that can be
tolerated to be older than ten years.

Canadian Association
of Radiologists

Another set of guidelines for the
appropriate age of medical tech-
nologies comes from the Canadian

Association of Radiologists (CAR).
Their recommended lifecycle guide-
lines for select technologies can be
found in The Province-wide Diagnos-
tic Imaging Review and Framework
for Strategic Planning report for the
Saskatchewan Department of Heath
(ProMed Associates Ltd., 2004).
These guidelines provide a slightly
different set of standards by defining
the maximum life expectancy of ma-
chines. As the report notes, “When
machines exceed their maximum life
expectancy, concerns arise related to
equipment age, availability of parts,
utilization capabilities, upgrade abil-
ity, clinical relevance, operational
reliability and performance, safety,
redundancy, serviceability, and in-
creased operational costs” (ProMed
Associates Ltd., 2004: 72). Put suc-
cinctly, machines past their lifecycle
guideline can be unreliable and can
have limited clinical relevance.

A comparison of Canada’s med-
ical technology inventories to the
CAR guidelines is given in table 3
(hospital-based technologies) and
table 4 (free-standing facility based
technologies). It should be noted
that PET is not included in the dis-
cussion below as a guideline for PET

Table 1: The age of Canada’s hospital-based medical technology inventories,
relative to the rules from the European Coordination Committee of the Radiological and
Electromedical Industries (ECCREI), January 1%, 2009

ECCREI rules Hospital-based inventories
MRI CT  SPECT/CT PET/CT PET
Number of units N/A 225 442 64 27 6
0-5 years old At least 60% of the installed 56.9% 61.1% 93.8% 85.2% 16.7%
equipment base should be
younger than 5 years
6-10 years old Not more than 30% of the in- 35.1% 32.6% 6.3% 14.8% 50.0%
stalled equipment base should
be between 6 and 10 years old
>10 years old Not more than 10% of the 7.1% 5.9% 0.0% 0.0% 33.3%
installed base can be tolerated
to be older than 10 years
Age not reported N/A 0.9% 0.5% 0.0% 0.0% 0.0%
Age of oldest machine(s) N/A 24 17 8 7 13
(years)

Sources: Keller, 2005: 38; CIHI, 2010; calculations by author.
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Table 2: The age of Canada’s free-standing facility-based medical technology inventories, relative to
the rules from the European Coordination Committee of the Radiological and Electromedical
Industries, January 1%, 2009

ECCREI rules Free-standing facility-based inventories
MRI cT SPECT/CT PET/CT PET
Number of units N/A 54 23 2 2 3
0-5 years old At least 60% of the installed equipment base 38.9% 47.8% 100.0% 100.0% 100.0%
should be younger than 5 years
6-10 years old Not more than 30% of the installed equipment 48.1% 43.5% 0.0% 0.0% 0.0%
base should be between 6 and 10 years old
>10 years old Not more than 10% of the installed base 7.4% 4.3% 0.0% 0.0% 0.0%
can be tolerated to be older than 10 years
Age not reported N/A 5.6% 4.3% 0.0% 0.0% 0.0%
Age of oldest N/A 12 1 2 3 5

machine(s) (years)

Sources: Keller, 2005: 38; CIHI, 2010; calculations by author.

was not provided in ProMed Associ-
ates Ltd. (2004).

Canadians should be concerned
that more than 12% of hospital-based
CT scanners, and more than 36% of
hospital-based MRI machines were
beyond their life expectancy at the
start of 2009 (see table 4). In addi-
tion, at the start of 2009, a further
6.3% of MRI machines, 8.4% of CT
scanners, and 3.1% of SPECT/CT
units were at their lifecycle guide-
line. Put simply, a sizable portion
of Canada’s MRI and CT scanners
were due to be replaced at the start
of 2009 with a large portion due to
be replaced soon after that.

Across all of Canada’s hospital-
based technologies for which data
is available from the CIHI (except
PET scanners), 18.0% (136 of 754
units) was beyond its CAR lifecycle
guideline at the beginning of 2009.
This means that a little less than 2
out of every 10 units were due to
be replaced at the start of 2009. A
further 7.0% was at its CAR lifecycle
guideline at the start of 2009.

For comparison, at January 1*,
2007, 29.9% of MRI scanners and
11.6% of CT scanners were past their
lifecycle guideline. This means that
the state of Canada’s installed med-
ical technology inventory has deteri-
orated according to the guidelines

set by the Canadian Association
of Radiologists between 2007 and
2009.

Free-standing facilities fared
worse than hospitals according to
the CAR standards. Specifically,
more than 13% of CT scanners, and
45% of MRI scanners were past their
CAR lifecycle guideline at the start
of 2009 with another 9.1 and 13.7%
at their lifecycle guideline respect-
ively in free-standing facilities. This
is a deterioration from the state of af-
fairs at January 1, 2007 when 36.8%
of MRI machines and 9.5% of CT
scanners were past their guideline.

This being said, the maximum
ages of medical technologies in free-
standing facilities is much lower
than in Canada’s hospitals.

Conclusion

The CIHTI's data on medical technol-
ogy inventories reveals that Canada’s
health care system often fails to pro-
vide the quality of technology speci-
fied by the Canadian Association
of Radiologists, and the European
Coordination Committee of the
Radiological and Electromedical
Industries. These failures of the Can-
adian approach to health care policy
are particularly alarming in light of

www.fraserinstitute.org

the fact that Canada maintains one
of the developed world’s most ex-
pensive universal access health care
systems (Esmail and Walker, 2008).
Canada’s health care system could be
doing much more to replace older
equipment to the benefit of both
patients and health care providers.

Notes

1 Unlike previous analyses by Esmail
(2008) and Esmail and Wrona (2008),
this article does not examine the age
of gamma cameras, lithotriptors/litho-
tripsy units, angiography suites, cardiac
catheterization labs, or bone densitom-
eters as data for these technologies was
not available from the CIHI’s website.
Interestingly, Esmail (2008) finds that
these technologies tended to be much
older (in terms of adherence to the
guidelines examined below) than the
technologies examined here.

2 According to the CIHI, hospitals
are defined as “an institution where
patients are accommodated on the ba-
sis of medical need and are provided
with continuing medical care and
supporting diagnostic and therapeu-
tic services. Hospitals are licensed or
approved as hospitals by a provincial/
territorial government, or are operated
by the Government of Canada and in-
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Table 3: The age of Canada’s hospital-based
medical technology inventories, relative to
CAR guidelines, January 1%, 2009

Hospital-based inventories

MRI CcT SPECT/  PET/CT
CcT

Number of 223 440 64 27
units
CAR lifecycle 6 years 8 years 8 years 8 years
guideline (CT) (CT)
Percent 36.3% 12.5% 0.0% 0.0%
beyond
guideline
Percent at 6.3% 8.4% 3.1% 0.0%
guideline
Age of oldest 24 17 8 7

machine(s)
(years)

Sources: ProMed Associates Ltd., 2004: 72; CIHI, 2010;
calculations by author.
Note: Machines whose age was not reported in the CIHI data

are not included in this table.

Table 4: The age of Canada’s free-standing
facility-based medical technology inventories,
relative to CAR guidelines, January 1%, 2009

Free-standing facility-based inventories

MRI CcT SPECT/ PET/CT
cT

Number of 51 22 2 2
units
CAR lifecycle 6 years 8 years 8 years 8 years
guideline (@] (CT)
Percent be- 45.1% 13.6% 0.0% 0.0%
yond guideline
Percent at 13.7% 9.1% 0.0% 0.0%
guideline
Age of oldest 12 11 2 3
machine(s)
(years)

Sources: ProMed Associates Ltd., 2004: 72; CIHI, 2010;
calculations by author.
Note: Machines whose age was not reported in the CIHI data

are not included in this table.

34 Fraser Forum May/June 2011

clude those providing acute care, extended and chronic care,
rehabilitation and convalescent care, psychiatric care” (CIHI,
2008a). On the other hand, free-standing facilities “range from
specialized services run privately by physicians, radiologists,
dentists, chiropractors, or mammography programs to broad-
based imaging centres offering a wide range of tests” (CIHI,
2008a).

3 PET (Positron Emission Tomography): a highly specialized
imaging technique that uses short-lived radioactive substan-
ces. This technique produces three-dimensional coloured im-
ages. Unlike CT and MRI, which look at anatomy or body
form, PET studies metabolic activity or body function. PET
scanning has been used primarily to evaluate problems of the
heart and nervous system and to demonstrate the spread of
cancer.

4 PET/CT and SPECT/CT: These newer fusion technologies
combine functional and anatomical imaging from SPECT or
PET and CT in the same display.
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anada’s Nuclear Liability Act came into effect in
‘ 1976. The act sets a limit of $75 million in li-

ability for operators of nuclear power generating
facilities in Canada. This cap limits operator liability for
off-site damages caused by accidents at Canadian nuclear
facilities; proof of fault and/or negligence is irrelevant to
the liability. Damages above and beyond $75 million are
the responsibility of the Government of Canada, not the
facility operator. The Government of Canada is not legally
liable for excess damages, but Parliament does have the
ability to authorize further compensation from public
funds (Nuclear Liability Act, 1970). Thus, the guaranteed
total compensation is limited to the $75 million. Although
the liability cap may result in lower cost electricity, it re-
quires many citizens to bear the risk of catastrophic dam-
ages. The liability cap is an implicit subsidy to the nuclear
industry and should be replaced with unlimited liability.

Liability caps act as an implicit subsidy because the
Nuclear Liability Act also requires operators to carry suf-
ficient insurance to cover the $75 million of damages for
which they are potentially liable. A cap on liability re-
duces the insurance premium paid by the operator. The
higher the liability cap, the more insurance the operator
must hold, which then requires the payment of a larger
insurance premium. Liability caps also make it easier to
obtain private financing to build nuclear facilities. These
facilities have large up-front costs and low year-to-year
operating costs, so the ability to raise initial funds is ex-
tremely important. This issue is not as applicable to Can-
ada as to other jurisdictions, such as the United States,
since the vast majority of Canadian nuclear facilities are
owned by public utilities, meaning that they do not rely
on private financing. Therefore, in the case of Canada,
there is even less justification for a liability cap.

The most recent, peer-reviewed estimates of the val-
ue of the implicit subsidy in Canada were made by Heyes
and Heyes (2000). The study uses data derived from actual
nuclear insurance premiums to calculate the cost of cover-
ing the risk of damages under the Canadian liability cap.
They use a range of damage scenarios for low-probability,
catastrophic nuclear accidents. In the majority of cases, the
implicit subsidy is less than 1 cent per kilowatt hour, and
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is never above 5 cents per kilowatt hour (4.76 cents is the
largest estimate).' Canada generated 7.55 billion kilowatt
hours of electricity from nuclear energy in September 2010°
(Angevine and Murillo, forthcoming), thus the implicit
subsidy for that month falls somewhere between $100,421
and $35.95 million in 2010 dollars (author’s calculations).

The current liability cap in Canada is not indexed to
inflation. This presents a problem since a dollar in 1976
could purchase approximately 275% more than a dollar
in 2010 (Statistics Canada, 2011; author’s calculations).
Therefore, the Canadian liability cap, although constant
in nominal terms, is actually decreasing in real terms. The
implication of this is that the implicit subsidy is currently
increasing on an annual basis.

Canada’s liability cap does not compare favourably
to nuclear liability frameworks in other developed coun-
tries. The nuclear liability caps for several other developed
countries are displayed in figure 1. The liability caps in all
of the developed countries listed are significantly higher
than $75 million. Japan and Germany have unlimited li-
ability.® The current nuclear liability cap in the United
States is outlined in the Price-Anderson Amendments
Act of 2005. Individual operators are liable for damages
up to $95.8 million with an additional $10 billion in li-
ability covered through an industry-wide pool of funds.
Both amounts are explicitly set in 2003 US dollars and
are therefore indexed to inflation.

Prior to the recent dissolution of Parliament, there
was legislation pending that would increase the liability
cap to $650 million and would allow it to increase in the
future through ministerial directive (Nuclear Liability
and Compensation Act, Bill C-15, 2010). This amount is
comparable to caps in other jurisdictions and can be in-
creased to reflect inflation without having to pass further
legislation. Increasing the cap only decreases the subsi-
dy; it does not eliminate it. The Government of Canada
should proceed with legislation that removes the liability
cap entirely rather than legislation that maintains it, or in-
creases it to be harmonious with other jurisdictions.

Calls for removal of subsidies for electricity genera-
tion from renewable sources (Wood, 2011) need to be
accompanied by calls for removal of nuclear subsidies as
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Regulation

Figure 1: Total nuclear liability in selected countries

well. The electricity prices people pay
should reflect the true cost of genera-
tion including the risk of catastrophic
damages. Removing the liability cap
allows this risk, no matter how small,
to be internalized into the cost of elec-
tricity from nuclear sources. The new
session of Parliament presents a per-
fect opportunity for the government
to remove the nuclear liability cap.

1000 4

500 -

CDNS$ millions

Notes 0+

1 Currency is in 2010 cents, converted
from 1995 cents using Consumer Price
Index data from Statistics Canada (2011).

Unlimited

$10+ billion
Unlimited

$2.1 billion

2 Total Canadian electricity production
in September 2010 from all sources was
39.86 billion kilowatt hours of which 19%
was from nuclear sources (Angevine and
Murillo, forthcoming).

3 In the Japanese system, operator liabil-
ity is waived in the event of nuclear acci-
dents resulting from natural disaster or
armed conflict. Canada’s Nuclear Liabil-
ity Acthas the armed conflict exemption,
but not the natural disaster exemption.

Fund.
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