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Why are 
people setting 
up charitable 
gifts using 
permanent 
whole-life life 
insurance? 

 
by Michael Etherington

There are several very good reasons. Often 
referred to as Canada’s safest asset class 
because of the built-in guarantees and 
consistent healthy annual dividends which are 
immediately vested (zero volatility), whole-life 
life insurance has outperformed the majority 
of equity investments in the last decade and 
both investors and charitable organizations are 
taking notice. 

Also, the death benefit is always much more 
than the amount you deposit into the plan, 
which means your gift really gets magnified  
by the Insurance Company. Since no one  
really knows when they are going to die, this 
is an excellent way to leave a legacy to your 
chosen charity. 

Here are two ways to make a gift of permanent 
whole-life life insurance:1.1You own the plan. 

1. When you are the owner of a permanent 
life insurance policy you name the 
beneficiary or beneficiaries. If you name 
a charity or several charities, when you 
pass away, the death benefit will go directly 
to the named charity or charities tax free 
and your estate will get a tax credit on 
your final return. This way you will leave 
a lasting legacy. Having the funds bypass 
the estate means they won’t get held up or 
contested, and the gift will not be subject 
to probate fees.

2. The charity owns the plan and you fund 
it. By making the charity the owner and 
beneficiary of the permanent life insurance 
plan, the insured (donor) receives a tax 
receipt for 100% of the premium they 
pay each year—just as they would if they 
were making a regular donation—and the 
charity has access to not only the cash 
value inside the policy while the donor is 
alive, but also the death benefit when the 
donor dies. By setting up the plan this way, 
the charity can count on the planned gift. 

Michael Etherington is a Certified 
Financial Planner in Vancouver, BC and 
member of the Fraser Institute Foundation’s 
Gift Planning Advisory Group.  

For more information on how this way of 
giving to the Fraser Institute Foundation 
can be incorporated into your estate 
planning, please contact Linda Ashton.
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Since 2007, Europe has been in an economic crisis. 
While the crisis has a number of aspects, the under-
lying economic problem is the competitive straight-

jacket created by the euro currency zone for southern 
economies. In Saving the euro by opening the exit door (p. 
15), Fraser Institute Michael A. Walker Research Chair in 
Economic Freedom, Fred McMahon, discusses historical 
currency mistakes and how the euro is a similar econom-
ic error. The article outlines options that the European 
Union has in order to keep the currency while maintain-
ing competitiveness and balancing Eurozone countries.

This issue of Fraser Forum also looks into Canada’s 
pensions. In Reforming Old Age Security: A good start but 
incomplete (p. 8), Fraser Institute researchers detail how 
raising the age for Old Age Security (OAS) from 65 to 
67 is an excellent start to updating the seniors’ income 
program but more could be done. Mark Milke, Fraser In-
stitute senior fellow, details Saskatchewan’s public sector 
pension reforms of the late 1970s in Controlling soaring 
public sector pension costs: Lessons from the Saskatchewan 
NDP (p. 10) and explains how these changes could be ad-
opted in other Canadian provinces.

Environmental issues are taken up in both The “sci-
ence” of global warming, part 1 (p. 20) and Neil Young’s 
utopian vision of Mother Earth (p. 25). In the former, 
Kenneth P. Green discusses the United Nations Inter-
governmental Panel on Climate Change’s latest report on 
man-made climate change, while the latter explains why 
Canadian folksinger Neil Young’s remarks on Alberta’s oil 
sands were incorrect and ignore important aspects of bi-
tumen extraction. 

You will also find articles on Canada’s access to new 
medication (p. 23), American Right-to-Work laws (p. 5), 
and much more.

We hope you enjoy this issue.

—Emma Tarswell

From the editor
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Prior to 2012, the momentum 
and even interest in so-called 
Right-to-Work (RTW) laws, or 

what are more accurately referred 
to as Worker Choice laws, was non-
existent. Very little reform had hap-
pened for over a decade despite the 
positive economic effects of such 
laws. Things changed in 2012 when 
Indiana and, more shockingly, in 
the bedrock of unionism in the US, 
Michigan, decided to implement 
RTW laws. These tectonic shifts 

in labour laws south of the border 
have reinvigorated interest in la-
bour law reform in Canada.

Rather than debate, these laws 
tend to be caricatured, particularly 
in Canada. To reasonably discuss 
or even consider the merits of such 
laws, one needs to understand 
some basics. First, in the US, fed-
eral law prohibits workers from 
being forced to join a union and 
workers are allowed to opt-out of 
union dues that are not related to 

representation regardless of state 
law.

Starting in 1943 (Florida) 
through to 2012 (Indiana and 
Michigan), 24 US states decided to 
expand on the federal legislation 
to allow workers in their states to 
fully opt-out of union dues. These 
extensions of federal law became 
known as Right-to-Work (RTW) 
laws. Note that they do not prohib-
it unionization nor do they limit 
union organizing. What these laws 

Jason Clemens and Niels Veldhuis

Should 
Right-to-
Work come 
to Canada?

Bigstock
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do is provide workers with more 
choice with respect to dues pay-
ment.

Labour laws in Canada are 
markedly different. Mandatory 
union membership and full dues 
payments are permitted as a con-
dition of employment in all Ca-
nadian provinces, as well as firms 
covered by federal legislation. This 
means that workers at a unionized 
firm are required to become union 
members and financially support 
the union. 

Academic research has con-
firmed that such laws result in 
different rates of unionization. 
Canada’s private sector union rate 
in 2012 was 17.7 percent compared 
to 10.0 percent in non-RTW states 
and just 3.9 percent in RTW states.

Unionization rates have con-
sistently been shown to negatively 
affect rates of economic growth, 
business investment, and employ-
ment. Our recent analysis of RTW 
laws, US Worker Choice Laws, and 
implications for British Columbia 
and Ontario confirms these previ-
ous results. Specifically, our results 
indicate that on average, RTW 
laws increase economic growth by 
about 1.8 percent and employment 
by about 1 percent.

For those who might interpret 
such results as small, consider 
the following application of these 
results to Ontario and British 
Columbia. Specifically, if either 
of these provinces implemented 
such laws, the US experience sug-
gests that GDP would increase by 
$11.8 billion in Ontario ($874 per 
person) and $3.9 billion in Brit-
ish Columbia ($844 per person). 
Additionally, employment would 
be expected to increase by almost 
57,000 jobs in Ontario and 19,000 
in BC.

Given the state of Ontario’s 
economy, its finances, and its on-
going struggle to regain its com-
petitiveness, these results should 
at the very least stimulate a serious 
discussion of labour reform. Con-
sider, for example, that Ontario 
and Ohio (many expect the Buck-
eye State to adopt RTW laws in 
2015) are now the only non-RTW 
states in the heavy manufacturing 
region around the I-75 corridor.

It’s also worth noting an analy-
sis of manufacturing in Ontario 
based on the experience of Okla-
homa. Like Ontario, the Sooner 
State is surrounded by both RTW 
and non-RTW states. Oklahoma 
implemented RTW laws in 2001 
and its manufacturing sector has 
benefited greatly. For example, the 
rate of growth in the manufactur-
ing sector in Oklahoma was 17.6 
percent higher after the imple-
mentation of RTW laws compared 
to before their introduction.

Applying the experience of 
Oklahoma to Ontario and con-
sidering the switch of Indiana and 
Michigan to RTW states, a con-
servative estimate of the benefits 
to Ontario’s manufacturing sector 
includes a 9 percent increase in 
manufacturing output, which rep-
resents roughly $4 billion in added 
manufacturing in 2012 (similar re-
sults were found for BC).

Capital and labour are highly 
mobile and jurisdictions are aggres-
sively competing to attract skilled, 
entrepreneurial, and industrious 
labour, as well as business invest-
ment. Labour laws alone are not the 
sole solution to becoming competi-
tive but they are an integral part of 
a policy environment conducive to 
entrepreneurism and investment. 
Canadian provinces from coast to 
coast would be well served to seri-
ously consider labour law reforms 
based on the experiences of US 
states like Oklahoma.

... the US experience suggests 
that GDP would increase by $11.8 
billion in Ontario ($874 per 
person) and $3.9 billion in British 
Columbia ($844 per person) ...
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Dishonesty, lying, and cheat-
ing are not treated with the 
right amount of opprobrium 

in today’s society. To gain an appre-
ciation for the significance of honesty 
and trust, consider what our day-to-
day lives would be like if we couldn’t 
trust anyone. When we purchase a 
bottle of 100 pills from our pharma-
cist, how many of us bother to count 
the pills? We pull in to a gasoline sta-
tion and pay $35 for 10 gallons of 
gasoline. How do we know for sure 
whether we in fact received 10 gal-
lons instead of 9 3/4? You pay $7 for a 
1 pound package of filet mignon; do 
you ever independently verify that 
you in fact received 1 pound? In each 
of those cases, and thousands more, 
we simply trust the seller.

There are thousands of cases in 
which the seller trusts the buyer. Hav-
ing worked 40 hours, I trust that 
George Mason University, my employ-
er, will pay me. People place an order 
with their stockbroker to purchase 100 
shares of AT&T stock, and the stock-
broker trusts that he’ll be paid. Compa-
nies purchase 5 tons of aluminum with 
payment due 30 days later.

Examples of honesty and trust 
abound, but imagine the cost and 
inconvenience if we couldn’t trust 
anyone. We would have to lug 
around measuring instruments to 
make sure that it was in fact 10 
gallons of gas and 1 pound of steak 
that we purchased. Imagine the 

hassle of having to count out the 
number of pills in a bottle. If we 
couldn’t trust, we’d have to bear the 
costly burden of writing contracts 
instead of relying on a buyer’s or a 
seller’s word. We’d have to bear the 
monitoring costs to ensure com-
pliance in the simplest of trans-
actions. It’s safe to say that what-
ever undermines honesty and trust 
raises the costs of transactions, 
reduces the value of exchange and 
makes us poorer.

Honesty and trust come into play 
in ways that few of us even contem-
plate. In my neighbourhood, workers 
for FedEx, UPS, and other delivery 
companies routinely leave packages 
that contain valuable merchandise 
on the doorstep if no one answers the 
door. The local supermarket leaves 
plants, fertilizer, and other home 
and garden items outdoors overnight 
unattended. What’s more, the super-
market displays loads of merchandise 
at entryways and exits. In neighbour-
hoods where there’s less honesty, 
deliverymen leaving merchandise 
on doorsteps and stores leaving mer-
chandise outdoors unattended or at 
entryways and exits would be equiva-
lent to economic suicide.

Dishonesty is costly. Delivery 
companies cannot leave packages 
when the customer is not home. The 
company must bear the costs of mak-
ing return trips, or the customer has 
to bear the costs of going to pick up 

the package. If a supermarket places 
merchandise outside, it must bear 
the costs of hiring an attendant-plus 
retrieve the merchandise at the close 
of business; that’s if it can risk hav-
ing merchandise outdoors in the first 
place.

Honesty affects stores such as su-
permarkets in another way. A super-
market manager’s goal is to maximize 
the rate of merchandise turnover per 
square foot of leased space. When 
theft is relatively low, the manager 
can use all of the space he leases, in-
cluding outdoor and entryway space, 
thereby raising his profit potential. 
That opportunity is denied to super-
markets in localities where there’s less 
honesty. That in turn means a higher 
cost of doing business, which trans-
lates into higher prices, less profit, 
and fewer customer amenities.

Crime, distrust, and dishonesty 
impose huge losses that go beyond 
those suffered directly. Much of the 
cost of crime and dishonesty is borne 
by people who can least afford it- 
poor people. It’s poor people who 
have fewer choices and pay higher 
prices or must bear the transporta-
tion costs of going to suburban malls 
to shop. It’s poor people in high-
crime neighbourhoods who are re-
fused pizza delivery and taxi pickups. 
The fact that honesty and trust are so 
vital should make us rethink just how 
much tolerance we should have for 
criminals and dishonest people.

HONESTY

Walter Williams

&TRUST
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In 2012, the federal government shocked many Canadians 
by announcing an important change in the cherished Old 
Age Security (OAS) program, one of three key income 

programs for seniors. The reform, which was implemented 
in the 2013 budget, increases the age of eligibility for OAS 
to 67 from 65 beginning in 2023 with full implementation 
achieved in 2029. While the reform is a positive first step 
given the aging of Canadians, more is needed.

What was not included or even discussed in the 
reforms was income eligibility for OAS. Currently, 
individual seniors are eligible for the full OAS ben-
efit when their income is less than or equal to $70,954 
(2013 tax year). Seniors earning between $70,954 and 
$114,640 receive partial OAS benefits while those 
earnings above $114,640 receive no benefits.

OAS benefits are calculated on an individual ba-
sis, which means that two seniors living together can 
have a household income up to $141,908 (2013) and 
still qualify for full OAS benefits. Alternatively, senior 
couples can earn combined household income up to 
$229,280 and receive full to partial OAS benefits.

Unlike the Canada Pension Plan (CPP), there is no 
dedicated fund to pay for OAS. Benefits are financed 
with current tax revenues. This effectively means that 
workers, whose average wages and salaries in 2012 were 
$45,776, are financing benefits to seniors who in many 
cases have higher average income than the workers.

Indeed, according to projections for 2013, there 
are more than 950,000 seniors earning more than 
$50,000. Roughly 55 percent of these seniors will re-
ceive the full OAS benefit under current guidelines 
while a third will receive partial benefits. At a time of 
profound demographic change coupled with deficits 
and mounting debt across the country, transferring 
income from working Canadians to middle and, in 
some cases, upper-income seniors makes little sense 
and wastes valuable resources.

This leads to the next needed reform in OAS: 
changing the income threshold for eligibility. A start-
ing point would be to lower the income eligibility for 
full benefits to $51,100. This would integrate the eligi-
bility of OAS benefits with those paid under the CPP.

Jason Clemens, Milagros Palacios, and Niels Veldhuis

REFORMING 
OLD AGE 
SECURITY: 
A GOOD 
START BUT 
INCOMPLETE

Bigstock
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Such a change would leave benefits for low and 
most middle-income seniors unchanged but seniors 
with income over $51,100 would only receive partial 
benefits and those with income over $94,787 would 
no longer receive benefits. This single reform is es-
timated to yield $730.4 million in savings in 2013 
with an expectation of greater savings in the future as 
proportionately more Canadians become eligible for 
benefits.

The savings could be used in two critical ways. 
First, many observers have complained about the in-
adequacy of benefits for low-income seniors living 
alone (single) and those living in higher cost urban 
centres. A serious empirical evaluation of both asser-
tions is needed but if proven true, the savings could 
be used to augment the benefits paid to such seniors.

Second, a portion of the savings could and should 
be used to improve the savings options available to 
working Canadians in the form of RRSPs, TFSAs, 
pensions, and general savings. In addition, there are 
tax biases in the treatment of investment earnings in 
RRSPs and pensions that could at least be partially 
corrected by the savings.

Another issue not included in the reform that 
should be considered is the reduction of the clawback 
rate for OAS benefits. Currently, seniors with earn-
ings above $70,954 incur a 15 percent clawback on 

their OAS benefits in addition to their normal income 
taxes. 

For example, this results in effective marginal tax 
rates for seniors of between 47 percent (Alberta) 
to 54.4 percent (Manitoba) if they have an income 
of $75,000. In six of the 10 provinces, a senior who 
chooses to work at this particular income level will 
face a marginal tax rate in excess of 50 percent.

Most Canadians would agree that such punitive 
marginal tax rates impose a barrier for seniors wish-
ing to remain in the labour market. At a time when 
more and more businesses are complaining about 
labour shortages, it is counter-productive to impose 
such high tax rates on seniors.

While the federal government should be applauded 
for its willingness to tackle a sensitive and controversial 
issue, the changes made to OAS to-date are a first step 
in what needs to be a larger reform process. Given the 
marked aging of Canada coupled with the ongoing defi-
cits across the country, government spending must be 
re-focused and prioritized. Transferring income from 
working Canadians to middle and upper-income seniors 
is both unsound and unaffordable. Changing the income 
eligibility for OAS means a sounder program and sav-
ings that can be used for higher-end purposes such as 
ensuring adequate benefits for low-income seniors and 
more saving options for working Canadians.

Given the marked aging of Canada 
coupled with the ongoing deficits 
across the country, government 
spending must be re-focused and 
prioritized.

Bi
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Canadians routinely hear about alleged growing di-
vides in Canadian society. But here is one rift that 
often goes unmentioned: the divide between the 

pension benefits of public sector employees and everyone 
else. 

Such inequality incurs real costs, where ordinary tax-
payers pay ever more for above-market, guaranteed pen-
sion benefits that ever fewer in the private sector possess. 

Consider some facts. In 2011, 87 percent of public sec-
tor employees were enrolled in registered pension plans 
(Milke and Lang, 2013). That was up from 75 percent in 
1978 (the earliest year for which this statistic is available). 

In comparison, just 24 percent in the private sector had 
such plans, and that was down from 35 percent in 1978.

That trend line reveals one divide. Here’s another stark 
division: the type of pension plan offered to government/
public sector employees and those in the private sector.

In 2011, of those in the public sector with a pension 
plan (i.e., most), 94 percent were in a defined benefit plan. 
(Defined benefit plans promise certain retirement ben-
efits regardless of the return on invested contributions). 
That has barely changed from 99 percent in 1974. 

In the private sector, just 52 percent of enrollees were 
in a defined benefit plan in 2011 (down from 88 percent 
in 1974). The rest are in either defined contribution plans 
or in some hybrid combination. 

Or look at the raw numbers: 3 million public sector 
workers were enrolled in defined benefit plans in 2011, 
a doubling from the 1.5 million workers who had such 

plans in 1974 (the lowest year). Meanwhile, the number 
of private sector enrollees in defined benefit plans sat at 
just 1.5 million in 2011, down from a high of 2.4 million 
in 1990. Talk about ships passing in the night. 

The private sector has moved away from guaranteed 
levels of retirement benefits for a simple reason: it is im-
possible to guarantee exact benefits 30 or 50 years out. 
[Companies that try risk endangering their future: See the 
GM “legacy effect” (Budd, 2005)].  

That only continues in the public sector because the 
public treasury can be raided to make up shortfalls. 

For example, in Newfoundland & Labrador in 2006, 
the provincial government topped up the Teachers’ Pen-
sion Plan with a $2 billion cash injection; in 2007, it de-
posited $982 million in that province’s Public Service 
Pension Plan. 

In Alberta, the province placed a supposed one-time 
extra payment of $60 million in the Teachers’ Pension 
Plan in 2002; in 2009, the province made another special 
deposit of $1.2 billion.   

Even where such extra payments from taxpayers have 
not occurred, such as in British Columbia, the contribu-
tion rates for public sector pension plans have continu-
ally risen over the past decade. This to pay for previously 
promised benefits and the bill ends up with taxpayers 
(Milke and Lang, 2013).  

In short, defined benefit plans pose a problem when 
the actuarial assumptions behind such plans are off. 
When that happens, taxpayers pay.

Mark Milke 

Controlling soaring public sector pension 
costs: Lessons from the Saskatchewan NDP

Wikicommons
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 Figure 1: Proportion of employees covered by a Registered Pension Plan (RPP), 1977-2011

Source: Statistics Canada, 2012a.
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There is this other problem: some provinces may not 
fully grasp their pension liabilities. Last year, in a report 
to Ontario’s government, economist Don Drummond 
urged the province to “clarify who bears the ultimate re-
sponsibility for funding deficits of the public-sector pen-
sion plans as the [Drummond] Commission encountered 
considerable confusion on this issue”(Government of On-
tario, 2012).  

Is there a way to bridge this pension divide between 
the private and public sectors? The 1970s-era Saskatch-
ewan NDP government under Premier Allan Blakeney 
did just that (Milke and Lang, 2013). In 1977, the NDP 
government thought it was a good idea to limit the risk 
delivered to future taxpayers courtesy of future pension 
liabilities. 

As of 1977, the New Democrats grandfathered exist-
ing employees—they could keep their defined benefit 
plan or move into the new defined contribution plan. 
And new public sector employees were automatically 
enrolled in defined contribution plans that, by design, 
do not create unfunded liabilities, but still deliver retire-
ment income. 

Such a reform was more than fair. It makes sense 
to ask the government sector to be content with the 
combination of pension contributions plus invest-
ment returns. That is how most of us will fund our 
retirement. 

Decades later, here’s the result of Saskatchewan’s re-
forms: That province’s auditor general has observed that 
future cash flows needed to fund defined benefit pension 
plans will continue to increase until 2021 (Legistlative As-
sembly of Saskatchewan, 2011). Then, such needed cash 

flows will decline and be on a path to permanently extin-
guish Saskatchewan’s obligations to long-ago closed pub-
lic sector pension plans.

Allan Blakeney’s NDP government was thoughtful, 
prudent, and far-sighted. Since 1977, Saskatchewan has 
avoided the trap whereby imaginary gains and assump-
tions inherent in defined benefit plans force taxpayers to 
later make up for such early and often incorrect assump-
tions. The Saskatchewan NDP model of pension reform 
was a tremendous accomplishment. It is a model worthy 
of emulation by other governments. 

References

Budd, John W. (2005). The Effect of Unions on Employee Benefits 
and Non-Wage Compensation: Monopoly Power, Collective Voice, 
and Facilitation. University of Minnesota.<http://www.lega-
cy-irc.csom.umn.edu/faculty/jbudd/research/benefits05.
pdf>, as of October 7, 2013.

Government of Ontario (2012). Commission on the Reform of 
Ontario’s Public Services. Government of Ontario. <http://
www.fin.gov.on.ca/en/reformcommission/chapters/re-
port.pdf>, as of October 7, 2013. 

Legislative Assembly of Saskatchewan (2011). Report of the 
Provincial Auditor. Government of Saskatchewan. <http://au-
ditor.sk.ca/pub/publications/public_reports/2011/2011-
report-volume-2/2011vol2fr.pdf>, as of October 7, 2013.

Milke, Mark and Gordon B. Lang (2013). Public Sector Pen-
sions: Options for Reform from the Saskatchewan NDP. Fraser 
Institute. <http://www.fraserinstitute.org/uploadedFiles/
fraser-ca/Content/research-news/research/publications/
public-sector-pensions-options-for-reform-from-the-sas-
katchewan-NDP.pdf>, as of October 7, 2013.

De�ned contributionDe�ned bene�t

Figure 3: Private sector type of pension plan, by enrollment, 1974-2011

Source: Statistics Canada, 2012b.
Other

20082007200620052004200320022001200019991998199719961995199419931992199019881986198419821980197819761974 20102009
0

50,0000

1,000,000

1,500,000

2,000,000

2,500,000

3,000,000

2011



 www.fraserinstitute.org  Fraser Forum  November/December 2013     13

As almost everyone knows by now, Canada has 
some interesting challenges looming when it 
comes to transporting increasing oil production 

to markets both inside and outside of Canada (Green, 
2013). What many Canadians might not realize is how 
important oil exports are to Canada’s economy. Canada 
has the world’s third largest proven oil reserves, is the 
fifth largest exporter of crude oil, and is the fifth largest 
producer of crude oil in the world (Natural Resources 
Canada, 2013). And that’s only expected to grow: Accord-
ing to the Canadian Association of Petroleum Producers 
(CAPP), production of oil from Alberta’s oil sands is ex-
pected to more than double by 2030, rising from the 2012 
level of 3.2 million barrels of oil per day to 6.7 million 
barrels per day (CAPP, 2013).

What would that mean for the Canadian economy? 
In 2011, the Canadian Energy Research Institute (CERI) 
projects that investments and revenues from new oil 
sands projects would be approximately $2 billion dol-

lars over the period from 2010 to 2035, with a total GDP 
impact of $2.1 billion in Canada (CERI, 2011). Employ-
ment, both direct and indirect stemming from new oil 
sands investments is projected to grow from 75,000 jobs 
in 2010 to over 900,000 jobs by 2035. And CERI’s estimate 
is somewhat more conservative than CAPP’s, estimating 
oil production at only 5.4 million barrels per day by 2035. 

But several obstacles stand in the way of reaping these 
huge economic benefits, the biggest of which is a project-
ed lack of safe, low-cost transport capacity to move that 
oil to world markets, where it can fetch the highest price. 
Already, oil transport limitations are costing Canadians at 
least $17 billion per year, and depending on market fluc-
tuations, those losses could reach $25 billion per year. 

But it’s not just oil producers that are feeling the 
pinch—pensioners share the pain. The Canadian Pen-
sion Plan, for example, holds some $2.8 billion in stock 
from companies involved in oil sands production. The 
Ontario Teachers Pension Plan also has at least $1 billion 

Pensions and 
governments 
both hurting 
from Canada’s 
inability to ship 
oil to market

Kenneth P. Green

Bigstock
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invested in oil sands companies. And, governments also 
take a hit: Alberta took in $2.4 billion less in oil sands 
royalty revenues during fiscal 2012-13 than expected 
largely due to the bitumen price discounting that was 
occurring in both Canada and the US. Saskatchewan 
lowered its expected royalty revenues from heavy oil by 
$278 million. Governments are further affected when 
personal and corporate income tax revenue growth is 
constrained by slower growth of employment and labour 
income and reduced earnings from operations because 
of price discounting.

One obstacle to pipeline development is simply satis-
fying regulatory requirements that can be quite onerous, 
costly, and time consuming, involving numerous govern-
mental agencies, and negotiations with land-owners, Ab-
original groups, governments, municipalities, and other 
stakeholders. The Harper government has tried to address 
regulatory complexity with its “one project, one review” 
initiative, but approval cycles still play out over years rather 
than months.

Another obstacle (and perhaps the biggest obstacle) to 
the expansion of oil pipeline capacity in Canada and the 
United States is political, as exemplified by the Keystone 
XL Pipeline case. Keystone XL is the world’s most stud-
ied pipeline, and virtually all environmental, engineering, 
routing, and other engineering challenges pertaining to 
both the Canadian and US portions have long been put to 
rest (CBS, 2013). But under pressure from environmen-
tal pressure groups such as 350.org and Greenpeace, the 
Obama administration continues to stall approval of the 
pipeline, most recently moving the decision relating to 
the granting of the required presidential permit into 2014 
(a mid-term election year in the United States, wherein 
Keystone XL could easily get lost in the shuffle) (350.org, 
2013; and Greenpeace, 2013). Similar political barriers 
are springing up in Canada, with Aboriginal and environ-

mental groups opposing initiatives that would move oil 
from Alberta’s oil sand deposits both west to the Pacific 
Ocean and east to the Atlantic.

There’s little question that Canada’s oil will find a way 
to market: the value represented by Canada’s oil reserves 
is simply too vast to envision a world where it’s left in the 
ground, despite the most fervent wishes of environmental-
ists. The only question is not if the oil will reach markets, 
it is how. Already, we are witnessing a sharp increase of oil 
transport by rail to markets in Canada and the US, and 
rail transport is being considered to bring oil from Alberta 
out to ports in British Columbia (Association of American 
Railroads, 2013; and Cheadle, 2013). In this regard, en-
vironmentalists may wish to be careful, lest they get con-
sequences that they do not like. While generally safe, rail 
transport of oil is not as safe as transportation by pipeline. 
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In 1925, Britain’s economically inex-
perienced Chancellor of the Exche-
quer, Winston Churchill, agonizing 

over the economic controversy of the 
day, returned Britain to the gold stan-
dard. The decision was hailed as a tri-
umph of sound economics, necessary 
to protect sterling and London’s status 
as the world’s financial centre.

Disaster followed. The Great De-
pression arrived half a decade earlier 
in Britain than elsewhere. Churchill 
came to regard his decision as the 
worst of his career—and he made a 
few doozies during the course of a 
long life. So it might be a surprise 
that in 2002 the best minds in Eu-
rope launched a similar mistake, the 
euro.

But first some background. Brit-
ain returned to the gold standard at 
pre-First World War parity, effectively, 
US$4.866 for £1, an overvaluation 
of the pound to start with. Then bad 
things happened. Britain’s gold reserves 
were relatively low; France and the 
United States controlled three-quarters 
of the world’s gold supply. This drove 

up gold prices and dragged up sterling, 
now yoked to gold (Liaquat, 2009).

Deflation and wage reduction—
challenges facing much of southern 
Europe today—were the only ways for 
Britain to remain competitive, with 
more deflation needed every day as 
gold rose in value. Workers resisted 
wage cuts. British competitiveness 
collapsed. Unemployment and gov-
ernment debt soared as the economy 
went in the other direction. Britain 
dropped the gold standard in 1931, 
but by then much of the world was in 
Depression.

In 1963, Milton Friedman and 
Anna Jacobson Schwartz wrote a 
groundbreaking study that fingered 
the US Federal Reserve as the prime 
villain of the US Great Depression. 
The Feds restricted money supply, just 
as the gold standard did in Britain, 
driving both bank collapse and defla-
tion, made all the worse by a deliberate 
policy to keep wages high to encour-
age consumption (Vedder et al, 1997). 
Artificially higher wages meant fewer 
jobs and much less consumption.

The euro is now doing the same 
nasty trick for southern Europe that 
gold did for Britain and the Federal 
Reserve did for the US.1

German wage costs have held 
steady since the introduction of the 
euro but southern European wage 
costs have soared. Thus, due to wage 
increases, businesses in southern 
Europe are now saddled with much 
higher costs compared to Germany, 
slashing southern Europe competi-
tiveness compared to Germany. 

Media reports focus on the vari-
ous versions of the private and pub-
lic sector financial crises in the area, 
but these have only lifted the veil on 
the underlying problems, the lack of 
competitiveness of a southern Eu-
rope tied to the euro.

If southern European economies 
had their own currencies, then they 
could increase money supply, deval-
ue it, and remain competitive. Under 
the euro, their only route to a return 
to competitiveness is wage reduction. 
But this is difficult, as Britain learned 
when it returned to the gold standard.

Saving the Euro by 
opening the exit door

Fred McMahon

Bigstock
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The drachma/euro exchange rate 
was set in 2000; Greece had been late to 
the negotiations and the rates for the 11 
original members of the Eurozone were 
set two years earlier, with new euro notes 
replacing national currencies in 2002. 
Assume that the drachma, the lira, and 
other southern currencies were taken 
into the euro at appropriate values and 
then consider what has happened since.

Figure 1 shows the evolution of Eu-
ropean unit labour cost (ULC), a com-
bination of pay and productivity since 
2000 by which point the exchange rates 
for the original 12 countries were set. 

Because Germany has held wage 
costs in line with productivity growth 
and the other European nations 
haven’t, the euro in these nations is ef-
fectively overvalued, while Germany 
has a massively undervalued currency 
(in some ways, like China’s) gridding its 
competitiveness in Europe and under-
mining everyone else’s.

 The consequences have been dev-
astating. Figure 2 shows GDP growth 
over the period of the euro, with 2000 
set equal to 100, and the disastrous fall-
off since the onset of the crisis. Unem-
ployment has reached disastrous levels, 
for example with youth unemployment 
around 50-60 percent for Greece and 
Spain and overall unemployment at 
around 30 percent.

Readers who look at the figures 
closely will note that Germany was 
actually a weak performer in the 
early years until something interest-
ing happened in the mid-2000s. That, 
and why Sweden is included in these 
charts, will be discussed later.

Solutions?

When the euro crisis first struck, Ger-
many took a strict line with Greece, 
while France sought more help for 
the struggling EU member. A French 
friend of mine explained: “You North 
Americans just don’t understand how 
generous the French are” …pause… 
“with German money.”

As competitiveness problems 
spread through southern Europe and 
now France, there isn’t enough Ger-
man money to go around. Yet some 
are already saying the euro crisis is 
dissipating; but, at best, this only fully 
applies to the immediate problems—
government overspending and bank-
ing crises. These are detached from the 
underlying problem of this misshapen 
currency union. Banks can be rescued 
(or hived off as “bad” banks), creditors 
shorted, and government supported 
by the European Central Bank, all un-
derpinned by Germany—but none of 
this solves the imbalance in Europe.

Economists refer to “optimal cur-
rency areas.” Being economists, they 
seldom mean exactly the same thing 
by this, but fundamentally it applies 
to an area with a similar economic 
structure and wealth, with a free flow 
of capital and people. It would take 
far too long to go on in detail, but let’s 
just say that Germany and Greece no 
more form an optimal currency area 
because they are in Europe than do 
Switzerland and Nepal just because 
they both have really big mountains.

So long as the current imbalances 
in competitiveness exist, there are four 
solutions: 1) Germany can establish a 
permanently replenished special fund to 
allow the rest of Europe to buy its goods; 
2) the euro could be abandoned; 3) 
members of the EU may take the neces-
sary reforms to create a viable currency 
area, with all nations competitive over 
the long term and increased German 
consumption; or 4) nations that don’t fit 
the Eurozone may be asked to leave (or 
may themselves ask to leave).

The first isn’t going to happen. Oskar 
Lafontaine, a leftist politician and Ger-
man finance minister who launched 
the euro, seems to pump for the second. 
“Hopes that the creation of the euro 
would force rational economic behav-
iour on all sides were in vain,” he said, 
adding it was a “catastrophe” to believe 
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southern nations could make the re-
forms required to be competitive within 
a single currency (Evans-Pritchard, 
2013). Yet, this is likely as politically 
unviable as asking Germany to perma-
nently subsidize southern consumption.

For the third to happen, it is likely 
necessary to start on the fourth, to 
give more urgency to reform. Euro-
pean leaders need to begin working 
on a plan to devolve nations out of 
the euro when a semblance of stabil-

ity returns to Europe. It is dangerous 
to dismantle a building in the mid-
dle of a hurricane, but there is some 
chance of a calm-down.

Much talk has emerged in recent 
weeks of “green shoots” appearing 
even in southern Europe. This is only 
relative. The south remains mired in 
a deep recession with tragic levels 
of unemployment. Political chaos 
threatens Greece and Italy. Portugal’s 
constitutional court has vetoed im-

portant reforms. Other crises could 
break out in a number of countries, 
threatening both immediate reforms 
and the long-term commitment re-
quired to make them work. 

The political muscle required to en-
act the reforms necessary to keep the EU 
intact would be much strengthened by 
a credible ejection/withdrawal mecha-
nism. Even nations loaded with extraor-
dinarily painful and unpopular reforms 
have shown no taste for an EU exit—but 
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many have shown a preference for wa-
tering down the reforms. The real threat 
of ejection could concentrate the mind 
of those who wish neither to leave the 
EU nor undertake the necessary reforms 
to maintain a truly viable currency area.

Then the question becomes which 
nations could fit into, if not an optimal 
currency area, then at least one that is 
tolerable. Germany might move closer 
to the rest of Europe and see domestic 
consumption rise, given the unsus-
tainability of its export model (like 
Japan before it and now China), while 
other European nations could become 
a bit more German. Or perhaps, Ger-
many, as the outrider, should leave, 
with a highly appreciated Deutsch-
mark, though Germany’s departure is 
not likely politically possible.

The staying-in fix

Britain on the gold standard was nev-
er able to manage the deflation and 
increased competitiveness required 
for economic health. However, a 
number of reforms could help make 
non-German economies more com-
petitive, draw in investment, and help 
with wage reduction.

The media is full of reports on how 
badly the European periphery is doing, 
but one periphery is doing just fine. The 

Nordic countries are the new free market 
champions. Well, actually, despite all you 
read about the “social democratic” Nor-
dic zone, particularly Sweden, the Nor-
dic countries—including Sweden—have 
always been free market champions.

Free markets involve much more 
than small government. They also re-
quire the rule of law to protect prop-
erty, contracting, and the politically 
weak from the politically powerful 
in the marketplace; sound money 
to defend the value of property held 
in monetary instruments including 
wages; freedom to trade; and reason-
able regulations that allow the entre-
preneurial spirit of free markets to 
thrive. In all these areas, except size 
of government, Nordic nations—es-
pecially Sweden—have been strong 
(Gwartney, Lawson, and Hall, 2013).

Size of government remains im-
portant. If government is too large, it 
squeezes out free exchange and entre-
preneurial efforts to build wealth. At the 
height of Sweden’s welfare state, govern-
ment spending was equal to 70 percent 
of gross domestic product (GDP).

Government remains too large in 
much of Europe, and leaving aside 
the arguments about how much to 
cut now and how much to cut later, in 
the long run most European nations 
would do well to follow the examples 

of the most radically “right-wing” 
cutters of government.

No, I am not talking about the 
milquetoast policies of Margaret 
Thatcher or Ronald Reagan—I am talk-
ing real radical Tea Party stuff, like that 
of Jean Chrétien in Canada, social dem-
ocratic chancellor Gerhard Schröder in 
Germany, and both social democratic 
and centre-right parties in Sweden, al-
beit rather more enthusiastically under 
Sweden’s centre-right parties.

Figure 3 shows government expen-
diture as a percentage of GDP and in-
cludes France as an example of a coun-
try moving in the wrong direction. All 
the nations had an uptick in spending 
as a percentage of GDP with the on-
set of the crisis and all have moved to 
try to control spending, with varying 
degrees of vigour, since then. Sweden, 
despite large cuts, still maintains a big 
government, but one moving in the 
right direction. The Economist sug-
gests that Sweden may soon have a 
proportionately smaller government 
than the United Kingdom.

Smaller government also reduces 
domestic pressure on costs and opens 
more of the economy to making export-
able goods—in other words, it is a step 
towards greater competitiveness and 
towards creating a more viable currency 
area for southern European nations.
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While regulation, education, and the 
retirement age are all far too compli-
cated to discuss in detail, though (and 
some sensible steps are being made in 
southern Europe) it is at least possible to 
point to the right direction in all three 
areas, again with the Nordic states, rep-
resented by Sweden, aligned to this di-
rection.

Growth-throttling regulation needs 
to be brought under control, particu-
larly in labour markets that keep those 
who most need jobs, especially youth, 
out of work. Figure 4 explores the state 
of regulation, though data are available 
only to 2011. Regulation is scored on 
a 0-10 scale, with 10 being the freest, 
most market-friendly regulation.

For all regulation as expected from 
the preceding discussion, Sweden 
and Germany have started to move 
in the right direction, while Greece is 
only getting worse.

Labour market regulation pres-
ents the greatest challenge and op-
portunity for Europe. Canada and 
the United States are far ahead in 
labour regulation, though German 
and, even more impressively, Swedish 
reforms are leading to improvements.

Retirement systems also need to 
be brought in line. Germans were dis-
tressed to learn in the early part of the 
crisis that their money was subsidizing 
an earlier retirement in Greece than in 
Germany. Reform is needed to stabilize 
overall government expenditures, too, 
given the aging of Europe. Here, Sweden 
may be leading the way, with automatic 
adjustments for longer life expectancy.

Getting to a viable 
currency area

Now back to figure 1 on ULC and 
figure 2 on unemployment. A careful 
look will show that Germany’s success 
only took off after a series of labour 
market reform and liberalization was 
launched in 2005.

“When the euro was introduced, 
Germany was dubbed the ‘sick man of 
Europe,’ with low growth rates and high 
unemployment. However, it is now en-

joying a relatively low jobless rate of 7.2 
percent and has escaped recession unlike 
much of the Eurozone,” as Rachel Coo-
per recently discussed in the Telegraph.

We began with Britain’s need for wage 
reduction under the gold standard. Ger-
many effectively performed this trick in 
the mid-2000s through a combination of 
productivity growth and wage restraint, 
sparked by labour market liberalization 
as seen in figure 1. Germany’s ability to 
improve gives hope that similar reforms 
elsewhere in Europe could work.

The reforms listed above would all 
move southern Europe in Germany’s 
direction. A flexible labour market 
makes wage restraint easier. Smaller 
government lessens the tax burden 
on the private sector and increases 
the space for wealth creation, aiding 
competitiveness. Regulatory reform, 
pension reform, and education reform 
lead to a freer economy, drawing in-
vestment and productivity growth.

Such a comprehensive package of 
reforms over time could moderate 
wages while increasing productivity, 
creating effective wage deflation if pro-
ductivity growth exceeds wage growth. 
This would help balance the Eurozone 
area by giving Germans reasons to con-
sume European products, hopefully 
also boosting German consumption. 
That would spark southern growth 
while potentially saving Germany from 
a Japanese-like crisis.

Note

1 Friedman and Schwartz were mainly con-
cerned with domestic effects rather than the 
impact on and international competitiveness.

References

Ahamed, Liaquat (2009). Lords of Finance: 
The Bankers Who Broke the World. Pen-
guin Books: 230-236.

Cooper, Rachel and Telegraph news agencies 
(2013, April 9). Quarter of Germans “want to 
drop the euro.” Telegraph. <http://www.tele-
graph.co.uk/finance/currency/9981255/
Quarter-of-Germans-want-to-drop-the-
euro.html>, as of May 16, 2013.
Economist (2013, February 2). “Northern 
Lights”. Economist. <http://www.econo-

mist.com/news/special-report/215
70840-nordic-countries-are-reinvent-
ing-their-model-capitalism-says-adri-
an>, as of October 12, 2013.

Economist (2013, April 9). Austerity 
plans overturned. Economist. <http://
www.economist.com/blogs/char-
lemagne/2013/04/portugals-bail-
out>, as of October 12, 2013.

Eurostat (2013). Euro area unemployment 
rate at 12.1%. News release (April 30, 
2013). Eurostat. <http://epp.eurostat.
ec.europa.eu/cache/ITY_PUBLIC/3-
30042013-BP/EN/3-30042013-BP-
EN.PDF>, as of May 19, 2013.

Evans-Pritchard, Ambrose (2013, May 5). 
German euro founder calls for “catastrophic” 
currency to be broken up. Telegraph. <http://
www.telegraph.co.uk/finance/financial-
crisis/10039329/German-euro-founder-
calls-for-catastrophic-currency-to-be-
broken-up.html>, as of May 16, 2013.

Friedman, Milton, and Anna Jacobson 
Schwartz (1963). A Monetary History of 
the United States, 1867-1960. Princeton 
University Press.

Gwartney, James, Robert Lawson, and 
Joshua Hall (2013). Economic Freedom of the 
World: 2013 Annual Report. Fraser Institute.

OECD (2013). StatExtracts: Factbook Coun-
try Statistical Profiles. OECD. <http://stats.
oecd.org/Index.aspx? DataSetCode
=CSP2012>, as of May 9, 2013.

Reguly, Eric. (2013, May 16). Pain Spreads 
to the Heart of Europe. Globe and Mail: 
B1 and B11.

Reiermann, Christian (2008). Fixing the La-
bor Market: Schröder Reforms Bear Fruit in 
German Recovery. Spiegel Online. <http://
www.spiegel.de/international/busi-
ness/fixing-the-labor-market-schroed-
er-reforms-bear-fruit-in-german-recov-
ery-a-528757.html>, as of May 2, 2013.

Vedder, Richard K., Kathleen M. Blee, and 
George Winslow (1997). Out of Work: Un-
employment and Government in Twentieth-
Century America. New York University Press.

World Bank. World Development Indicators. 
World Bank. <http://databank.worldbank.
org/data/home.aspx>, as of May 9, 2013.

A longer more detail version was original-
ly published in Diplomat and International 
Canada: http://diplomatonline.com.



20  Fraser Forum November/December 2013       www.fraserinstitute.org

Once again, the United Nations Intergovernmental 
Panel on Climate Change (IPCC) has released its 
Summary for Policymakers (SPM), a document that 

ostensibly summarizes the first volume in a massive,  three-
volume literature review on everything there is to know about 
climate change (IPCC, 2013a). These Assessment Reports are 
issued about every six years and each has their own special ac-
ronym (the latest report is the fifth assessment to be issued and 
will be known as AR5). Generally, the first volume—which 
summarizes the science of climate change—gets the most at-
tention and generates the scariest headlines.

How the SPMs describe their levels of certainty and con-
fidence in their findings has evolved over the years, with the 
most recent report claiming 95 percent confidence in their 
finding that human beings are responsible for more than half 
of the observed climate change since 1950.

The media tends to take this at face value, but what does 
it mean, exactly, to have 95 percent confidence in a selective 
analysis of a vast body of literature that is too abstruse for even 
the authors of the reports to understand entirely? Is it some 
statistical value derived from a supercomputer? Is it the prod-
uct of the statistical validity estimates of all the underlying 
studies that are cited? Well, no. And for good reason—such 
estimates would be impossible to produce. Instead, what we 
have is basically “expert judgment” in which the authors as-
sess how confident they are in their own contributions to the 
assessment reports.

How the IPCC has explained this has varied over the years. 
In the SPM for the Third Assessment it is explained as follows: 

In this Summary for Policymakers and in the Tech-
nical Summary, the following words have been used 
where appropriate to indicate judgmental estimates of 
confidence: virtually certain (greater than 99% chance 
that a result is true); very likely (90−99% chance); 
likely (66−90% chance); medium likelihood (33−66% 
chance); unlikely (10−33% chance); very unlikely 
(1−10% chance); exceptionally unlikely (less than 1% 
chance). The reader is referred to individual chapters 
for more details (IPCC, 2001). 

In this instance, with the term “judgmental estimates,” they 
were pretty clear about the fact that their confidence is based 
on the collective judgment of the writers themselves.

 Here’s the language from the SPM for the Fourth Assess-
ment Report which is somewhat more elaborate:

In general, uncertainty ranges for results given in this 
Summary for Policymakers are 90% uncertainty in-
tervals unless stated otherwise, that is, there is an esti-
mated 5% likelihood that the value could be above the 
range given in square brackets and 5% likelihood that 
the value could be below that range. Best estimates 
are given where available. Assessed uncertainty inter-

The “science” of global warming, part 1

Kenneth P. Green

The UN Intergovernmental Panel on Climate Change’s latest report is a document 
intended to further the narrative of catastrophic man-made climate change.
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vals are not always symmetric about the correspond-
ing best estimate. Note that a number of uncertainty 
ranges in the Working Group I TAR corresponded 
to 2 standard deviations (95%), often using expert 
judgment. In this Summary for Policymakers, the fol-
lowing terms have been used to indicate the assessed 
likelihood, using expert judgment, of an outcome or 
a result: virtually certain > 99% probability of occur-
rence, extremely likely > 95%, very likely > 90%, likely 
> 66%, more likely than not > 50%, unlikely < 33%, 
very unlikely < 10%, extremely unlikely < 5% (see Box 
TS.1 for more details). . . 

In this Summary for Policymakers the following levels 
of confidence have been used to express expert judg-
ments on the correctness of the underlying science: 
very high confidence represents at least a 9 out of 10 
chance of being correct; high confidence represents 
about an 8 out of 10 chance of being correct (see Box 
TS.1) (IPCC, 2007).

What’s interesting is that the IPCC does not release the tech-
nical reports for days (formerly weeks or months) after they 
release the Summary for Policymakers. That is, the media 
does not get to see the details of how certainty is handled 
for some time after they have had to interpret the SPM for 
their readers. Also note that we have lost some of the more 
honest language of the TAR over the years—no more “judg-
mental estimates” here, it’s “expert judgment” throughout 
the Fourth Assessment Report SPM. And the language in 
the first paragraph, which talks about “uncertainty intervals,” 
strongly implies that they are statistically derived. It’s only at 
the end of that paragraph that we see the “uncertainty inter-
vals” are often set using “expert judgment.”

 And here’s what the SPM for AR5 says:

The degree of certainty in key findings in this assess-
ment is based on the author teams’ evaluations of 
underlying scientific understanding and is expressed 
as a qualitative level of confidence (from very low to 
very high) and, when possible, probabilistically with 
a quantified likelihood (from exceptionally unlikely 
to virtually certain). Confidence in the validity of 
a finding is based on the type, amount, quality, and 
consistency of evidence (e.g., data, mechanistic un-
derstanding, theory, models, expert judgment) and 
the degree of agreement. Probabilistic estimates of 
quantified measures of uncertainty in a finding are 
based on statistical analysis of observations or model 
results, or both, and expert judgment. Where appro-
priate, findings are also formulated as statements of 
fact without using uncertainty qualifiers. (See Chap-
ter 1 and Box TS.1 for more details about the specific 
language the IPCC uses to communicate uncertainty) 
(IPCC, 2013a).

Additional data, similar to AR4 is in the footnotes to the 
AR5 SPM. And what about the dreaded Box TS.1? When 

we look there, we find further evidence of just how sub-
jective the report is:

Each key finding is based on an author team’s evalu-
ation of associated evidence and agreement. The 
confidence metric provides a qualitative synthesis 
of an author team’s judgment about the validity of 
a finding, as determined through evaluation of evi-
dence and agreement. If uncertainties can be quanti-
fied probabilistically, an author team can character-
ize a finding using the calibrated likelihood language 
or a more precise presentation of probability. Unless 
otherwise indicated, high or very high confidence is 
associated with findings for which an author team 
has assigned a likelihood term (IPCC, 2013b: 3).

Further in Box TS.1., we learn that one cannot really 
compare the confidence/certainty assessments of AR5 
with previous reports, so it’s not safe to say that things 
have “grown more certain” despite what various news and 
interest-group reports claim (Oskin, 2013; and Freedman, 
2013). As TS.1 explains:

Direct comparisons between assessment of uncer-
tainties in findings in this report and those in the 
IPCC Fourth Assessment Report and the IPCC Spe-
cial Report on Managing the Risk of Extreme Events 
and Disasters to Advance Climate Change Adapta-
tion (SREX) are difficult, because of the application 
of the revised guidance note on uncertainties, as 
well as the availability of new information, im-
proved scientific understanding, continued analy-
ses of data and models, and specific differences in 
methodologies applied in the assessed studies. For 
some climate variables, different aspects have been 
assessed and therefore a direct comparison would 
be inappropriate (IPCC, 2013b).

As one can see, the reality of the IPCC’s certainty is that it’s re-
ally just a best guess, a self-assessment by authors with a vested 
interest in having their work believed by policymakers.

Burying the pause

Every time an SPM is released, there’s buzz about what exactly 
will make it in. Will the hockey stick graph-the now infamous 
graph showing a relatively stable climate record with a sharp 
spike starting in the late-19th Century-return (McKitrick, 
2005)? Will there be a new hockey stick (McKitrick, 2013)? 
Will the IPCC achieve consensus on the SPM, or will nego-
tiations have to go into overnight sessions? Will the IPCC an-
nounce an end to assessment reports and international jun-
kets? And there’s virtually always a “leak” of not only the SPM, 
but of technical reports as well (not to mention the climategate 
emails, but that’s a different story) (Green, 2009). It’s all part 
of the buzz of the IPCC process. This year, the buzz was over 
something that found its way into a leaked draft in which the 

The “science” of global warming, part 1
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authors acknowledged that climate models could not explain 
the past 16 years, during which the climate did not change 
even while greenhouse gas emissions rose sharply (sometimes 
known as “the pause”). Fox News reported that “models do not 
generally reproduce the observed reduction in surface warm-
ing trend over the last 10–15 years ” (2013).

Magically, however, in only a month, an explanation 
developed. Here’s how the AR5 SPM handles the pause:

The observed reduction in surface warming trend 
over the period 1998–2012 as compared to the pe-
riod 1951–2012, is due in roughly equal measure 
to a reduced trend in radiative forcing and a cool-
ing contribution from internal variability, which 
includes a possible redistribution of heat within the 
ocean (medium confidence). The reduced trend in 
radiative forcing is primarily due to volcanic erup-
tions and the timing of the downward phase of the 
11-year solar cycle. However, there is low confidence 
in quantifying the role of changes in radiative forc-
ing in causing the reduced warming trend. There is 
medium confidence that internal decadal variability 
causes to a substantial degree the difference between 
observations and the simulations; the latter are not 
expected to reproduce the timing of internal vari-
ability. There may also be a contribution from forc-
ing inadequacies and, in some models, an overesti-
mate of the response to increasing greenhouse gas 
and other anthropogenic forcing (dominated by the 
effects of aerosols) (IPCC, 2013b).

Voilà! The pause is explained! Pay special attention to 
that last sentence; this is the IPCC covering its rear in the 
event that the pause continues. They’ll say, “Well, we ad-
mitted that models might be overestimating how sensitive 
the atmosphere is to greenhouse gas emissions.” 

Elsewhere in the SPM we’re also told not to sweat 
the small stuff, because 15 years isn’t a meaningful 
length of time.

So, 15 years in a climate record going back some 800,000 
years isn’t significant, I can see that (Ravilious, 2007). But 
how, exactly, is a trend that’s 63 years long (from 1950-
2013, ostensibly the period of anthropogenic climate 
change) any more significant?

Spin doctors, spun science

Every six years, the IPCC spins out another Assessment 
Report along with its accompanying Summary for Policy-
makers, and “spin” is the operative term. Dutifully, the main-
stream media carries the findings of the report at face value, 
simply accepting that the IPCC is playing it straight with 
what they know and what they understand about the climate 
system and man-made climate change. The media treats the 
claims in the SPM as though they were the results of rigor-
ous studies subject to statistical testing, rather than bother 

readers with the reality that this is really just a large, highly 
selective literature review in which subjective evaluations by 
a government-picked group of climate experts rule the day. 
Decent journalists should know better: the Summary for 
Policymakers is, and always has been, a document intended 
to tell the narrative that the United Nations and other groups 
who promote catastrophic climate change have wanted it to 
tell. Nothing more, and nothing less.
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Innovative new medicines can have a profound impact 
on the health and wellbeing of those stricken with ill-
ness. Unfortunately, Canadians are often denied these 

benefits for months, if not years, while they wait for their 
government to approve drugs already deemed safe and ef-
fective by regulators in the European Union and United 
States. Smarter regulation could save resources, reduce 
patient suffering, and improve the lives of Canadians.

Canada’s current approach, which duplicates approval 
processes undertaken in the US and Europe, imposes 
considerable delays on Canadians struggling with illness 
(Barua and Esmail, 2013). Between 2005 and 2011/12, 

all but two of the new drugs approved by Health Cana-
da were also approved in the United States and Europe. 
Americans received access to these medicines a median 
of 350 days earlier while Europeans got access a median 
of 263 days earlier. 

A closer look suggests the delays did much more than 
cause needless discomfort. For example, some cancer 
drugs that can extend life for very ill patients were de-
layed by more than a year compared with access in the US 
or Europe. A new therapy for potentially life-threatening 
blood-related diseases was approved in the US and Eu-
rope almost two years earlier than in Canada.

Regulation Review

GIVING CANADIANS FASTER ACCESS 
TO NEW MEDICINES

Nadeem Esmail and Bacchus Barua
iStock
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There are two main reasons for this delay in getting 
new medicines to Canadians. First, because companies 
must submit medicines for duplicative approval by Health 
Canada, differences in dates on which applications are 
submitted to regulators deny access to drugs in the inter-
im. This is compounded by the fact that Health Canada 
takes longer than US and European regulators to provide 
approval. On average, 93 percent of the Canada-US drug 
lag and 75 percent of the Canada-Europe drug lag be-
tween 2005 and 2011/12 was the result of a difference in 
submission dates, with the remaining difference resulting 
from slower regulatory approvals after submission. There 
are many possible reasons for this, ranging from Canada’s 
small market size to weaker protections for pharmaceu-
tical innovator intellectual property to restrictive public 
reimbursement policies (Esmail, Dawson, and Lybecker, 
2013; and Rovere and Skinner, 2012). 

Canadian regulations clearly restrict access to new 
medical innovations by placing a general ban on their use 
until Health Canada completes duplicate reviews already 
undertaken (earlier and faster) by regulators in Europe 
and the US. Regulators in these jurisdictions bear respon-
sibility for the health and safety of populations (more than 
500 and 300 million respectively) that dwarf Canada’s 
population of less than 35 million. 

These realities point to a straightforward solution: 
rather than require Health Canada to approve all new 
drugs, Canada could consider either a US or European 
approval sufficient for market access. Such an approach 
would improve access to medicines by eliminating the 
lag caused by differences in submission and by slower 
approvals, while maintaining a strict regime for drug 
approvals by well-resourced and respected agencies. Be-
tween 2005 and 2011/12, acceptance of US or European 
approvals would have provided Canadian patients access 
to at least 152 new medicines a median of 494 days earlier 
(not to mention access to many drugs not available, either 
because of delay, denial, or non-submission, in Canada).

Importantly, relieving Health Canada of its regulatory 
monopoly would not prevent the agency from oversee-
ing safety warnings and drug withdrawals. It would not 
result in the elimination of Canadian approvals either: 
these could still be done on a non-mandatory basis, with 
drugs approved in the US or Europe subject to a labeling 
requirement. That would leave the decision over whether 
European and US approvals provide sufficient protection 
from the risks associated with a new drug to Canadian 
patients, who would have the freedom to wait for Health 
Canada approval voluntarily.

While this change has the potential to free up resourc-
es, they need not all be saved (though there is merit in 
doing so). In part, resources might be directed to further 
support surveillance of drugs that have already been ap-
proved, and fund better communications about prescrip-

tion drugs and their side effects to both patients and 
physicians. Such a shift would leave more control of the 
risk/benefit trade-off of different treatments in the hands 
of those directly exposed to it, rather than to risk-averse 
regulators who have strong incentives to minimize risk at 
the expense of lost benefit. This is particularly important 
when more and more complex products are being ap-
proved.

Replacing Health Canada’s regulatory monopoly for 
new drugs with acceptance of European and US approvals 
for market access in Canada would provide faster access 
to the important health benefits these medicines create, 
and could be paired with a higher level of information 
about the potential risk/benefit tradeoffs associated with 
each. The result would be better, and likely safer and more 
informed, access to new medical advances for Canadians.
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In the 20th century, much of the 
divide in politics and policy was 
over how best to create jobs, in-

comes, and keep people from starv-
ing—how to create opportunity as 
part of the good life. Those on the 
“left” argued for state intervention 
and often outright state ownership; 
those on the “right” pointed to 
open markets and other elements 
of capitalism as the superior route 
to avoiding poorer populations.

The outcome of that titanic 
struggle is well-known; the col-
lapse of the Berlin Wall in 1989 
and the implosion of the com-
mand-and-control Soviet Union 
two years later created support for 
the most extreme forms of state in-
tervention.  

But that was then. These days, a 
policy divide often opens up in the 
struggle to convince large chunks 
of the public, especially in urban 

areas with little contact with rural 
life, not to kill off development. 

Part of the problem in such an 
exercise is that not all development 
comes wrapped in a pretty pack-
age. 

Exhibit A comes from folk 
singer Neil Young who recently 
ranted against Canada’s oil sands 
(Babad, 2013). In a Washington, 
DC speech, Young said that the 
northern Albertan oil sands city, 

Neil Young’s utopian vision of Mother Earth

Mark Milke

iStock



26  Fraser Forum November/December 2013       www.fraserinstitute.org

Fort McMurray, “looks like Hiro-
shima” (Thrasher Wheat, 2013).  
Young called the city “a wasteland” 
and asserted that “the Indians up 
there and the native peoples” were 
“sick and dying of cancer because 
of this [the oil sands].” 

The cancer scare claim origi-
nates in a 2006 accusation from 
Dr. John O’Connor. The Nova 
Scotia physician worked in Fort 
Chipewyan, Alberta, and alleged 
that the oil sands were causing an 
epidemic of cancer in the north. 

After three other physicians 
complained to the College of Phy-
sicians and Surgeons about the 
validity of O’ Connor’s claim, the 
college investigated. A note for 
Neil Young: In a leaked 2009 re-
port about O’Connor, the College 
said that “Dr. O’Connor made a 
number of inaccurate or untruth-
ful claims with respect to the num-
ber of patients with confirmed 
cancers and the ages of patients 
dying from cancer” (College of 
Physicians & Surgeons of Alberta, 
2009). In 2010, the Royal Society 
of Canada Expert Panel (RSC) 
summarized their findings: “There 
is currently no credible evidence of 
environmental contaminant expo-
sures from oil sands developments 
reaching downstream communi-
ties at levels expected to cause el-

evated human cancer cases” (RSC, 
2010). 

Young’s tirade revealed part 
of what drives opposition to the 
oil sands—an aesthetic dislike for 
their visual appearance.

Fort McMurray may not be scin-
tillating but it’s hardly a “waste-
land.” I’ve been there, as well as to 
Hiroshima and Nagasaki and their 
atomic bomb museums. To com-
pare a northern mining town to Hi-
roshima is cheap demagoguery; it 
also displays a profound ignorance 
about the atomic bomb’s horrific ef-
fect upon the Japanese population 
in 1945. Such invidious compari-
sons should not be lightly made.

Mining for oil is not pretty but 
then neither are mines that extract 
the metals necessary for bike parts, 
or any industrial activity that re-
quires disturbing the earth to ex-
tract some substance. That is real 
life. (It is also transitory-advances 
in technology have greatly im-
proved the reclamation of mining 
sites). 

When artists decry mining, 
they forget that not every occu-
pation is perfectible or can re-
sult in an aesthetic pleasure—be 
it ditch-digging, setting up a city 
sewer system, or getting minerals 
and oil out of the ground. Natural 
gas heats our homes and oil helps 

transport food to market. Modern-
day routine attempts to better the 
human condition should not be 
held hostage to idealistic artists 
who have a misplaced utopian vi-
sion about the aesthetic perfect-
ibility of oil-soaked dirt. 
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T he season finale of the popular US drama 
Breaking Bad brought with it renewed interest 
in a viral internet meme that implicitly sug-

gested that the entire story might not have taken place 
had the main character, Walter White, lived in Cana-
da. The meme suggests that within minutes of being 
diagnosed with cancer, Walt’s “free” treatments would 
begin the very next week.

The question of exactly how the story arc may have 
changed depending on which country it took place in, 
while surely fun, is ultimately moot. It is, after all, a piece 
of creative fiction. For all we know, Walt might have sim-
ply decided to retire in BC and start a marijuana grow-op 
instead.

However, addressing the meme’s naïve and misleading 
allusion to the idea of timely access to “free”, high quality 
health care in Canada is important-especially for those 
relying on it for support of the status quo or in support of 
arguments to adopt a Canadian-style health care system 
elsewhere.

To begin with, health care in Canada is anything but 
free (Esmail, 2013). The average Canadian family of 
two parents with two children (similar to Walt’s fam-
ily in the drama) pays approximately $11,320 in taxes 

for hospital and physician care through the country’s 
tax system, in addition to the cost of private insurance 
for things like dental care and outpatient prescription 
drugs. While lower than the amount American’s con-
tribute on a per capita basis, it is certainly higher than 
in almost any other developed country that offers uni-
versal health care.

Next, comes the question of the scope and timeli-
ness of medical services provided in exchange for this 
substantial expenditure. Surely such expenditure is jus-
tified if Canadians receive a stellar health care system 
in return for their tax dollars. Unfortunately, that sim-
ply isn’t the case. Canada actually has fewer medical 
resources (physicians, beds, diagnostic imaging scan-
ners, for example), and performs fewer medical inter-
ventions than its American and European counterparts 
(Skinner, Rovere, and Warrington, 2008; Rovere and 
Skinner, 2012a).

Canada’s universal access health care system also 
fails to provide access to these services in a timely 
manner (Barua and Esmail, 2012). The most recent 
annual survey of wait times in Canada revealed that 
patients have to wait approximately four and a half 
months on average to receive treatment for medi-
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cally necessary elective procedures after referral from 
a General Practitioner (who many Canadians also 
have a hard time finding) (Statistics Canada, 2010). 
While the wait is shorter for cancer patients (about a 
month), we also have to remember the long wait pa-
tients face for access to diagnostic imaging technolo-
gies like MRI’s (over two months on average) and CT 
scanners (almost a month on average) which are vital 
for assisting in making the diagnosis in the first place. 
Such delays can have large impacts on cancer patients, 
with the possibility that the size of cancerous tumors 
double every four months (Christensen et al., 1997).

Importantly, public health insurance plans in Can-
ada also fail to cover the cost of many new medical 
options that could prove vital in surviving a bout of 
serious illness like Walt’s. One of these costs is borne 
as a result of a lack of coverage for new prescription 
drugs. Public drug plans only covered about a quar-
ter of the new drugs approved for sale in Canada be-
tween 2004 and 2010 (Rovere and Skinner, 2012b). 
Private drug plans, meanwhile, covered more than 
three quarters of the same set of new drugs. Even 
worse, Canadians also have access to fewer new and 
innovative drugs than their European and American 
counterparts-and those they do have access to, are 
approved for use much later than they are in other 
jurisdictions (Barua and Esmail, 2013). In fact, im-
portant new cancer drugs like Avastin and Jevtana 
were only available to patients in Canada more than a 
year after receiving marketing approval in either the 
United States or Europe.

These realities serve to dismiss the mythical notion 
that a Canadian-style health care system would have 
necessarily meant anything better for someone facing 
Walt’s particular circumstances, either in terms of the 
cost of advanced health care or in terms of the ultimate 
outcome. Whether north of the border or south, Walt 
could just as easily broken bad.
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