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Editor’s notes

dislike flying intensely. Consequently, I do very

little of it. And as a result of my inexperience, I
am unable to distinguish one plane sound and
feel from another. To be specific, turbulence feels
to me simply like the precursor to a full-on crash.

On one memorable return flight from Britain, the
plane was tossing about severely enough that I
asked the pilot, who was on a reassuring stroll
around the main cabin (this was well prior to
Sept. 11), whether the wings were going to hang
on until we landed.

“Madam,” he answered, “Please understand that
L, too, have an interest in the plane’s safe arrival.”
Indeed.

Much the same can be said of our environment.
Every one of us has a vested interest in its good
health, in its survival. The Left, which may regard
itself as the conscience of the planet, has no
monopoly on concern about the state of our
planet. We all want to live.

But the analogy doesn’t end there. I, a rare trav-
eler ignorant of the minutiae of flight physics,
have no personal knowledge base that can give me
accurate information about whether or not the
plane I am traveling on is really in trouble.
Whether I like it or not, I must rely on the pilot’s
expertise. A cheerful pat on the back from an
equally ignorant fellow traveler is not calming.
That traveler knows as little as I do. I am not pre-
pared to put my trust in someone who is no
expert in the field.

We would do well to heed the same principle
when it comes to a discussion of the environ-
ment. Most of us are not scientists. We have no
way of knowing what the true state of the envi-
ronment really is. A protester dressed up in a
polar bear (or seal, or tree) costume is not a good
source of hard facts about the well-being of our
environment. Fortunately, there are plenty of
experts out there who do have the understanding
to give us the information we need to come to
some well-reasoned, sensible conclusions about
the environment and whether or not we can, and
how we should, help keep it healthy.

This issue of Fraser Forum introduces you to
some of these experts. I think you’ll be pleased to
find that, like the pilot of my plane, their assess-
ment of the situation is clear, straightforward,
and for the most part, quite reassuring.

—Kristin McCahon
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Fraser Forum I

by Nadeem Esmail

ome health policy analysts who

deny that the Canadian system is
in crisis point to the increase in doctors
per capita since the introduction of tax-
payer-funded health care as proof. In-
deed, the number of doctors in Canada
has risen from 1 doctor for every 950 Ca-
nadians in the 1960s to one doctor for
every 550 Canadians in 1999 (Rachlis et
al., 2001; Barlow, 2002).

However, the fact that the number of
doctors per capita in Canada has risen
does not prove that Canada has no doc-
tor shortage. There must also be some
accounting of the increased demand for
medical services on the part of patients,
which is not possible in Canada where
no marketplace for physicians’ services
exists. What is possible is a comparison
of Canada’s experience with that of
other OECD countries where consum-
ers of health are able to determine,
through parallel private systems or mar-
ket mechanisms in the public system,
what the growth in the number of phy-
sicians per capita
! should have been.

In 1998, Canada ranked sixteenth out of
22 OECD countries in a comparison of
doctors-to-population (table 1). That
year, Canada had a population of 56,203
full-time-equivalent doctors (OECD,
2001). In order to rank with equally
developed countries, Canada would
have needed a significantly larger popu-
lation of doctors. For example, in order
for Canada’s 1998 ranking to equal that
of France, which spends as much as
Canada does on health care as a percent
of GDP, the number of doctors would
have had to be higher by approximately
35,000. In order to rank first, Canada
would have needed 44,000 more doc-
tors—an 83 percent increase.

Although the number of doctors per
capita in Canada has increased over
time, it is important to consider the
growth rates in other countries. In 1970,
Canada had 1.2 doctors per 1,000 peo-
ple, the fourth- highest ratio among 9
OECD countries for which data was
then available. Canada had a higher
doctor-to-population ratio than Swit-
zerland, and as high a ratio as the
United States. Since 1970, however, 8 of
these 9 countries have bettered Canada’s

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

growth in doctors per capita. Only Fin-
land did worse. While the density of
doctors in Canada grew by 50 percent
over the period, the average increase in
the density of doctors in the other 8
countries was 125 percent.

In the 28 years between 1970 and 1998,
Canada’s doctor per capita rank fell
from fourth of 9 countries to sixteenth
out of 22 countries. This is particularly
remarkable given that in 1998 Canada
ranked fourth in health spending as a
percent of GDP. Only Germany, Switzer-

continued on page 6

Table 1: Comparison of
Doctors per 1,000 Population for
Select OECD Countries (1998)

Rank Country 1998
1 Germany (1997) 3.3
2 Belgium 3.1
2 Hungary 3.1
4 Austria 3.0
4 Finland 3.0
4 France 3.0
7 Czech Republic 2.9
8 Portugal 2.8
8 Sweden 2.8
8 Norway 2.8
11 Luxembourg 2.4
12 Switzerland 2.3
13 United States 2.2
14 United Kingdom 2.1
15 Australia 2.0
16 Canada 1.8
17 New Zealand 1.5
18 Netherlands 1.4
19 Mexico 1.3
20 Turkey 1.2
21 Denmark 0.7
21 Ireland 0.7

Source: OECD Health Data 2001.
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by Sylvia LeRoy

elebrity sightings are not entirely

unusual for Banff, where each
summer the annual Banff Television Fes-
tival attracts established stars and
would-be producers to collect awards
and pitch their wares. But rather than
pushing the usual Hollywood products,
when Robert F. Kennedy Jr. descended
on Banff with an entourage of his Holly-
wood friends early this year, they were
promoting a very different American im-
port: the use of environmental lawsuits
to save Alberta’s lakes and rivers from
unseen polluters.

The celebrity event, planned around a
fundraising dinner for the New
York-based eco-litigation group the
Waterkeepers Alliance, set off a war of
words between Kennedy and Alberta’s
Environment Minister Lorne Taylor
over the province’s environmental pro-
tection record. This is not the first time
Kennedy has clashed with Canadian

politicians over his activist and litigious
brand of environmentalism. Invited to
speak to the House of Commons during
EcoSummit 2000, Kennedy provoked
the ire of federal Environment Minister
David Anderson by criticizing Ottawa
for devolving environmental protection
and enforcement powers to the provinces.

Both incidents draw attention to the dif-
ferences between US and Canadian
environmental protection regimes, and
the role that courts and private interests
play in setting and enforcing environ-
mental policy. In the late 1960s, envi-
ronmental activists began advancing
their cause through the American courts
in much the same way that civil rights
activists had used the justice system to
change social policies relating to deseg-
regation, affirmative action, and abor-
tion. Environmental groups such as the
Natural Resources Defence Council,
and the Sierra Legal Defence Fund (now
Earthjustice Legal
Defence Fund) were

Sylvia LeRoy (sylvial@fraserinstitute.ca) is a research analyst in
The Fraser Institute’s Calgary office. She is co-author, with Barry
Cooper, of the Public Policy Source Off Limits: How Radical
Environmentalists are Shutting Down Canada’s National Parks.
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formed for just that purpose, and now
claim credit for writing many of Amer-
ica’s major environmental laws. To
ensure the vigorous enforcement of
powerful US legislation such as the
Clean Air Act, the Clean Water Act, and
the Endangered Species Act, these laws
contain powerful civil suit provisions
that encourage private citizens and
activist groups to sue alleged polluters.

Canada’s federal system and the rapidly
eroding tradition of Parliamentary
supremacy have heretofore limited the
ability of the courts to advance an envi-
ronmental agenda. Rules of standing
have traditionally limited the right to
bring a case to court to those who have
suffered a particular harm to their per-
son or their property. Nevertheless,
environmentalists, specifically a newly-
emerging group of environmental lawyers,
have become key players in establishing
federal and provincial environmental
departments with strong oversight pow-
ers. Since the advent of the Charter of
Rights and Freedoms in 1982, access to
courts by special interest groups has
grown enormously, as has the success of
environmental litigants. The environ-
mental litigation and activism of Can-
ada’s own Sierra Legal Defence Fund
along with a network of other lobbying
and litigation groups have constituted
the vanguard for environmental law
reform. The past decade has seen court
challenges used to extend the applica-
tion of federal environmental laws deep
into areas of provincial jurisdiction.!

Today, Canada’s most powerful federal
environmental protection laws, the
Canadian Environmental Protection Act
(CEPA) and the Fisheries Act, both
include citizen suit provisions. Environ-
mentalists are currently lobbying to
have a citizen suit provision reinserted
in the proposed Species at Risk Act
(SARA) as well.? Citizen suit provisions
give anyone the right to sue accused



Legal Issues

environmental lawbreakers, whether the
citizen-plaintiff has suffered a particu-
larized injury or not. In effect, these
provisions empower private citizens to
defend the Earth in court. In addition to
both deterring environmental harms
and providing compensation for them,
an environmental right to sue is
endorsed as a way to improve public
participation in environmental deci-
sion-making while supplementing
government enforcements efforts.

But are more lawsuits really the answer?
Certainly, the common law tort system
has always played an important role in
environmental protection efforts. As
Berkeley law professor Peter S. Menell
explains, “By identifying the cause of
environmental harms, assessing the
behavior of actors responsible for such
harms, and quantifying the harm to
plaintiffs, individual assignment of lia-
bility through courts, in theory, pro-
vides compensation to victims while
internalizing the social costs of harm-
producing activities” (Menell, 1991, p. 93).

American experience with citizen suit
provisions suggests that what works in
theory does not always work in practice.
For instance, rather than promoting
participatory grassroots democracy,
empirical evidence suggests that an
environmental right to sue may advance
the organizational goals of powerful but
narrow special interest groups. A review
of citizen suit activity under the US
Clean Water Act in the 1980s found that
five national environmental groups
(including Kennedy’s own Natural
Resources Defense Council)® were
responsible for the majority of suits filed
between May 1984 and September 1988
(see Greve). A later study found that
$9.3 million out of the total $11.3 mil-
lion received as penalties between 1988
and 1993 were collected by four promi-
nent groups that had a practice of care-
fully screening potential cases (see Lehner).

Of course, everyone would like to assume
that the environmental interest groups
are taking polluters to court purely for
altruistic reasons, but the reality is that
organizational incentives exist to bring
suits for the purpose of attracting or
retaining members (Boyer and Meidinger,
1985). While plaintiffs may only receive
costs, they stand to profit by obtaining
attorneys’ fees or settlements to finance
subsequent litigation or other environ-
mental initiatives. As Dr. Michael
Greve, adjunct scholar at the Competi-
tive Enterprise Institute, has noted,
“Substantial portions of [citizen suit]
settlements constitute direct transfer
payments to environmental groups”
(Greve, 1990, p. 339). In Canada, the
individual or interest group initiating
the case can be awarded half of the fine.

Frivolous lawsuits are more likely than
ever in the US, where the Supreme
Court recently reversed an almost
decade-long trend that had limited the
ability of environmental interest groups
to push claims through the courts. The
court ruled that the perception of envi-
ronmental harm—whether or not that
fear is justified—provides adequate
grounds to achieve standing to prosecute
an alleged polluter.* According to this
reasoning, the enforcement of existing
regulations does not necessarily result in
environmental improvement. Conse-
quently, it pays environmental bounty
hunters to equate emissions with pollu-
tion, promoting phantom fears about
the real state of the environment.

While budgetary constraints and
accountability to the electorate encour-
age governments to prioritize enforce-
ment efforts, private litigants have
strong incentives to consider the ease of
legal victory (and depth of defendant’s
pockets) when considering which viola-
tors to prosecute (Adler, 2001, p. 39).
Because private litigants don’t face
political repercussions from unwise

enforcement priorities, they are free to
pursue enforcement for enforcement’s
sake, regardless of the severity of legal
infraction, far less the real threat to the
environment.

For instance, a report released in
December 2001 by two BC environmen-
tal law groups criticizes the province’s
mine inspectors for focusing on workers’
health and safety rather than making the
prosecution of every environmental
infraction the top priority (Campbell,
Sumi, and Young, 2001). In contrast to
jurisdictions that encourage private

... organizational
1ncentives exist to
bring suits for the

purpose of

attracting ...
members.

prosecutions (such as Ontario), the BC
government has adopted a policy of tak-
ing over, and frequently staying the
cases of private litigants. Considering
the fact that BC’s mining policy has
been ranked the lowest on The Fraser
Institute’s Annual Survey of Mining
Companies for the past five years (Jones
and Fredricksen, 2001), any plans to
expand opportunities for private prose-
cutions would be ill-considered.

The courts should continue to play an
important role in protecting the envi-
ronment by enforcing property rights
that assign responsibility under tradi-
tional common and civil law rules. But
as BC Attorney General Geoffrey Plant
explained at a conference last Novem-
ber, while “it used to be said of the com-
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mon law of civil obligation that its rules
and their application encouraged pre-
dictability and stability ... The legal
landscape is in a constant state of flux,
as the boundaries of legal principles
expand into uncharted waters. These
shifts have tended to favour increased
liability for defendants, particularly sol-
vent ones” (Plant, 2001). Whether it is
the government or private industry that
is directly being sued, it is ultimately the
public—either as consumers or taxpay-
ers—who pay the price.

Do Canadians really want to follow
America’s lead by encouraging special
interest groups to act as “private attor-
neys general” using the precautionary
principle to trump competing social and
economic goods? Liberalized notions of
legal liability, relaxed rules of standing,

Legal Issues

and citizen suit provisions in new and
existing environmental laws suggest that
we may already be following American
trends. This is coming at a time of
growing recognition about the limited
capacity of courts to decide complex
issues of social policy in an already over-
burdened court system. Before encour-
aging special interest groups to tie up
the courts with more lawsuits, further
research is needed to quantify the rela-
tive costs and benefits of an environ-
mental right to sue.

Notes

1See, for example, Friends of the Oldman
River Society v. Canada (Minister of Trans-
port) [1992] 1 S.C.R. 3.

2Such a provision was included in Bill C-33,
SARA’s predecessor that died on the order

When Does More Doctors Mean Less Access?

continued from page 3

land, and the United States spent more
on health care, while France spent a per-
centage equal to Canada’s. Compara-
tively, the health care sector should have
enough resources to provide for many
more doctors than we now have. The
long and growing waiting lists suggest
that we could certainly employ more
physicians to advantage.

The fact that there are more doctors per
capita in Canada now than at any time
in the past is not a decisive argument
against claims of doctor shortages. Every
OECD country has more doctors now
than in 1970. What is clear is that Can-
ada has a relative shortage of doctors
compared to other, equally developed
OECD countries and, in fact, compared
to many less developed countries. It is
also clear that the coverage of the popu-
lation is, comparatively, much lower

than it was 30 years ago when the cur-
rent medicare system was launched.

Note

1 .

Doctors are defined as general practitioners
plus specialists, not including interns and
medical residents.
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Fraser Forum I

by Petr Chylek

uring the last few decades our

ability to observe the climate
and to detect climate and temperature
changes has increased considerably as a
result of improved ground-based mea-
surements as well as by development of
global satellite-based observations. Most
of us seem to be surprised that the cli-
mate is changing. A changing climate
challenges our feeling of stability and se-
curity. We are trying to find the reason
for climate “change” and whom we
should blame for it. However, the cli-
mate was changing even before man-
kind produced the first mole of carbon
dioxide; it was changing dramatically
even before mankind arrived on earth.

Petr Chylek (Petr.Chylek@Dal.Ca) is a
Professor of Physics and Atmospheric
Science at Dalhousie University in
Halifax. For ten years he held the
AES/NSERC Research Industrial Chair in
Climate Research and Marine Meteorol-
ogy. He has established and developed a
world-class research oriented graduate
level atmospheric science program at
Dalhousie University (www.atm.dal.ca).
The Department of Physics at Dalhousie
University has been recently renamed to
Department of Physics and Atmospheric
Science to reflect the program’s national
and international recognition.

Ice ages and warm
interglacial periods

The ice core records from Greenland
and Antarctica provide one of the
most reliable sources of information
about the past climate. The longest
and one of the most accurate records
of past temperature change is avail-
able from the Vostok ice core (Petit et

al., 1999) in Antarctica. The fact that
Greenland and Antarctic ice core
results agree with each other, and with
temperature records derived from
ocean floor sediments and other cli-
mate indicators, suggests that the tem-
perature changes observed in ice core
records were global. Thus, the temper-
ature record of the Vostok ice core
can be considered to simulate global
climate evolution.

Fig. 1 shows the atmospheric tempera-
ture changes (numerical data from
Petit et al., 1999) over the Vostok site
for the last 420,000 years. The changes
are displayed with respect to the cur-
rent average temperature that deter-
mines a zero point on the vertical
scale. There are several distinct peaks
protruding considerably above the
average. These peaks represent warm
interglacial periods. The current warm
period, called Holocene, started about
11,000 years ago. There were other
warm periods around 130,000,
240,000, 320,000 and 420,000 years
ago. These warm periods, similar to

Figure 1: Ice Ages and Warm Periods

Temperature changes in degrees Celcius

-450 -350 -250

-150 -50 50

Years Before Present (in thousands)

The temperature record (about the last 420,000 years) from the Vostok ice core in Antarctica (nu-
merical data from Petit et al., 1999) shows the climate oscillations between relatively short warm

periods and longer lasting ice ages.
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one we are living in right now, occupy
only about 16 percent of the past
420,000 years. For most of the time,
the Earth’s climate was considerably
colder and less hospitable to humans
than it is today. In this sense we are
living in an exceptional period of the
Earth’s climate history, in a pleasant
warm period that has made the devel-
opment of civilization and technology
possible.

The Vostok ice core record (Petit et al.,
1999) also includes a record of atmo-
spheric carbon dioxide (CO,) concen-
trations. A challenging detail of the
Vostok ice core record is that often the
temperature changes first, followed later
by changes in carbon dioxide (Fisher et
al., 1999). The changes in CO, lag
behind changes in temperature. Conse-
quently, changing carbon dioxide atmo-
spheric concentration was not the cause
of the past climate variation docu-
mented in the Vostok ice core.

Cover Story

Current warm climate

Our current, warm, interglacial period
(the Holocene) started about 11,000
years ago. Figure 2 shows the Vostok
temperature record (Petit et el., 1999)
for the last 10,000 years. Although the
current temperature at the Vostok site is
about 0.4 degrees C above the Holocene
average, such a temperature is not
uncommon. In the past, there were
periods with even higher temperatures.
The most distinct of these is a period of
about 500 years between 4,000 and
5,000 years ago when temperatures were
up to 1.5 degrees C above the Holocene
average at the Vostok site. It is worth
noting that there is no evidence that the
West Antarctic ice cap collapsed or
melted during this 500-year warm cli-
mate period. Although the current mass
balance of the Antarctic ice sheet is sub-
ject to definite uncertainty, most of the
reports indicate that the Antarctic ice
sheet is currently growing. Similar warm
periods are also recorded in ice core

Figure 2: Last 10,000 Years

Temperature changes (in degrees Celcius)

Years Before Present (in thousands)

The Vostok ice core record of the temperature changes during the current warm period called
Holocene (numerical data from Petit et al., 1999). About 4,500 years ago, the climate in Antarctica
was considerably warmer than it is today for a period of over 500 years. In spite of that there is no
evidence of any climate catastrophe (melting of ice sheets) taking place in this hot episode of climate

evolution.

samples from Greenland, suggesting
that the warming was not just local. Past
warmer and drier periods also led to
increased levels of forest fires, which are
recorded in soot deposits in ice cores
(Chylek et al., 1992, 1995).

Instrumental
temperature records

For the last 120 years, we have instru-
mental temperature records from mete-
orological stations distributed over
several continents and a few observa-
tions from ships. Several research
groups have tried to reconstruct the
“global average” earth temperature
from these measurements. Since the
density of the stations is not uniform
over land, and since there are very few
observations over the ocean, the data
need to be adjusted for this lack of
homogeneity. The resulting “global
average” depends on the way in which it
is done. In addition, the environment
at many stations has been changed over
the decades from the growth of cities,
the expansion of airports, and other
environmental changes. The measured
temperatures must be corrected to sepa-
rate the effect of local environmental
changes from the global climate change.
Consequently, there are some differ-
ences between the results of individual
research groups. As a typical example of
the observed changes in global surface
air temperature, figure 3 shows approxi-
mately the last 120 years of global aver-
age temperature as produced by the
NASA Goddard Institute for Space
Studies climate research group (Hansen
et al., 1999). Individual points represent
annual global average temperature; the
thick solid line is the five-year running
average. The five-year averaging
smoothes out annual variations and the
long-term trend becomes more obvious.
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Figure 3: Global Temperature Changes

Temperature changes (in degrees Celcius)
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Surface air temperature changes (annual data and 5 years running average) for the last about 120
years (numerical data from NASA GISS web site). The temperature rise started around the year
1890, when anthropogenic carbon dioxide production was negligible compared to present.

The observed warming is at the rate of
0.5 degree C per 100 years. There are
two intervals during which considerable
warming took place. The first warming
period is from about 1890 till 1940. The
second warming period starts around
1970 and lasts to the present. In
between these two periods, a slight cool-
ing occurred between 1940 and 1970.

The warming between 1890 and 1940
cannot be blamed on carbon dioxide
since its production, especially at the
beginning of this period, was quite
small. Most scientists agree that the
changes in solar radiation are the most
probable cause. Many blame the second
warming period, from 1970 to the pres-
ent on our production of carbon dioxide.

Satellite observations
As discussed in the previous section, the

surface temperature record can be sub-
ject to various interpretations and criti-

cism. The highest density of meteoro-
logical stations is in North America and

Europe. Many fewer stations are spread
over South America, Africa, and Asia.
Over the oceans, which form about
two-thirds of the earth’s surface, the
coverage is extremely poor. In addition,
it is not always easy to separate the effect
of changing local environments from
global climate change in temperature
measurements.

Recently, it has become apparent that
satellite-based technology is the only
feasible way to monitor global environ-
mental and climate change. The micro-
wave radiation emitted by the
atmosphere is a sensitive function of the
atmospheric temperature. This sensitiv-
ity can be used to measure the tempera-
ture of the atmosphere (Christy et al.,
2000). The satellite-based measurement
of the temperature of the lower atmo-
sphere (troposphere) has been available
since late 1970s. Figure 4 compares the
surface temperature records (NASA
GISS site data) with the atmospheric
temperatures deduced from the satellite

Figure 4: Surface and Tropospheric Temperature Changes

0.6

Temperature changes (in degrees Celcius)

1980 1985

The annual global surface air temperature (data from NASA GISS web site) and tropospheric tem-
perature derived from microwave satellite data (provided by John Christy). The average rate of
temperature rise of 0.12 deg. C per decade for the surface air temperature is contrasted by almost
no temperature change (a rate increase of 0.03 deg C per decade is within uncertainty of measure-
ments and is not statistically significant) indicated by satellite observations.
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microwave data (up-to-date data kindly
provided by John Christy).

Although both the curves have a similar
character, there is an essential difference
between them. The overall trend of the
surface temperature measurements
shows the temperature increasing at the
rate of 0.12 degree C per decade. On the
other hand, the satellite measurements
of atmospheric temperature indicate an
increase at the rate of only 0.03 degree C
per decade. Thus, the surface seems to
be warming faster than the atmosphere.

How can we reconcile these different
rates of warming between the surface
and the atmosphere? We can, of course,
argue, as some do, that either the sur-
face or the satellite measurements, or
both, are wrong. On the other hand, a
lot of highly competent people put a lot
of effort into both sets of data, and so
we should not dismiss either set lightly.
Is it possible that both sets are correct,
and that the surface is really warming
faster than the atmosphere? The IPCC
(Intergovernmental Panel for Climate
Change) 2000 report acknowledges the
discrepancy between the surface and
atmospheric temperature data that can-
not be currently reconciled.

Current climate change

The General Circulation Models
(GCMs) are complicated models of the
atmosphere and oceans that are used for
climate studies. The increasing concen-
tration of carbon dioxide is generally
considered to be the driving mechanism
for current climate change. The GCMs
suggest that the increasing atmospheric
concentration of carbon dioxide or
other greenhouse gases will heat the
atmosphere at the same rate as the sur-
face. On the other hand, if the warming
is caused by factors other than green-
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house gases (for example the change of
low-level cloudiness), then it is quite
possible that the surface could warm
faster than the atmosphere.

If we admit both sets of data as correct,
then carbon dioxide should not be con-
sidered as a dominant force behind the
current warming. Natural climate vari-
ability, changes in land use and the vari-
ability of solar radiation are a few
factors that can affect the climate.

The sun can affect the climate by the
variation of total solar radiation output,
by changes in the UV radiation that
affect the ozone layer, and by modifying
the cloudiness through the variation of
flux of cosmic rays reaching the earth’s
atmosphere. The current solar cycle is
unusual in that it reached the solar max-
imum in the year 2000, but a second,
unexpected peak in solar activity
occurred again in late 2001 and early
2002. This double-peaked cycle keeps
the sun close to its maximum activity
for a longer time than usual, so should
effect the earth’s weather and climate.
During enhanced solar activity, there is
increased heating, especially of the trop-
ical regions. This is just one example of
how factors other than carbon dioxide
do contribute to the current climate
variability.

We are living in a rare period when the
earth’s temperature is pleasantly warm.
Only 16 percent of the last 420,000 years
had a climate as pleasant as it is today.
Instrumental measurements suggest
that the global average temperature
increased by about 0.5 degree C over
approximately the last 120 years. Some
of this increase was very probably
caused by increased atmospheric con-
centration of CO,. However, how much
of the increase can be ascribed to CO,,

to changes in solar activity, or to the
natural variability of climate is uncer-

tain. The fact that the temperature
started to go up around 1890, when
man-made production of CO, was neg-
ligible, indicates clearly that forces other
than increasing CO, were responsible
for the heating that occurred during the
first half of the twentieth century. The
fact that currently the surface air is
warming faster than the atmosphere
suggests that even in the post-1970
warming period, forces other than
greenhouse gases are responsible for at
least a considerable fraction of the
observed warming. Thus, it is highly
probable that global average tempera-
ture will go up and down in the coming
years, decades, and centuries regardless
of what we do.
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by Laura Jones

s Canadian politicians jockey to
articulate their positions on

whether Canada should ratify the inter-
national agreement to reduce green-
house gas emissions negotiated in
Kyoto, Japan, in 1997, a critical consider-
ation is being overlooked—what is best
for the environment.

Many politicians, media commentators,
and spectators believe that what is best
for the environment is obvious: sign
Kyoto. The only thing left to debate is
whether we can afford it. Kyoto’s price
tag is a legitimate concern. If Canada
ratifies the treaty, we are committing to
reduce greenhouse gas emissions to 6
percent below 1990 levels sometime
between 2008 and 2012. Since emissions
are currently 15 percent above 1990 lev-
els and expected to be even higher by
2008, we are really talking about reduc-
ing emissions by roughly 30 percent.

Where do the emissions come from?
They are largely the
result of burning fossil
fuels, an essential

ingredient to much of what Canadians
produce and consume. How do we
reduce emissions by over 30 percent?
No one, including Environment Minis-
ter Anderson and Prime Minister
Chretien, is quite sure. But to achieve
such a major reduction will almost cer-
tainly involve making fossil fuels more
expensive, likely a lot more expensive.
What will this mean for you? Either
heavier taxation on fossil fuel con-
sumption, or detailed rationing
schemes, or a combination of the two.
Higher taxation and rationing will
mean higher prices for almost any
Canadian-made good or service you
can imagine: from the bread at your
grocery store to the gasoline that pow-
ers your car. Meeting the Kyoto targets
will reduce our standard of living.

Since the federal government does not
yet have a concrete plan for how Canada
will meet its Kyoto target, perhaps it can
be forgiven for not explaining to Canadi-
ans what Kyoto will mean for our pock-
etbooks. But given this state of affairs,
how can it possibly be forgiven for say-
ing it may sign Kyoto as early as June?

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

Unlike our Prime Minister, President
Bush has no intention of signing. He
claims it will damage the US economy
and throw 4.9 million people out of
work. This makes our federal govern-
ment’s position look even more ridicu-
lous, since making energy more
expensive in Canada will put us at a
competitive disadvantage with our big-
gest trading partner. What does this
competitive disadvantage mean? Cana-
dian producers will have lower incomes,
and Canadians will be dealing with
higher levels of unemployment.

What do the economic costs of Kyoto
have to do with protecting the environ-
ment? Here environmentalists and those
politicians intent on signing Kyoto
could learn an important lesson from
economists: what’s bad for the economy
is bad for the environment. This is

Richer 1s cleaner
and healthier,
poorer is dirtier
and sicker.

because environmental amenity is what
economists call a “normal good.” When
people’s incomes go up, so, too, does
their demand for environmental protec-
tion. The worst pollution problems in
the world, lack of access to safe drinking
water and the use of highly polluting
fuels like cow dung, are problems we in
Canada can hardly imagine. In fact, like
indicators of health, most indicators of
pollution improve as incomes increase.
In simple terms, richer is cleaner and
healthier, poorer is dirtier and sicker.
Signing Kyoto will make us poorer,
leaving us less concerned with other
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environmental and non-environmental
priorities. How much poorer is yet to be
determined.

One government study put the price tag
to Canada alone at around $40 billion in
lost economic output by 2010. What
else could we do with $40 billion? Sev-
eral years ago the Canadian Water and
Wastewater Association estimated that
we need to invest $27.5 billion in water
treatment and distribution over the next
15 years—not a sexy environmental
problem but an important one.

Or consider our concerns about health
care. Canadians currently wait an aver-
age of 12 weeks for access to an MRI
machine. To bring MRI availability to
the top of OECD countries would
require an additional 327 machines
across Canada. How many extra
machines would the costs of Kyoto
allow us to have? 13,000.

A $40 billion sacrifice might be worth
making if we knew that the proposed
remedy was a cure. But nobody believes
that without the US and developing
nations such as India and China com-
mitted to reducing their emissions that
Kyoto will have any effect at all. Peel the
onion back one more layer and you will
find that scientists don’t even know how
much of the observed warming is natu-
ral, and how much of it is a result of
human emissions. In summary, Kyoto
is an expensive remedy that will not
work, designed to cure a disease we
may not have.

Why would Canadian policy makers
support such nonsensical policy? A gen-
erous explanation is that they believe it
will do some environmental good. A less
generous interpretation suggests they
care more about appearing green than
really being green. [
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by Elizabeth Brubaker

Imost two years have passed
since contaminated drink-

ing water killed seven people and made
2,300 ill in Walkerton, Ontario. The trag-
edy called attention to severe deficien-
cies in water systems all across Canada.
Consumers have been deluged with re-
ports of their utilities’ failures to comply
with regulations and to make desper-
ately needed capital improvements.

Despite the unprecedented attention,
remarkably little progress has been
made in upgrading our inadequate sys-
tems. From the Yukon Territory, where
giardia and cryptosporidium periodi-
cally contaminate Whitehorse’s water,
to Ontario, where more than 400
adverse water quality incidents were
reported in the last year, a steady stream
of stories about inadequately treated
water continues to flow through the
daily news.

A January storm pushed turbidity in
Vancouver’s Seymour reservoir above
federal health guidelines for weeks, giv-
ing urgency to the standing order that
people with weakened immune systems
boil their drinking water. Vancouver’s
substandard water is by no means an
isolated case in BC. In his most recent
annual report, the provincial health offi-
cer reported inadequate treatment in
more than 300 small communities. “It is

Elizabeth Brubaker, Executive Director of
Environment Probe, is the author of
Liquid Assets: The Privatization and
Regulation of Water and Wastewater
Utilities, which will be published by the
University of Toronto Press later this year.

clear,” he concluded, “that more can be
done to... minimize our reliance on
individual households boiling water as a
de facto form of water treatment” (BC
Provincial Health Officer’s Annual
Report 2000, p. 15).

On the other side of the country, resi-
dents in hundreds of communities like-
wise face “boil water” advisories. A
quarter of Newfoundland’s systems
have been deemed vulnerable to con-
tamination because of inadequate chlo-
rination. Dozens of systems are
contaminated with trihalomethanes,
and still others with arsenic or other
poisons. In January, one Newfoundlander
summed up provincial residents’ justifi-
able frustration. Complaining to the
government that it had kept under
wraps for months the high levels of
arsenic in local wells, he said, “We put
our trust in government to make sure
our water supply is clean. And you’ve
failed us” (CBC News Online, Feb. 1,
2002).

Our governments’ wide-spread failure
to protect our drinking water may be
even more serious than generally
thought. Extrapolating from US data on
waterborne disease, University of
Alberta ecologist David Schindler esti-
mates that, here in Canada, contami-
nated water may cause 90 deaths and
90,000 illnesses each year.

If such estimates are correct, the associ-
ated costs would be staggering. In an
analysis of the costs of the Walkerton
tragedy, economist John Livernois iden-
tified $64.5 million in hard costs and an
additional $90.8 million in the less tan-
gible costs of illnesses suffered and lives
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lost. Such figures would pale in com-
parison to a calculation of cross-Can-
ada costs.

Of course, the Walkerton tragedy and
subsequent revelations about drinking
water quality across the country also
cost millions of Canadians their trust in
their water systems. A national survey
conducted in September found that
one-third of Canadians have little or no
confidence in their drinking water.

Why have our water utilities—and the
governments that oversee them—Iet so
many of us down? The problem lies
largely in the fact that neither the sys-
tems’ owners and operators nor their
regulators have the tools or incentives to
ensure that our water is safe.

Too often, ill-trained workers struggle
to operate inadequate equipment in
underfunded systems. A municipal
worker in North Battleford, Saskatche-
wan, said of the system that last spring
made more than 8,000 people ill,
“You’re running a lot of times by the
seat of your pants” (Fluney, Testimony
to the North Battleford Water Inquiry,
Sept. 20, 2001, p. 144, lines 19-20). Such
a description fits hundreds of systems
across the country.

Even well run utilities often lack the
funds to make critical improvements,
thanks to tight budgets, limited borrow-
ing capacity, and politicians’
long-standing reluctance to require con-
sumers to pay the full costs of the water
they use. In 1998, the Canadian Water
and Wastewater Association estimated
that we would need to invest $27.5 bil-
lion in water treatment and distribution
systems over the following 15 years. As
improvements are put off and water
standards become tougher, our infra-
structure deficit can only increase.

Only now are the public and politicians
beginning to appreciate the high costs of
cheap water. BC’s Drinking Water
Review Panel concluded in February
that consumers are paying too little for
water. It proposed rates that reflect the
true costs of the water supply system.

Late last year, the Ontario government
introduced a bill that will require service
providers to calculate the full costs of
extracting, treating, and distributing
water—including the costs of improv-
ing infrastructure—and to report on
how they intend to recover those costs.
The bill stipulates that regulations may
specify permitted sources of revenue. If
regulations require users to pay the full
costs, the province will be well on its
way to a more sustainable water regime.

Equally promising is the growing inter-
est in the privatization of water utili-
ties—which in other countries may
mean the sale or lease of water treat-
ment systems but which in Canada gen-
erally takes the form of the contracting
out of their operation and maintenance.
Privatization has in many other jurisdic-
tions helped solve problems similar to
our own. It has encouraged enormous
investments in infrastructure. It has
brought water rates in line with costs. It
has made available great expertise. It has
boosted innovation. It has promoted
efficiency. And it has improved regula-
tion by separating responsibility for
financing and operating utilities from
responsibility for enforcing health and
environmental standards. Freeing gov-
ernments from the conflicts of interest
that inhere in their multiple roles, pri-
vatization has enabled them to focus on
their regulatory responsibilities. As a
result of all of these factors, privatiza-
tion has improved performance and
brought greater compliance with health
and environmental standards.

While Canadian experience with water
utility privatization remains limited, it
shows considerable promise. Canada’s
largest private drinking water project
can be found in Moncton, New Bruns-
wick, where a firm operates and main-
tains the water filtration plant that it
financed, designed, and built.

Prior to the plant’s construction,
Moncton had struggled with discol-
oured, bad tasting, sub-standard water
for many years. Unable to obtain pro-
vincial or federal funding for a water
treatment system, the city turned to the
private sector for help. In 1998, after a
competitive bidding process that ini-
tially saw expressions of interest from
nine consortia, the city signed an agree-
ment with Greater Moncton Water, a
company owned by USF Canada and
the Hardman Group. The company
offered considerable expertise: parent
United States Filter manages over 260
facilities in North America and is a sub-
sidiary of the French water giant
Vivendi, which has operations in over
100 countries. Moncton is delighted to
gain access to the company’s patented
technologies, computerized systems,
and resulting efficiencies.

Privatization brought immediate finan-
cial benefits to Moncton. The arrange-
ment relieved the city of having to make
any up-front capital investment. Equally
important were the substantial cost sav-
ings. Greater Moncton Water built the
plant for $23 million—between $8 mil-
lion and $10 million less than a publicly
designed and built plant would have
cost. Operating costs will also be lower
than they would have been at a pub-
licly-run plant. All told, the city expects
to save between $14 million and $17
million in capital and operating costs
over the course of the 20-year lease.

Moncton’s privatization also brought
dramatic health benefits. The contract
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requires the operator to meet—or, in
some cases, exceed—Canadian drinking
water guidelines. Ron LeBlanc of the
city’s engineering department has
boasted, “We believe the water that we
have specified will be the best in Can-
ada,” adding, “If they don’t meet the
specs, then they ain’t getting paid”
(Forster, Moncton Times and Transcript,
Oct. 21, 1999).

Mr. LeBlanc’s comment highlights one
of the greatest benefits of water utility

privatization: accountability. In a pub-
licly operated system, accountability is
rare. Even Walkerton’s notorious Koebel
brothers—the operators who falsified
records and drank on the job—have
thus far escaped punishment. In con-
trast, punishment comes swiftly in the
private sector. As one water company
executive explained, “People who jeop-
ardize the company are not tolerated.”
Poorly performing firms are likewise
held accountable, be it by the munici-
palities with which they have contracts,

Rewarding Non-Profits for
Efficiency & Effectiveness

Cash awards totaling $65,000, together
with confidential performance eval-
uations, are available to non-profit
agencies that apply to the 5th

annual Donner Canadian Foun-

dation Awards for Excellence in

the Delivery of Social Services. This
unique recognition program, created
specifically for Canada’s non-profit
sector, calculates agency performance in

ten areas: finance, income independence, strategic
management, board governance, volunteers, staff, innovation,
program cost, outcome monitoring, and accessibility.

Nine awards valued at $5,000 each will be presented in the categories of Child Care
Services, Crisis Intervention, Counselling, Alternative Education, Traditional

Education, Prevention and Treatment of Substance Abuse, Provision of Basic
Necessities, Services for People with Disabilities, and Services for Seniors. In
addition, the prestigious $20,000 Award for Excellence will be presented to the
organization that exhibits the highest level of overall excellence. Participating agen-
cies receive useful, pertinent performance information to help them improve their
service delivery. The deadline for applications is Tuesday, April 30, 2002.

Further information and the 2002 Application Form are available on the Internet
by clicking on the Donner icon at www.fraserinstitute.ca, or from

Karina Wood, Donner Project Co-ordinator, 4th Floor — 1770 Burrard Street,
Vancouver BC V6] 3G7 Tel: (604) 688-0221, ext. 554; Fax: (604) 688-8539;
E-mail: donnerawards@fraserinstitute.ca.
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by their shareholders, or by a market-
place in which a tarnished reputation
may prevent them from winning other
business. Such mechanisms provide
powerful incentives to perform well.

Despite its many benefits, privatization
continues to meet strong resistance
from some quarters, most notably from
labour unions. Some of the unions’ con-
cerns—especially those regarding the
staffing cuts made possible by the pri-
vate sector’s more efficient opera-
tions—may be addressed by contract
provisions protecting workers’ interests.

Other issues, such as the reluctance to
trust something as essential as water to a
profit-driven firm, must be countered
with a close look at reality. Public insti-
tutions brought us the tragedies in
Walkerton, North Battleford, and the
hundreds of other communities whose
water has been poisoning people. Those
institutions, with their inherent prob-
lems of politically constrained funding,
insufficient performance incentives, and
compromised oversight, have served us
poorly. In contrast, private firms have
demonstrated that they can deliver
clean, safe water. Properly structured
agreements give them the tools and
incentives to do so.
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by Tracy Wates

anada, home to an estimated

70,000 species, according to the
Canadian Endangered Species Conserva-
tion Council (CESCC), is on the verge
of enacting destructive legislation to pro-
tect endangered species. Bill C-5, the
Species at Risk Act (SARA), has been
winding its way through parliament
since last February and will be law
within the year unless something unex-
pected occurs. The federal Liberal gov-
ernment claims that SARA is a necessary
and important step in protecting endan-
gered species in Canada, but evidence
from the United States (which enacted a
similar law in 1973) tells us that SARA
will not only fail in its mission, but will
hasten the demise of many species.

The main reason for the lacklustre per-
formance of endangered species legisla-
tion in the US is failure to account for
negative incentives created by the com-
mand-and-control law that robs land-
owners of their ability to use and enjoy
their land if it contains an endangered
species. The law makes it illegal to kill or
harm an endangered species and, if the

Tracy Wates is pursuing her master’s
degree at the Goldman School of Public
Policy at the University of California
Berkeley, specializing in environmental
policy. She spent the summer of 2001
working as an intern at The Fraser
Instittute.

listing contains regulations pertaining to
the species habitat, no one may alter the
habitat, thus significantly affecting
resource users and landowners. More-
over, the regulations often drastically
decrease land values without any com-
pensation. Instead of encouraging a
stewardship ethic, this often pits land-
owners against endangered species.
Landowners are motivated to make
their land unattractive for endangered
species as a precaution, and in some
cases, may kill or harm species if they
are already present.

Incentives matter—in
both the US and Canada

The disincentive for conservation is
clearly illustrated by the story of Ben
Cone, who owns 7,200 acres in North
Carolina. Deforested in the 1930s, the
land gradually regained healthy stands
of long-leaf pines which were ideal for
wildlife, including songbirds, deer,
quail, wild turkey, and the endangered
red-cockaded woodpecker. Cone care-
fully managed his land up to 1991 by
initiating frequent controlled burns and
small timber sales. However, in 1991,
the US Fish and Wildlife Service identi-
fied 1,560 acres of Cone’s property as
woodpecker habitat, and Cone lost the
right to harvest timber within a
half-mile radius of each bird. The value
of his land fell to $86,500 from a previ-

ous value of $2,230,000—a 96 percent
loss. The 29 red-cockaded woodpeckers
who took up residence in Cone’s forest
cost him $73,914 each—a cost he has
borne alone (Simmons, 1999). Cone
now clear-cuts around the woodpecker
colonies to prevent them from spread-
ing to more of his property and he has
changed his rotation of harvesting tim-
ber on the rest of his land from 80 years
to 40 years to avoid attracting more
woodpeckers to the old trees they prefer
(O’Toole, 1996). Cone’s neighbours,
alerted by him of possible losses should
woodpeckers nest on their land, also
began clear-cutting their timber adja-
cent to Cone’s property.

Similar examples of unintended conse-
quences can be found in Canada. The
blue racer snake, for example, can grow
up to two metres in length and can
travel at a speed of seven kilometers an
hour. It can only be found on Pelee
Island in Canada. About 300 snakes live
on the 4,000-hectare Pelee Island, of
which about 810 hectares remain unde-
veloped (Jaimet, 2001).

In 1993, the Ontario Ministry of Natu-
ral Resources and the World Wildlife
Fund funded a study of the blue racer.
The researchers were concerned about
nesting and hibernating sites and con-
vinced some landowners to voluntarily
let them construct domes of earth and
vegetation on their land for the snakes
to use. The island’s hunting club was
one of the landowners to agree to house
an artificial snake habitat on its land.

The trouble began in 1999 when the
Ontario government blocked a pro-
posed development on the island on the
grounds it would disturb blue racer
habitat. The province produced a map
showing blue racer habitat to support its
claims. When landowners on Pelee
Island who had voluntarily helped with
snake conservation discovered that their
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property was included on the map, they
were insulted and angry. Some land-
owners promptly bulldozed the sections
of their property that were identified as
blue racer habitat to ensure that the
government wouldn’t interfere with
future farming or development plans.
The snake hibernation site built at the
hunting club was also destroyed.

Compensation in
Canada’s law?

The Canadian iteration of the Endan-
gered Species Act seems to acknowledge
this incentive problem by containing a
section discussing compensation. How-
ever, it is very vague, and leaves
compensation almost entirely in the
hands of politicians, thus creating inse-
curity and disincentives for conserva-
tion and cooperation. The Liberal
government rebuffed efforts during the
committee review of SARA to make
compensation full and mandatory,
instead leaving the language ambiguous
as to when and how much compensa-
tion will be provided.

Compensation programs that have been
established have demonstrated that
when you remove economic pressures,
landowners tolerate, and even welcome,
endangered species to their land. One
example is the Wolf Compensation
Trust in the US, established by
Defenders of Wildlife in 1990 following
the reintroduction of wolves to Yellow-
stone National Park and surrounding
areas. The most ardent opponents of the
wolf reintroduction scheme were ranch-
ers who feared for the lives of their most
precious economic asset—their live-
stock. But by instituting a compensation
program for livestock losses due to wolf
predation, Defenders removed the eco-
nomic reasons for ranchers to hunt
down wolves, and thus have signifi-
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cantly reduced the amount of illegal
wolf killing (Fischer, 1998).

The rhetoric surrounding SARA empha-
sizes the role of partnerships, voluntary
stewardship, and cooperation. However,
the actual text of the act shows little
similarity to the government’s published
and verbal descriptions. For instance,
the available on-line version of the act is
77 pages, but only two pages describe
stewardship, while more than 20 pages
are devoted to compliance, investiga-
tions, penalties, and the like. Only half a
page is dedicated to compensation.

Section 64 stipulates: “The Minister [of
Environment] may, in accordance with
the regulations, provide
compensation to any
person for losses suffered
as a result of an extraor-
dinary impact of the
application [of the prohi-
bitions pertaining to hab-
itat].” Terms such as
“extraordinary impact”
and “may ... provide
compensation” give the
government the preroga-
tive to deny claims later
on the basis that the act’s
impacts were not extraordinary, or sim-
ply that the governmental also “may
not” choose to provide compensation.

Fairness and
compensation

All Canadians benefit from endangered
species protection and recovery—even
if that benefit is just the value of know-
ing that the burrowing owl, swift fox, or
Vancouver Island marmot continues to
exist—so why must a select few bear the
burden?

Approximately 22.2 percent of Canadi-
ans live in small towns or rural settings

(Pitblado, 1999)—where the vast
majority of species at risk also live.
Putting the monetary burden on mem-
bers of that group does not decrease the
costs—they are simply borne by a
smaller segment of the population. How
is that fair, either to the landowners or
to the species themselves, whose pres-
ence creates bitterness?

Full compensation would counter
incentives inherent in the legislation for
landowners not to report a species on
their property and instead to dispose of
it or destroy its habitat before restric-
tions can be placed. While compensa-
tion may not completely reverse those
incentives—especially if the procedure

All Canadians benefit
from endangered species
protection and recovery...
so why must a select few

bear the burden?

for claiming compensation is bureau-
cratic and frustrating—it may alleviate
them, especially for well-meaning citi-
zens who sincerely care about protecting
species—which the vast majority of
Canadians do.

Will ranchers who now participate in
programs like the Burrowing Owl Pro-
ject or the Swift Fox Program continue
to do so when they know that attracting
endangered species to their land might
lead to restrictions and could
criminalize land improvements they
wish to make? Many groups such as the
Canadian Federation of Independent
Businesses and the Canadian Cattle-
men’s Association (CCA) have sent let-
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ters and petitions to Ottawa
disapproving of SARA and calling for
changes that include voluntary conser-
vation measures and full compensation.
The CCA’s letter is blunt and clear:
“...incentives, including compensation,
will achieve far more for species at risk
on private land than will “sticks.” After
all, if biodiversity is good for Canada,
then Canadians should be prepared to
pay for the cost of preserving it!” (CCA,
Sept. 17, 2001).

Recommendations

The federal government should make
full compensation and voluntary stew-
ardship its focus in any legislation deal-
ing with conservation on private land.
Though it claims it is doing so already,
the government must truly show a will-
ingness to pay for its policies by defin-
ing clear rules for full and fair
compensation. It is also important that
a large fraction of the budget for pro-
tecting endangered species goes directly
towards concrete conservation and
stewardship programs, and does not get
funneled away in the costs of bureau-
cracy. (It is troubling to note that
though $90 million has been allocated
for species at risk over the next three
years, only $45 million of that is ear-
marked for stewardship efforts.)

Many Canadians are very concerned
about species at risk. However, if species
are indeed at risk and need protecting,
the solution is not federal legislation
that employs command and control
techniques while paying lip service to
the concept of voluntary stewardship.
Rather, a system of directed conserva-
tion that engages landowners and
resource users while providing a com-
plete system of compensation would be
much fairer and more effective.
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by Paul Coninx

he reception of The Skeptical Envi-
ronmentalist has revealed the envi-
ronmentalist community’s dark side.

The book’s author, Bjern Lomborg, an
associate professor of statistics at the
University of Aarthus, Denmark, argues
meticulously that the current state of
the world is not as bad as most people
believe. The environment still has prob-
lems, but not catastrophes; the human
condition needs improv-

ing, but it is still vastly

better now than it has

ever been. For the world

to waste resources

addressing exaggerated or

non-existent threats only

slows further progress in

improving both the

human condition and the environment,
especially the developing world.
Lomborg writes: “The point here is to
give us the best evidence to allow us to
make the most informed decision as to
where we need to place most of our
efforts” but that ... frequently the
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offered solutions are grossly inefficient”
(Skeptical Environmentalist, p. 5).

Lomborg does not rant on about exag-
gerations and dishonesty found in cur-
rent environmentalist dogma, but coolly
and clearly presents the evidence. The
book is divided into 25 distinct chapters
that deal with such topics as human
welfare, hunger, air pollution, water
pollution, and global warming. Each
chapter is a stand-alone; readers can
open the book to whatever topic inter-

ests them. In addition, the book comes
with an extensive index, 173 informative
graphs, 9 tables, and 2,930 references
that frequently include the same research

commonly cited by environmentalists.

Although many of Lomborg’s critics
accuse the Dane of distorting research
findings and using selective examples to
make his points, they seldom provide
convincing examples to make their own
points. Instead, the scientists and activists
themselves shamelessly quote Lomborg
out of context and resort to insults and
innuendoes; one even threw a pie at
Lomborg at a bookstore in Oxford.

Whether or not global warming is at
least partially human driven (Lomborg
believes that it is) and whether it will
produce human, environmental, and
economic costs (Lomborg believes it
will), there still remains the question as
to what exactly we can do about it.
There are too many people on earth for
us to go back to living like our ances-
tors, chopping down trees for fuel and
using renewable bows and biodegrad-
able arrows to shoot animals for food.
Greenhouse emissions would probably
continue to increase and most of us
would die. The earth can support so
many of our species only because
human ingenuity makes it possible.
Even most professional environmental-
ists pay lip service to the need for sci-
ence and technology by encouraging
governments to give generous handouts
to their allies in the solar, wind, and
hydrogen fuel fields.

Many of Lomborg’s critics
agree with him that the arbi-
trary provisions of the Kyoto
treaty will have only a
miniscule effect on reducing
global warming. One
researcher Lomborg quotes
as saying “it might take
another 30 Kyotos over the
next century,” does not
address, let alone deny, the statement in
his scornful review of Lomborg’s book.
Even the man who threw the pie agrees:
“Specifically with regard to Kyoto,
Lomborg makes great play of the fact
that if implemented, the cuts it man-
dates in CO2 emissions will have almost
no effect on the climate. Well, we all
knew that already, which is why many
people (including myself) have criticised
[sic] it as being inadequate. Since
greater cuts, involving more countries,
are likely to be agreed to take effect dur-
ing the ‘second compliance period” after
2012, Lomborg’s exercise of calculating
Kyoto’s effect on the climate by 2100 is
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at best irrelevant and at worst intention-
ally misleading.” Clearly, Kyoto’s adher-
ents see it as only a first small step
towards much greater restrictions. But
why is there so much support in the
environmentalist community for Kyoto
when it provides so little benefit while
threatening the economies of the very
countries most able to develop ways
to avoid or mitigate environmental
challenges?

Profit and self-interest of those who see
Kyoto as a meal ticket may have some-
thing to do with it. But Kyoto is also
attractive to people who distrust what
they see as greedy capitalism and still
believe in the virtue of the extensive
international central planning and
redistribution of wealth (“social jus-
tice”) that Kyoto represents for them.
Of course, if large-scale central planning
and egalitarianism actually did work,
the Soviet Union would have been an
environmental paradise rather than the
disaster it was, but there will forever be

those who believe that even though a
policy has always failed in the past, it
will do the job if only given one more
try. For them, environmentalism is just
another way to limit or control what
they deem to be the antisocial (or
antiglobal) activities of others. That is
why many self-described environmen-
talists also tend to support leftist causes,
activist governments, and attempt to
change human behavior through laws
and regulations more than through
example and persuasion. This distrust of
the masses is illustrated by the negative
comments made by prominent environ-
mentalists in the Los Angeles Times in
1989 when so-called “cold fusion”
appeared to offer virtually unlimited
cheap, clean energy. While one might
think this would be a great thing for
mankind, Paul Ehrlich is quoted as say-
ing that cold fusion would be “like giv-
ing a machine gun to an idiot child,”
and Jeremy Rifkin reportedly said, “it’s
the worst thing that could happen to
our planet.”
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The Skeptical Environmentalist is essen-
tial reading for anyone interested in the
environment—although it is clear that
the environmentalist establishment does
not want it to be read—and the bibliog-
raphy alone is worth the price of the
book. Critically comparing the tone and
the substance of the book to that of its
critics (much of it can be found on the
internet) also gives a person important
but often depressing insights into the
values and goals of the environmentalist
community. A fair reading of The Skep-
tical Environmentalist will reveal that
environmentalist establishment claims
that Lomborg is anti-environment are
absurd. While Lomborg is careful to
keep facts separate from value judge-
ments, nothing is stopping a person or a
country from choosing to spend sub-
stantial amounts of money to save a
species of tiger or butterfly, to designate
a nature preserve, provide safer water,
or to reduce urban air pollution. How-
ever, to avoid waste and misdirection of
resources, the facts must be clear, as
must be the environmental goal, the
reasons for pursuing the goal, and the
most effective means to achieve the
goal. Ultimately, the exaggerations of
risk, distortion of fact, and general fear
mongering found in matters concerning
the environment will always be distract-
ing and counterproductive.
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by Hymie Rubenstein

he number of Canadian farmers has

now declined to about one percent
of the population, according to a recent
Statistics Canada report (The Daily, Feb-
ruary 22, 2002). Only 313,000 people
are employed growing crops or raising
animals, a 26 percent drop since 1998.

This, of course, is part of a very
long-term trend. In 1891, one in five
Canadians was a farmer; by 1951, the
full-time farming population had
declined to about one Canadian in 12.

Members of the farm lobby and their
nostalgic urban supporters have repeat-
edly decried this trend, arguing that a
rich and vibrant rural way of life is inex-
orably being destroyed by the cruel
forces of market competition, mechani-
zation, and rural-urban migration.
There have been repeated calls over the
years by organized farm-lobby groups,
dramatized by noisy demonstrations at
provincial legislatures and tractor cara-
vans to Parliament Hill, to “save the
family farm” by increasing agricultural
subsidies to compete with the huge
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pay-offs given to farmers in the United
States and Western Europe.

The federal government would be
wrong to accede to any more calls for
farm aid. Past bail-outs have done noth-
ing to reverse the flight from farming,
and agricultural supports represent an
unfair cash transfer from the average
Canadian household—worth about
$250,000 when its net worth is added
up—to the average farm
household— still worth
about $1,000,000 after
its debts are subtracted
(Solomon, 2001).

But there are more com-
pelling reasons to ignore
concerns about declines
in the farm population:
national economic
growth and individual
standards of living both
increase as people move out of primary

agrarian production. These benefits can
be easily seen by comparing Canada’s
socio-economic situation and division
of labour with countries that have high
ratios of farmers. Such a comparison
shows that the lower the proportion of
farmers, the higher the levels of eco-

nomic prosperity and social well-being.

The large West African country of
Angola is one of the most impoverished
nations on earth.! Per capita GDP is a
paltry $US 1,000, average life expec-
tancy is a mere 39 years, at least 50 per-
cent of Angolans are unemployed or
underemployed, and only 42 percent
can read and write. But even though
only two percent of the country’s land
mass is under annual cultivation, fully
85 percent of Angolans are small-scale
farmers barely eking out a hand-to-
mouth existence on small plots of land.
Despite its huge proportion of primary
food producers, a dearth of modern
technology and off-farm employment
means that productivity is so low that
Angola has to import most of its food.

The mid-sized Western Caribbean
country of Haiti is also a very poor
country, probably the poorest in the
Western Hemisphere. Per capita GDP is
only $US 1,800, average life expectancy
is under 50 years of age, and a mere 45
percent of Haitians are literate. Some 20
percent of the land is classified as arable
and 70 percent of Haitians depend on

... agricultural supports
represent an unfair cash
transfer from the average
Canadian household ...

agriculture (mainly subsistence cultiva-
tion using simple hand tools), which
employs about two-thirds of the eco-
nomically active work force. About 80
percent of the population lives in abject
destitution.

The minuscule eastern Caribbean
nation of Barbados is well on the road
to developed-country status. The per
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capita GDP is an impressive $US 14,500,
average life expectancy has climbed to
73 years, unemployment is only around
11 percent, and nearly 98 percent of
Barbadians can read and write, one of
the highest literacy rates in the world.
Although 37 percent of the country’s
land base is planted in annual crops
(mainly sugar cane), less than 10 per-
cent of the people are farmers or farm
workers. This represents a huge decline
since the early 1950s when Barbadians
began to reject the backbreaking work
of manual plantation labour under a
sweltering tropical sun for more lucra-
tive, comfortable, and prestigious
employment in the emerging service
sector, including piece work in the mul-
tinational “sweat shops” that foes of
globalization so love to demonize.

Canada is one of the richest nations on
earth with a per capita GDP of over $US
25,000. The average life expectancy of
Canadians is 80 years, unemployment
stands around 7 percent, and basic liter-
acy is 97 percent. Massive mechaniza-
tion and an adherence to economies of
scale mean that Canada has one of the
most efficient systems of on-farm food
production in the world.

Finally, the tiny south-east Asian
island-state of Singapore is even more
prosperous than Canada with a per
capita GDP of $US 26,500, the fifth
highest in the world. Average life expec-
tancy is 80 years, unemployment is a
mere 3 percent, and 94 percent of
Singaporeans are literate. Only two per-
cent of the land is planted in non-per-
manent crops. According to census
reports, the agricultural sector is so
small that it makes up a negligible part
of GDP and employs an inconsequential
part of the labour force.

Scores of other examples from every
corner of the world could be cited to
show the strong inverse correlation

between many positive social and eco-
nomic indicators—per capita wealth,
literacy rates, life expectancy, employ-
ment levels, poverty rates, etc.—and the
proportion of the population working
the soil or rearing animals.

This relationship between socio-eco-
nomic well-being and the size of the
farming population reminds me of a
ride I took past several agricultural
properties in Southwestern Manitoba
with a farming friend of mine a few
years ago. As we drove past the farms,
he distinguished between profitable and
marginal operations. The latter, he told
me, were either undersized or under-
cultivated, suffered from poor soil con-
ditions, or lay in the hands of conserva-
tive cultivators too timid to experiment
with grains other than wheat.

What struck me was his uncompromis-
ing emphasis on entrepreneurship. A
farm, he repeatedly told me, is first and
foremost a business enterprise. His
mantra, “No enterprise, no business,” is
still fresh in my mind. A grateful
ex-recipient of Crow Rate subsidies and
a current beneficiary of tiny rural prop-
erty taxes (a few hundred dollars for
thousands of acres), he nevertheless
laughingly viewed both as boondoggles
that rewarded “bad business sense.” He
also dismissed the idea of “attachment
to the soil” as starry-eyed sentimental-
ity, noting that his own operation, like
all those around him, was supported by
occasional bursts of seasonal labour
comfortably cocooned in an air-condi-
tioned tractor. All agricultural inputs,
he reminded me, including all tools,
machinery, fuel, seed, fertilizer, pesti-
cides, and herbicides, not to mention all
food, clothing, and shelter for him and
his family, came from off-farm, mainly
urban sources.

He also pointed out that there were far
more people involved in the storage,

shipping, processing, packaging, adver-
tizing, and sale of agricultural products
than were involved in its primary pro-
duction, an assertion that suggested that
the traditional claim that one Canadian
farmer feeds 40 people should be turned
on its head.

My friend also mocked the idea of the
“family farm.” None of his children
aspired to a career in agriculture, his
wife ran an on-farm (but non-farm)
business, and though he was still in his
mid-fifties, he had made enough money
in only 25 years of farming to take
semi-retirement on the idyllic Carib-
bean island where he and his wife took
their annual three-month holiday.

Canadian farmers and their families are
generally well educated, hardworking,
and ambitious. If agricultural subsidies
in Europe and America are producing a
worldwide glut of cheap food, even
more of them should be encouraged to
seek other career opportunities.

When it comes to socio-economic
development and high levels of living,
fewer Canadian farmers is something we
should all applaud.

Note

'All the country statistics in this article come
from 2001 figures given in the CIA World
Factbook. Per capita GDP statistics are calcu-
lated based on Purchasing Power Parity.
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by Neil Seeman

sk Canadians whether they wel-

come a bilingual and multicul-
tural population and they will nod their
heads enthusiastically. But does that
mean they support government-funded
bilingualism and multiculturalism poli-
cies? Not necessarily. Even slight nu-
ances in poll questions can have a
profound effect on results.

In an Environics poll commissioned by
the Association of Canadian Studies
(ACS), an umbrella group for college
and university Canadian studies depart-
ments, 76 percent of respondents felt
English and French should be “the official
languages of Canada”; 78 percent said the
two languages should have “equal sta-
tus, rights and privileges.” The National
Post reported: “Language policy has
wide backing, poll says” (March 4).

Yet support for linguistic equality is not
synonymous with support for Canada’s
current “language policy.” Canada’s
language policy has meant subsidies to a
panoply of Heritage and Treasury Board
programs, some devoted to quotas for
French-speaking civil servants, others to
“infrastructure plans” to boost “French
culture.”

To the limited extent that the study
gauged Canadians’ support for subsi-
dies, the results were unclear. Few
respondents wanted to boost “federal
support”; 21 percent said “federal sup-

port” to Francophone minorities out-
side Quebec should be reduced; 16 per-
cent felt the same about “federal
support” to anglophone minorities
inside Quebec.

The survey failed to define “federal sup-
port” (e.g., does it mean the accommo-
dation of existing, private initiatives or
the creation of new, public ones?) Had
it clarified this issue, the survey might
have found that a majority of Canadians
reject current “language policy.”

Another poll, also by Environics for the
ACS, purported to show that Sept. 11
hadn’t shaken Canadians’ support for
multiculturalism policy. “Multicultural-
ism policy working, national survey
says,” rang the headlines in some
Southam papers (Feb. 18). But the sur-
vey didn’t say that. It measured Canadi-
ans’ tolerance, not their support for the
policy of multiculturalism, which shep-
herds tax dollars to organizations that
promote “cultural awareness,” affirma-
tive action in hiring, and “anti-racism”
programs in public schools.

Although the ACS analysis acknowl-
edged in its preamble that “various
meanings have been attributed to multi-
culturalism,” the survey didn’t distin-
guish among them. Respondents agreed
overwhelmingly (82%) with the state-
ment: “The preservation and enhance-
ment of the multicultural heritage of
Canadians is an objec-
tive that the govern-
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ment should support.” But these are
slippery words; “support” can be inter-
ventionist or passive (e.g., “I support
the use of seatbelts; I don’t support
seatbelt laws”). “Multiculturalism” is
distinct from “multicultural heritage.”
Historically, the word “heritage” has
been alternately associated with divine
right, legal rights to property, even retri-
bution in the afterlife.

Environics asserts that the poll shows
how “the vast majority does not agree
with the many arguments suggesting
that multiculturalism is in conflict with
other important objectives of Canadian
society.” But respondents weren’t pre-
sented with all those “many arguments.”
Government financing wasn’t mentioned.
No economic arguments were advanced
against multiculturalism policy, for
instance, the idea that public financing
for ethnic and cultural groups crowds
out private contributions or creates
dependencies on government largesse.

In those instances where respondents
were presented with (limited) argu-
ments against multiculturalism policy,
support dipped considerably. Asked
whether emphasizing the multicultural
heritage of Canadians was a threat to
“social unity and solidarity,” 64 percent
said no and 32 percent said yes. Would
support have dipped further had respon-
dents been questioned about employ-
ment equity practices in the public sector?

So what do these surveys really say?
They shouldn’t have made headlines.
For all we can conclude from these two
studies is that Canadians are a tolerant
people: They embrace English and
French equally; they welcome people
from different cultures. Didn’t we al-
ready know that? It will take a more
sophisticated survey to determine
what Canadians truly think of
state-funded multiculturalism and
language policies.
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by John R. Graham

ne option for Canadian health

care reform is to increase the
ability of for-profit hospitals to provide
services to publicly-insured patients.

Opponents of increased choice predict
that costs will be higher in such hospi-
tals than in ones capitalized by govern-
ments, simply because they include
profits. For example, Maude Barlow of
the Council of Canadians estimates that
investors demand returns of 15 percent
(Barlow, 2002, p. 69). She erroneously
believes that this is simply tacked onto
operating costs. However, in a competi-
tive hospital market, profits would not
be determined by what investors
demand, but by what is left over after
the hospital pays its expenses and taxes.
Investors have the last claim on the cash
flow, not the first.

Furthermore, private hospitals, either
for-profit or non-profit, often provide
better value for money than those
funded by governments (Zelder, 2000).
Nevertheless, sustainable for-profit hos-
pitals would have to earn returns for
their investors. However, these profits

would be a benefit to Canadians, because
they would bring to life much of the dead
capital trapped in our health care sys-
tem. Canadians would be able to invest
in these hospitals and increase the assets
available to them when they retire.

These potential investors are not fat cats.
In 1998, people who earned under
$60,000 made 79 percent of all contribu-
tions to Canada’s RRSPs and RPPs, com-
prising 56 percent of the dollars
invested (Emes, 2001, p. 35). The Cana-
dian government already punishes them
through a regulatory system that limits
their ability to diversify their assets ade-
quately, and imposes unnecessarily high
transaction costs on their investments
(Clemens and Mihlar, 1999). The gov-
ernment further punishes them by pro-
hibiting their investment in valuable
assets, namely, hospitals.

A recent report by the Change Founda-
tion, the Canadian Imperial Bank of
Commerce, and the accounting firm
Deloitte & Touche LLP shows the finan-
cial state of 137 of Ontario’s 157 hospi-
tal corporations as of March 31, 2001
(Change Foundation, 2001). The hospi-
tals’ revenues were $11 billion, of which
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78 percent came from the provincial
health ministry. Other charges to
patients, research grants, and miscella-
neous revenues (e.g. parking) accounted
for the rest (Change Foundation, 2001,
p- 7). The group reported a net deficit of
about $8 million. However, there was a
large variance in the results: 71 hospitals
reported deficits, for a gross loss of $101
million, and 66 hospitals reported sur-
pluses, for a gross gain of $93 million
(Change Foundation, 2001, p. 11). The
book value of the assets was almost $10
billion dollars, of which about three
quarters is claimed by liabilities and one
quarter by the “fund balance,” or
retained earnings (Change Foundation,
2001, pp. 31-32).

Comparing these figures to comparable
ones from a jurisdiction where a num-
ber of for-profit hospitals exist points
towards an estimate of what Ontario’s
hospitals are worth. The Federation of
American Hospitals represents the
interests of for-profit hospitals in the
United States. Thirteen of its 22 mem-
bers are listed on the stock market.
Table 1 compares consolidated financial
results for those corporations to those
in Ontario reported by the Change
Foundation.

The first thing to notice about the two
sets of financial data is how similar the
structure of assets and capital is in both
systems. Both hold about one quarter of
their worth in current assets. The
Ontario hospitals hold a significant
share of assets in investments, whereas
the US hospitals do not. These invest-
ments may be attributable to funds
advanced by the Health Ministry for
uses including capital projects not yet
completed (Change Foundation, 2001,
p. 22). Investors in the American hospi-
tals do not appear to tolerate managers’
investing in financial assets rather than
their hospitals’ core resources. This
gives optimism that, under profit-ori-
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ented management, Ontario’s hospitals
would be quicker to invest in needed
capital assets such as MRI machines, CT
scanners, and other diagnostic equip-
ment which Canada’s public system so
woefully undersupplies (Harriman,
McArthur, and Zelder, 1999).

The Ontario hospitals are more highly
leveraged than the US ones, with liabili-
ties comprising 76 percent of assets ver-
sus 64 percent in the US, perhaps
because Ontario’s hospitals’ debts are
explicitly or implicitly guaranteed by the
province. However, the largest Ameri-
can company in the sample, HCA Inc.
has liabilities of 74 percent of assets,
indicating that investors would accept
the degree of leverage in Ontario’s hos-
pitals. As well, many of the 137 Ontario
hospitals would have less leverage than
the consolidated figure.

The market value of the US hospital
corporations’ equity is over US$67 billion,
implying an equity multiplier of 3.6 times
book value. This points to the market

Pharmaceuticals

value of the Ontario hospitals’ fund
balance, were it converted to equity.

All things being equal, the fact that the
Ontario hospitals are more highly lever-
aged than the American ones implies a
lower equity multiplier than 3.6. How-
ever, the equity multipliers for the US
hospitals range from 1.37 to 6.18, and
are driven by earnings as well as capital
structure. These multipliers imply a
value between $3 billion and $15 billion
for the equity trapped in the 137
Ontario hospitals analyzed. If Ontario’s
hospitals were privatized, not all would
become profit-seeking companies.
According to the Federation of Ameri-
can Hospitals, only 15 percent of US
hospitals are such companies (Federa-
tion of American Hospitals, 2001, p. 8).
This level of conversion would still free
up somewhere between half a billion to
two-and-a-half billion dollars of oppor-
tunity for investors.

Maude Barlow worries that hospitals,

when operated as businesses, “will be

Table 1: Comparative Financial Data for Hospital Corporations
in the US and Ontario, March 31, 2001

United States Ontario

’000s of US$ % of Assets ’000s of CDN'$ % of Assets
Current Assets 13,023,883 25% 2,394,335 24%
Fixed Assets 37,797,716 73% 6,002,177 61%
Investments 475,140 1% 1,406,835 14%
Other 430,860 1% 58,307 1%
Total Assets 51,727,599 100% 9,861,656 100%
Liabilities 33,103,852 64% 7,454,014 76%
E;‘;:Ze(:ifﬁrgm 18,623,747 36% 2,407,641 24%
Market Cap, March 15, 2002 67,111,000
Price/Book Value of Equity 3.6

Sources: US financial data consolidated by author from Wall Street Journal Online (wsj.com)
for Beverley Enterprises, Community Health Systems, HCA, HCR Manor Care, Health Man-
agement Associates, HealthSouth, Lifepoint Hospitals, SunLink Health Systems, Province
Healthcare, Select Medical, Tenet Healthcare (nb: balance sheet of Feb. 28), Triad Hospitals,
and Universal Health Services. Ontario data from The Change Foundation, 2001, pp. 31-32.
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squeezed for profit all down the line”
(Barlow, 2001, p. 70). The American
experience contradicts her fears. Of the
13 US hospital corporations analyzed,
11 were profitable in 2001. However, only
one paid a dividend. For the other 10,
shareholders preferred not to take any
earnings out of their companies. Of a
total of US$2.5 billion of earnings, 99.66
percent was reinvested in the hospitals.

Allowing Ontario’s (and Canada’s) hos-
pitals the option of converting to
for-profit status will launch a virtuous
circle where individuals have more
options for investing for their retire-
ment, hospitals’ managers have better
incentives to use resources effectively,
and patients enjoy the benefits of more
capital investment.
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QUESTIONS
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Table 1: Equalization Payments, 1999/00

by Joel Emes

: Has BC lost its status as one of
the three “have” provinces? Has
BC always been a “have” province?

A : Yes, as British Columbia re-
ceived equalization payments in
1999/00 and is expected to receive them
in 2000/01 and 2001/02, it is currently a
“have-not” province. According to the
most recent data from the federal Fi-
nance Department, British Columbia
received $94 million in equalization
payments in 1999/00 and is expected to
be eligible for $132 million in 2001/02,
and $327 million in 2002/03. Table 1
shows equalization payments by prov-
ince for 1999/00. British Columbia has
received equalization payments in only
three of the last 40 years: 1960/61,
1961/62, and 1999/00, so for the other
37 years it was a “have” province.

: How are equalization pay-
ments determined?

A: Equalization payments are cal-
culated based on the difference
between each provinces’ tax take and

the average take of the five “representa-
tive” provinces: British Columbia, Sas-

katchewan, Manitoba, Ontario, and
Quebec. The first step in determining

Equalization Entitle- Percent of Total Equalization
ments ($Millions) Per Capita (dollars)
NF 1,142 10.1 2,127
PE 255 2.4 1,848
NS 1,276 12.4 1,356
NB 1,178 11.3 1,560
QC 5,165 44.1 700
ON — n/a n/a
MB 1,220 11.3 1,065
SK 387 5.1 379
AB — n/a n/a
BC 94 3.2 23
Total 10,717 n/a n/a

Source: Finance Canada; calculations by the author.

equalization payments is to find the av-
erage tax rate for Canada for each of the
revenue sources in table 2. Next, the per
person yield for each revenue source in
each province is calculated using these
average tax rates. The equalization from
each revenue source is calculated by
finding how much the average per per-
son yield in the rep-
resentative provinces
differs from the per

person yield in each province. These
positive and negative differences are
summed; the provinces that have a net
deficiency get equalization payments
equal to the sum multiplied by provin-
cial population. Ontario, Alberta, and in
most years, British Columbia, are often
described as the “have” provinces be-
cause, as a result of their relative pros-
perity, they are the source for the other
provinces’ equalization payments.

Fraser University.

Joel Emes (joele@fraserinstitute.ca) is Senior Research Economist
at The Fraser Institute. He has an M.A. in Economics from Simon
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Table 2: Revenue Sources
Used in Determining

Table 3: Estimated Major Federal Transfers to the Provinces and
Territories, 2001/02 (in $ millions, unless otherwise indicated)

Equalization Payments .
q y Province General Purpose Canada Health and Total Total
> Personal income taxes Transfers Social Transfer Major Major
. . Transfers | Transfers
> Business income revenues Equaliza-  Territorial Cash Tax Per
» Capital tax revenues tion Formula Transfers  Transfers P
. Financing erson
> General and miscellaneous sales (dollars)
taxes
NF 1,074 n/a 331 261 1,549 2,879
» Tobacco taxes
y Gasoline taxes PE 260 n/a 86 67 387 2,774
> Diesel fuel taxes NS 1,326 n/a 590 454 2,244 2,366
> Non-commercial vehicle licenses NB 1,202 n/a 474 364 1,914 2,520
> Commercial vehicle licences
. QC 4,719 n/a 4,638 3,566 12,367 1,666
> Alcoholic beverage revenues
> Hospital and medical insurance ON 0 n/a 6,393 6,735 13,128 1,105
premiums MB 1,207 n/a 720 554 2,369 2,053
> Race track taxes
SK 398 n/a 637 489 1,358 1,322
» Forestry revenues
. AB 0 n/a 1,753 1,635 3,388 1,103
> New oil revenues
» Old oil revenues BC 132 n/a 2,627 1,909 4,535 1,102
> Heavy oil revenues YT n/a 346 21 12 379 12,552
> Mined oil revenues NT n/a 510 8 47 565 13,418
> Domestically sold natural gas
revenues NV n/a 611 23 8 642 22,947
> Exported natural gas revenues TOTAL 10,318 1,467 18,300 16,100 44,825 1,439

» Sales of Crown leases

> Other oil and gas revenues
> Minerals—asbestos

> Minerals—coal

> Minerals—other

> Potash revenues

> Water power rentals

> Insurance premium taxes
> Payroll taxes

> Provincial and local property tax
revenues

> Lottery revenues

> Miscellaneous provincial and local
taxes and revenues

> Shared revenues: offshore activities

> Shared revenues: preferred share
dividend

Source: Canadian Tax Foundation, Finances
of the Nation, 2001, table 8.4.
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Source: Finance Canada; Canadian Tax Foundation, Finances of the Nation, 2001, table 8.1;
Statistics Canada, Provincial Economic Accounts; calculations by the author.

Note: Equalization associated with the CHST tax transfer is included in both CHST and
Equalization. Totals have been adjusted to avoid double counting.

: How much money does the fed-
eral government transfer to
other levels of government?

: In the 2001/02 fiscal year, the

federal government expects to
transfer $44.8 billion in cash and tax
transfers to the provincial and territorial
governments (see table 3). The major
transfer programs are: equalization, ter-
ritorial formula financing, and the Can-
ada Health and Social Transfer (CHST).
The CHST replaced Established Pro-
gram Financing (EPF), and the Canada

Assistance Plan (CAP) at the beginning
of the 1996/97 fiscal year. The CHST is a
block fund to cover the federal govern-
ment’s share of spending on insured
health services, post-secondary educa-
tion, and social assistance programs.
Equalization payments are intended to
enable the provinces to provide their
residents with reasonably comparable
levels of public services at reasonably
comparable levels of taxation. These
payments are unconditional, which al-
lows the province to direct the money to

its highest spending priority.
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by Sylvia LeRoy &
Barry Cooper

anadians have long been preoccu-

pied with questions of sovereignty
and identity. Indeed, many Canadians
confuse the two. But as Northrop Frye
(1971) pointed out a generation ago, the
first is a political concept, and the sec-
ond is an expression of the many local
and regional cultures of this country.

The political realities following the ter-
rorist attacks of last September have
both reinforced the logic of North
American security integration, and pro-
voked cultural nationalists into arguing
that Canadian sovereignty depends on
the financial commitment of the federal
government to Canada’s so-called cul-
tural industries. As Finance Minister
Paul Martin argued in defense of the
new spending priorities in December’s
budget, “In an era where the borders are
essentially shrinking, when the world is
becoming smaller, one of the ways that

Barry Cooper is Professor of Political
Science at the University of Calgary and
Director of The Fraser Institute’s Alberta
office.

Sylvia LeRoy (sylvial@fraserinstitute.ca)
is a research analyst in The Fraser
Institute’s Calgary office.

you manifest your sovereignty is ... in
fact, to support your cultural indus-
tries.” The new support is lavish: $120
million for CBC, $200 million for the
Canadian Television and Cultural Pro-
duction Fund, and an additional $562
million for other cultural initiatives.

The rhetoric of preserving Canadian
culture sounds a lot like the rhetoric of
Quebec nationalism. It evokes the
alarming matter of la survivance. Fear of
outsiders prompted the Quebec govern-
ment to pass laws restricting freedom of
choice regarding language usage, and
now Canadian cultural protectionists
are advocating stricter Canadian con-
tent rules and greater restrictions on
foreign media ownership so as to protect
what they call Canada’s “cultural sover-
eignty.” But such policies confuse cul-
ture and politics. They are antithetical to
political liberty, to genuine sovereignty,
and to authentic cultural expression.

An on-going House of Commons com-
mittee review of Canadian broadcasting
policy, for example, took as its main
themes the issues of Canadian content
and cultural diversity. Unfortunately,
the review is becoming a lost opportu-
nity to examine the legitimacy, the
costs, and, considering the advance-
ments in new technologies, even the

ability of the federal government to reg-
ulate Canadian culture and public taste.

For years, Canadian content and broad-
casting rules have been promoted as an
industrial development policy, and so
an expression of the mercantilist orien-
tation of Ottawa’s cultural mandarins
(Stanbury). For instance, a few years ago
an advisory committee to the Heritage
Minister, Sheila Copps, proposed that
both private broadcasters and CBC be
compelled to feature Canadian movies
during prime time. A taxpayer-endowed
fund of between $150 and $200 mil-
lion would be required to underwrite
the production of the new feature
films for which no discernible demand
could be detected.

About the same time, the WTO declared
that Bill C-103, which would confiscate
80 percent of the revenues from adver-
tising in Canadian editions of US publi-
cations, to be illegal. The government
responded with Bill C-55, which pro-
posed to make it a criminal offence to
sell ads in these “split-run” magazines.
At the time, Sports Illustrated Canada,
which had no Canadian competition,
was the target. In the face of evidence to
the contrary, the argument was made
that if Sports Illustrated Canada contin-
ued to exist, millions of Canadian
advertising dollars would end up in
American pockets. Then dozens of
Canadian magazines would disappear,
depriving Canadians of the capacity “to
tell ourselves our own stories.” Without
this government protection, Canadian
culture would disappear!

The Heritage Minister likened the whole
dispute to the War of 1812, which, she
said, “never really ended.” This was cul-
tural nationalism writ very large. The
War of 1812 claimed some 20,000 lives.
No lives were even at risk over this trade
dispute. Besides, the Minister of Culture
got her history wrong: the War of 1812
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ended with the ratification of the Treaty
of Ghent on 17 February, 1815.

More recently, the CBC, which is also
supposed to tell us our own stories, has
come under fire. Izzy Asper told the
Canadian Club not too long ago that
“CBC TV no longer has a constituency”
even though it receives about a billion
tax dollars a year. As a result, CBC is in
a position to outbid private broadcasters
such as Mr. Asper’s own CanWest Global
from programs that the private sector
would otherwise bring to air. At one time
public funding was needed because there
was simply no way for people to pay only
for what they wanted to watch. But, as
Asper said, “CBC is attempting to func-
tion in a world that no longer exists.”

Earlier this year, a Liberal member of the
Commons Heritage Committee, Roger
Gallaway, said that CBC was a waste of
money because “its viewership is like
chemical traces.” Even the CBC-loving
Friends of Canadian Broadcasting admit
that the share of viewers has fallen 40
percent over the last 10 years. And Robert
O’Reilly, a 30-year veteran of broadcasting
who once ran Radio Canada International,
argues that CBC TV should be shut
down ASAP. Its audience, he said, has
drifted away because CBC has become a
“specialty service,” not a broadcaster
but a very narrowcaster. Yet it still com-
mands the budget of a full-spectrum
broadcast network even though 19 out
of 20 Canadians tune in elsewhere.

One way to support CBC and the spe-
cialized programs it delivers has been
mentioned time and again: let those
who want to watch it pay for it. That is
how PBS works. That is how
pay-per-channel and pay-per-view
works. There is no reason to exempt
CBC and compel millions of Canadians
who don’t watch it to subsidize the pre-
cious few who do.

Cultural Policy

For the defenders of cultural protection-
ism, however, the same logic that would
end publicly-financed broadcasting is
the only reason to keep it. No less an
authority than the His Excellency J.R.
Saul has explained that private broad-
casters are focused on profits, not con-
tent. “Any attempt to make public
broadcasting like private broadcasting,”
he said, “misses the
point of why the thing
exists,” which is the
content, the ability to
tell us our own stories.
That CBC swallows a
billion dollars a year
thus becomes another
reason to keep it.

In short, for the cul-
tural protectionists,
people who don’t watch
CBC dlearly don’t know
what’s good for them-
selves. That makes
them just the people
who should pay—so that those who do
know what’s good for themselves don’t
have to.

All this interference with Canadian cul-
ture has significant and adverse
non-monetary consequences as well.
Perhaps the greatest cost from compul-
sory taxpayer support of Canadian cul-
ture is that dependence on government
grants and subsidies stifles the creative
and imaginative potential of Canadian
artists, filmmakers, writers, and publish-
ers. In the December issue of Policy
Options, for example, Robert Fulford
criticized the déformation professionnelle
that afflicts both the cultural bureau-
crats empowered to distribute these mil-
lions in subsidies and the applicants
who have grown to depend on them
(Fulford). But tax dollars do not create
culture. The reason is obvious, and it
reinforces Frye’s point: culture is an
expression of local and regional experi-

ences, not a policy brokered by
governments.

Unfortunately, policies designed to pro-
tect an imaginary cultural sovereignty
have undermined Canada’s real auton-
omy. If “cultural sovereignty” is a met-
aphor for anything, it means that
individual Canadians—not the CRTC,

... tax dollars do not
create culture ... culture
is an expression of local

and regional experiences,
not a policy brokered by

governments.

the Canada Council, the CBC, or the
multitude of their grant-giving organs
within the Department of Canadian
Heritage—are free to chose what stories
and cultural content best reflects their
own lives. Now that is something the
Commons committee could sink its
teeth into.
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by Neil Mohindra

here have been several calls for Ca-

nadian securities regulators to take
steps to restore investor confidence in
the aftermath of the Enron scandal. In
the US, the Securities and Exchange
Commission (SEC) is already moving
towards tightening the regulatory envi-
ronment. It has proposed several new
disclosure rules while serving notice that
these proposals are the beginning of a new
regulatory agenda.

However, it has become increasingly
evident that market participants are fully
capable of addressing post-Enron con-
cerns without any help from securities
regulators. Investors have served notice
that inadequate financial disclosure is
no longer acceptable. In the period after
Enron’s collapse, companies with ques-
tionable accounting practices were pun-
ished by investors who signaled their
displeasure by selling off their holdings.

In response to investor pressure,
numerous companies, including heavy-
weights such as General Electric and

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

IBM, have committed themselves to
expanding the financial information
they disclose. This behavior is consistent
with academic literature that questions
the value of mandated disclosure.
Because companies must compete
against each other for investors who
have other alternatives, they have pow-
erful incentives to voluntarily disclose
information in order to lower their cost
of capital (Romano, 1998). Amongst
other evidence, Romano cites empirical
studies that show European firms listing
in London typically comply with higher
United Kingdom disclosure require-
ments even though they are not
required to do so under EU directives,
which allow them to comply with the
lower requirements of their own juris-
dictions (Romano, 1998).

Evidence of changing company behav-
iour is also evident from the adoption of
new corporate policies on giving their
auditing firms consulting work. Several
large companies, such as Unilever and
Walt Disney, have announced they will
not give their auditors any more con-
sulting work. In Canada, the Canadian
Imperial Bank of Commerce has made a
similar commitment.

In recognition of the changing attitudes
of their clients, the large accounting

firms are responding to the conflict of
interest issues. Although the previous
SEC chair failed in his efforts to force
accounting firms to spin off their con-
sultancy businesses, two firms had
already voluntarily done so before the
Enron controversy. Since then, two more
firms have announced plans to do the
same. When Deloitte Touche announced
its decision, it indicated that it believed
that issues of auditor independence
were ones of perception only, but it still
felt that splitting the company was in
the interests of its clients. The remaining
large firm, Andersen, has announced that
it will no longer take on consulting busi-
ness from its audit clients.

In Canada, accounting and auditing
standards are set by a private organiza-
tion, the Canadian Institute for Char-
tered Accountants (CICA). The CICA
has recently announced the formation
of a sub-committee to explore whether
any shortcomings or vulnerabilities exist
within Canadian accounting standards
that would facilitate an Enron situation
in Canada.

So what steps do Canadian securities reg-
ulators need to take? If anything, regula-
tors should be asking themselves whether
securities regulation can be better
designed to facilitate the ability of market
forces to efficiently resolve problems and
issues that crop up in the market.

However, David Brown, Chair of the
Ontario Securities Commission (OSC),
appears to have other ideas. After a recent
speech, Mr. Brown indicated that unless
the OSC sees quick improvements, it will
use its powers under the Ontario Securi-
ties Act to override accounting principles
and auditing standards (Stewart, 2002).
Taking this step would clearly damage
Canadian capital markets. To start with,
it would mean that companies that file
financial statements in both Ontario and
other Canadian jurisdictions would face
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the cost of preparing an additional set of
financial statements. Far from being
better off, Canadian investors would be
confused if different rules exist in Ontario
for preparing financial statements. Cana-
dian companies that list their shares on
foreign capital markets may encounter
difficulties with the local regulator if
they file financial statements that are not
in accordance with generally-accepted
Canadian accounting principles.

Canadian securities regulators deserve
credit for not reacting as zealously as
their US counterparts. The post-Enron
performance of equity markets suggests
that it is unnecessary for securities regu-
lators to work to restore public confi-
dence. However, public confidence in
Canadian markets could deteriorate if
securities regulators continue to
threaten regulatory actions that will
damage capital markets.
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by Chris Sarlo

ne of the enduring claims of

the social welfare commu-
nity is that we have in Canada (and else-
where in predominantly market
economies), a growing “gap.” “The rich
are getting richer and the poor, poorer”
is the common refrain. Is it true?

The evidence simply does not support
this claim. In fact, there are compelling
reasons to believe that we are getting
more equal.

Income is frequently used as an indica-
tor in studies of inequality. While this is
understandable, especially given the
easy availability of income information
over the years, there are problems with
the interpretation and reliability of
income. Briefly, income data is based on
self-reported information from a sam-
ple of households. Internal Statistics
Canada reports, reconciliation checks,
and various Auditor-General reports tell
us that some incomes are substantially
underreported and that this is a growing
problem. The numbers we see in the
income database are not necessarily
true. As well, some incomes, even if cor-
rectly reported, are not an accurate
reflection of the real standard of living
of the household. This is the case with
students (government loans and gifts
from parents are not counted as income
but surely make a difference in the way

students live); with those who enjoy
subsidized or rent-free accommodation;
and for those thousands of households
whose incomes are negative due to
favourable business deductions and
write-offs.

In Measuring Poverty in Canada (a Crit-
ical Issues Bulletin published by The
Fraser Institute in 2001) I made the
point that the problems with income
tend to result in an overstatement of
both the amount of poverty and the
degree of inequality in the country. I
have urged Statistics Canada to consider
making appropriate adjustments to help
Canadians get a more accurate picture
of how we are doing.

However, despite the serious and grow-
ing flaws with income, there still does
not appear to be any evidence of grow-
ing income inequality in Canada. For
example, if we examine the degree of
inequality of total household income
using a popular measure called the gini'
coefficient, it is essentially unchanged
over the past 25 years (1973-1998). As
well, the gini for total household con-
sumption has changed only slightly
(from .30 to .32) in the 29 years between
1969 and 1998. This is remarkable sta-
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bility despite the fact that the propor-
tion of single parent families has
doubled and post-secondary participa-
tion has substantially increased over the
past 30 years. The increases in transfers
have surely offset, to some extent,
changes in these other areas. Neverthe-
less, the gap is not growing.

I tend to put significant weight on the
manner in which people live and not
just their income. The comforts and
conveniences that people enjoy count a
lot in any judgement of standard of liv-
ing. And the fact is that household
appliances, devices, and conveniences
are far more prevalent today than they
were a generation ago. These items
(referred to as “facilities” by Statistics
Canada) have permeated into almost all
of society, where once they were the
preserve of the well-off.

The automatic dishwasher is an exam-
ple. This wonderful innovation reduces
the drudgery of a major household
chore and frees up time. It makes a real
difference in the comfort and conve-
nience of everyday life. In 1973, only 11
percent of Canadian households owned
a dishwasher. By 1998, 51 percent of

households had one. Another example
of an item that clearly improves the
quality and standard of living is air con-
ditioning. Not all Canadians will need
or want air conditioning, but it will
measurably improve comfort in some of
the hotter and more humid areas. In
1973, only 7 percent of Canadian house-
holds had air conditioning. By 1998,
fully 33 percent had it. Colour television
is an example of an item that enhances
the quality and enjoyment of life. By
1998, 99 percent of Canadian house-
holds had at least one colour television
compared with only 43 percent in 1973.

The rate of acquisition of these and
many other household facilities is much
higher for lower income than for higher
income households (Sarlo, 1998; Sarlo,
2001). While we might expect this,
given that lower income households
start from a lower base and given that
household facilities fall in price as mar-
ket penetration increases, the fact
remains that there is less inequality
relating to this aspect of the standard of
living.

The differences in the manner of living
between higher and lower income

households is less than it used to be and
this “equalization” is likely to continue
as other facilities come down in price
and find their way into more and more
households. This surely constitutes
greater equality between Canadian
households in areas that really make a
difference—comfort, quality, and con-
venience of living. We need to bear this
in mind next time we hear (and we will
hear it!) that the gap is growing.

Note

'The gini coefficient measures the degree of
dispersion or variation between the various
household units and is calibrated to be
between zero (complete equality of income)
and one (complete inequality where one
person has all the income).
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by Walter Williams

ow many times have we heard

people being applauded for “giv-
ing back”? People seem to believe that if
you’ve been successful and made a lot of
money, you're somehow obliged to give
back by making donations to this or
that cause, program, or people. Giving
back is not only a nonsensical idea, but
a dangerous one, as well. It reflects igno-
rance about the sources of income and
at the same time provides fuel for dema-
gogues and charlatans.

Depending on one’s vision
of the sources of income,
giving back not only makes
good sense but is a moral
imperative as well. Suppose
income was simply a huge
pile of money that was
meant to be distributed
equally. The reason some
people are rich and others
are not is because greedy
rich people got to the pile
first and took an unfair
share. Giving back would
be the “right thing” to do.

Another vision of the

sources of income might be that income
is distributed. In other words, there is a
dealer of dollars. In this case, the reason
why some people are rich and others are
not is that the dollar dealer is a racist,
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sexist, or a multinationalist. Those to
whom the mean dealer dealt too large a
share of dollars should give back some
of their ill-gotten gains. If they refuse to
give back, then it’s the job of government
to confiscate their gains and return them
to their rightful owners. In a word, there
must be a redealing of the dollars, what
some call income redistribution.

In a free society, income is neither taken
nor distributed; it is earned. Income is
earned by pleasing other people. The
greater your ability to please others, the

In order to make a claim on
what others produce, I must
serve them. Contrast that
principle to government
handouts where a person is
told, “You don’t have to

serve anyone...”

greater is your claim on what others
produce. This claim is represented by
the size of your income.

Suppose, for example, I mow your lawn.
When I'm finished, you pay me $20. I
go to the grocer and demand, “Give me
2 pounds of sirloin and a six-pack of
beer that someone else has produced.”
The grocer asks, “What did you do to
deserve a claim on what someone else

produced?” I say, “I served my fellow
man.” The grocer says, “Prove it.”
That’s when I pull the $20 from my
pocket that I earned mowing your lawn.
We might think of those 20 dollars as
“certificates of performance,” evidence
of service.

Free markets—along with peaceable,
voluntary exchange—are morally supe-
rior to other alternatives. In order to
make a claim on what others produce, I
must serve them. Contrast that principle
to government handouts where a person
is told, “You don’t have to serve anyone.
We'll just take what they produce and
give it to you.”

Michael Jackson is rich. So is Steve Jobs
and Michael Jordan. Henry Ford was
rich, and so was Jonas Salk—but not
me. Why? I can sing. I can
also play basketball. The
problem is that others are
not as pleased with my per-
formance as they are with
Michael Jackson’s or
Michael Jordan’s. Henry
Ford became rich by making
it possible for the ordinary
person to own a car, and
Jonas Salk helped eliminate
a dreaded disease. You tell
me what else they owe any-
one. They’ve already given.

In our society, there are peo-
ple who should give back.
These are the thieves and
social parasites who live
forcibly at the expense of others. They

prey on others. Some do it privately
through theft, fraud, and robbery. Oth-
ers use the political mechanism whereby
government enriches them at the
expense of others. If giving back means
anything, it should apply to thieves and
social parasites, not to those who have

become wealthy by serving us.



