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any Canadians take pride in the country’s health care sys-
tem. The notion of “free” health care has become woven into
the fabric of our society, and for some, it has become part
of our very national identity; unfortunately, this can make conversa-
tions about the system’s flaws difficult and unnecessarily combative.
Such conversations do need to occur, however. In this issue of Fraser
Forum we address some of the
concerns surrounding Canada’s
health care system and offer

weiime - Evaluating
Canada’s

“Canada’s Physician Supply” (pg.

12), Nadeem Esmail identifies
that there are too few physicians
currently practicing in Canada
to meet the health care needs
of our citizens. This shortage
will only worsen in coming
years, which Canadians should
find alarming. Not only is the
current supply of physicians in
Canada insufficient to meet our
demands for physician care, but,
according to Esmail, it also “falls well short...of what is being delivered
in other developed nations that also maintain universal approaches to
heath care”” This is a problem that we cannot ignore and must address.

Additionally, other aspects of our health care system that need to
be re-evaluated are considered in two more articles about the hidden
costs (often more than monetary) that we pay for public queues (pg. 22),
and the real numbers of Canadians who feel that they need to leave
the country in order to receive proper (and/or timely) medical care
(pg. 19). Canadians can continue take pride in our universal access
to health care, but we should do so while recognizing that we do not
have a perfect system. We need to make changes so that the quality
of care that Canadians receive, and the time they must wait to receive
that care, are both significantly improved.

This issue of Fraser Forum also includes an article addressing
Canada’s missile defence policy (pg. 5), suggestions for a continental
crude oil and natural gas strategy (pg. 30), and a discussion of the
Liberal position on corporate taxes (pg. 28). Most importantly, avid
readers of Forum will notice a new feature in this particular issue.
Joel Woodss article on the Renewable Fuels Regulations commences
our new Regulations section, in which each issue of Forum will
discuss proposed regulations of one kind or another. I hope you will
enjoy its regular appearance.

system

Cari A. FerGusoN (fraserforum@fraserinstitute.org)

g
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nce derided by its critics as
“Star Wars,” missile defence has
gone mainstream, as advances

in technology and proliferation of long-

range missiles have made missile defence

. . . 1 not just a theoretical possibility, but an es-

b e g 1 n s b u ll d 1 n g sential piece of the West’s security puzzle.

|| As evidence, consider NATO’s new

Strategic Concept—the first reworking

. of the alliance’s mission statement since

a trans atl antlc 1999. Adopted during the Lisbon Sum-

mit in November 2010, the Strategic Con-

cept declares the proliferation of ballistic

. . missiles “a real and growing threat to the

m 1 S S ll e d e fe n C e Euro-Atlantic area” and commits the Al-

lies to “develop the capability to defend

our populations and territories against

ballistic missile attack as a core element

of our collective defence” (NATO, 2010b).

What does this new missile-defence

mission mean for Canada, the United
States, and NATO’s other 26 members?

ALan W. Dowp

Nightmares

Before answering that question, it is
important to get a sense of the growing
missile threat facing NATO. Three dec-
ades ago, there were nine countries that
possessed ballistic missiles. Today, there
are 32 (Arms Control Association, 2007).
Several of them are unfriendly or un-
stable. Iran, North Korea, and Syria fall
into the former category, Egypt and Pak-
istan into the latter.

NATO’s European members are most
concerned about Iran, and for good rea-
son. Iran is developing nuclear weapons
and acquiring delivery systems for those
weapons. For example, the trove of diplo-
matic cables illicitly shared with the anti-
secrecy website WikiLeaks reveals that
US intelligence agencies have tracked the
delivery of 19 intermediate range missiles
from North Korea to Iran. The missiles
give Iran the ability to strike as far away
as Berlin (Cavas, 2010).

Moreover, the US Missile Defense
Agency reports that Iran has tested and
deployed a 2,000-km range ballistic mis-
sile of its own, bringing targets in South-
ern Europe within range. “With the suc-
cessful launch of the Safir Space Launch
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Vehicle on February 2nd, 2009, Iran
demonstrated technologies that
are directly applicable to the de-
velopment of ICBMs” (US Missile
Defense Agency, 2010). An ICBM
would bring North America within
Iran’s reach.

In other words, Iran is not just
Europe’s nightmare.

These mushrooming threats led
NATO in 2002 to begin studying the
feasibility of a regional missile-de-
fence system to protect the Allies in
Europe. By 2006, NATO concluded
that a European missile defence was
a viable option (NATO, 2010a). In
2008, NATO declared that “missile
proliferation poses an increasing
threat to Allies’ forces, territory and
populations,” endorsed US plans to
deploy missile defences in Eastern
Europe as a “substantial contri-
bution to the protection of Allies
from long-range ballistic missiles,”
and outlined plans for a “NATO-
wide missile defence architecture”
(NATO, 2008). In 2009, NATO
declared it was “deeply concerned
about the Iranian nuclear and ballis-
tic missile programmes,” and finally,
in 2010, alliance leaders called mis-
sile defence “a core element of our
collective defence” (NATO, 2010b).

NATO has achieved “an initial
capability to protect Alliance forces
against missile threats” (NATO,

2010a). The next step is protecting
NATO’s population centres from
missile attack. “We cannot afford to
have even one of our cities hit,” says
NATO Secretary General Anders
Fogh Rasmussen. “Nor can we af-
ford to be held hostage by the threat
of an attack” (Rasmussen, 2010b).
Whether knowingly or otherwise,
Rasmussen is echoing the sentiment
of Adam Smith, who, recognizing
that “a wealthy nation is...the most
likely to be attacked,” noted that “the
first duty of the sovereign” is “pro-
tecting the society from the violence
and invasion of other independent
societies” (Smith, 1776/1991: 689;
698). At its core, this is what missile
defence is: protection against coer-
cion, violence, and attack.

“Missile defence won't be cheap,
but neither will it break the bank,
Rasmussen explains (Rasmussen,
2010a). The missile defence system
designed to protect NATO’s de-
ployed forces, which is now being in-
stalled, will cost an estimated $1.04
billion. He notes that for less than
$239 million in additional invest-
ment over 10 years, “this program
could be expanded to enable NATO
to defend European populations and
territory” (Rasmussen, 2010a).

Today, NATO is doing just that
by networking its various missile-
defence systems in Europe, while
standing up what the Obama ad-
ministration calls the “European
Phased Adaptive Approach,” or
EPAA. EPAA includes a mix of sea-
and land-based defences. Starting
this year, NATO will begin sending
Aegis warships armed with anti-
missile interceptors to the Mediter-
ranean and basing portable missile
sensors in Southern and Eastern
Europe. By 2015, NATO plans to
deploy land-based interceptor mis-
siles, along with more sophisticated
sea-based interceptors, all build-
ing toward an array of anti-missile
assets stretching from Turkey to
Romania to Poland by 2020 (Cham-
pion, 2010).
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According to President Obama,
EPAA will initially “protect large
parts of Southern Europe from short-
and medium-range ballistic missile
threats” Then, as more effective,
longer-range interceptors come on
line in Romania and Poland, EPAA
will be ready to defend against inter-
mediate-range ballistic missiles and
ICBMs (Obama, 2010).

A hole in the roof

The natural next step would be to link
NATO’s European missile defences
with the missile defences the United
States has already deployed to defend
North America. After all, the Allies
envision a “NATO-wide” architec-
ture. Toward that end, Obama has
noted that EPAA will “augment” de-
fence of the United States “against
future threats of ICBMs launched
from Iran” (Obama, 2010). Similar-
ly, Rasmussen envisions “a security
roof from Vancouver to Vladivostok”
(Irish, 2010).

It is interesting that Rasmussen
would choose those two points on
the globe to promote missile de-
fence, since Russia is openly critical
of NATO’s missile-defence plans,
and Canada is wary of Washington’s
unwavering commitment to missile
defences—a commitment that has
been embraced by three successive
administrations and now by NATO.

According to the new Strategic
Concept, “NATO poses no threat to
Russia” (NATO 2010). The feeling is
not exactly mutual, however. If Rus-
sia’s cyber-attacks on NATO member
Estonia, mugging of NATO aspirant
Georgia, massive war games against
a Polish “aggressor,” and deployment
of short-range nuclear warheads to
facilities bordering NATO’s Baltic
and Eastern European members
didn’t get the message across, then
its 2010 military doctrine should.
Among “the main external military
dangers” identified by the Russian
government in the document are



Aegis cruiser testing missile defence.

“the creation and deployment of stra-
tegic missile defence systems” and
plans “to move the military infra-
structure of NATO member countries
closer to the borders of the Russian
Federation” (The Military Doctrine of
the Russian Federation, 2010).

Reacting to pronouncements
like these, US Defense Secretary
Robert Gates has said, “The Russians
know that...our missile defences do
not have the capability to defend
against the Russian Federation’s
large, advanced arsenal” (2010). But
old habits—and decades of distrust—
die hard.

NATO openly discussed its
missile-defence plans with Rus-
sia in hopes of limiting such mis-
understanding, but Moscow has
been resistant. Although Russian
President Dmitry Medvedev has
expressed an interest in some sort
of joint missile-defence system,
hopes for a breakthrough at Lisbon
foundered over Moscow’s insistence
that a) none of NATO’s anti-missile
sensors be pointed at Russia, and b)
NATO trust Russia to “destroy mis-
siles headed for NATO territory; as
the Wall Street Journal has reported
(Fidler, 2010). To its credit, though,
NATO is not ready to outsource the
defence of allied territory to Russia.

Speaking of allied territory, it
is important to note that Canada is
part of the NATO alliance. In fact,
Canada was a founding member of
the NATO alliance. Yet Canada re-
mains somewhat on the sidelines
when it comes to NATO’s newest
mission, missile defence. As former
Canadian diplomat Paul Chapin ob-
serves, Canada is the only member
of the alliance “without any plan to
defend ourselves against a threat we
all agree is real” (Chapin, 2010b).
Indeed, Prime Minister Harper’s
statement after the Lisbon Sum-
mit pointedly made no mention of
missile defence, which is one of the
centerpieces of the new Strategic
Concept (Harper, 2010).

A government report, updated
in June 2010, serves only to highlight
Canada’s unease with the entire sub-
ject of missile defence. Although the
report notes that “the threat to Can-
ada and Canadian interests could in-
crease,” it adds that “the ballistic mis-
sile threat to Canada is not currently
considered to be high” (Department
of National Defence, 2010). The re-
port concludes with a noncommittal
statement: “No final decision has been
made on Canada’s involvement in the
missile defence of North America”
(Department of National Defence).
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In short, while Europe has
awakened to the missile threat,
Canada’s approach remains passive,
focused on “engaging diplomatically
with potential ballistic missile prolif-
erators; promoting multilateral arms
control mechanisms; and examining
the employment of defensive ca-
pabilities” (Department of National
Defence).

Blame it on NATO

To be sure, there are elements within
the Canadian military community
that quietly support missile defence,
but the political reality is that it re-
mains a controversial, even unpopu-
lar, initiative among the Canadian
public (Barry, 2010). The result is a
kind of official agnosticism on mis-
sile defence, which is reflected in the
aforementioned report. This is not
new. University of Calgary Professor
Donald Barry, writing in the Jour-
nal of Military and Strategic Studies,
notes that Canadian governments
dating back to the 1960s have been
unenthusiastic about US missile de-
fence plans (Barry, 2010).

One is left to wonder if oppos-
ition to missile defence is a function
of alack of confidence in the system
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or of the false sense that staying on
the sidelines will somehow keep
Canada out of harm’s way.

If it is the former, it pays to
recall that nothing made by man
is perfect. Missile defences, like
any other weapons system, will
sometimes fail. But they will also
sometimes succeed. What future
president or prime minister would
prefer a zero percent chance of de-
flecting an inbound missile—some-
thing guaranteed by not deploying
missile defences—over 50-50 odds,
or even a 20% chance?

If it is the latter, the reality is that
Canada already is a target, partly be-
cause of what Canada stands for and
partly because Canada’s enemies al-
ready view Canada as conjoined to the
United States. From NATO to NAFTA,
from Afghanistan to the Arctic, from
commerce to culture, Canada and the
United States are as connected as any
two countries on earth.

Yet, as Chapin observes, Can-
ada “seems able to support missile
defence for others, just not for it-
self” (2010a:19). It is time for that
to change. Perhaps NATO’s enthusi-
astic embrace of missile defence at
Lisbon can serve as political cover
for Ottawa. Instead of sitting on the
sidelines, Canadian policymakers
can tell their ambivalent constitu-
encies, “NATO made us do it”
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Twenty-first-century Canada
is not eighteenth-century France

MARrk MILKE

n one of his many books
on the history of civiliza-
tion, historian Will Durant
described the gross unfair-
ness that existed among
rights and tax burdens in pre-revo-
lutionary France. By the late 1700s,
although serfdom had largely dis-
appeared, most French peasants

were still subject to feudal dues for
use of thelocal lord’s grist mills, ovens,
wine presses, and fishponds. This was
not a user-pay system—at least not an
accurate charging—as the local lord
maintained a monopoly over such
equipment. Additionally problematic,
as Durant writes, was that such alord
could also “hunt his game even into

www.fraserinstitute.org

the peasant’s crops,” (Durant, 1967:
928) an obvious problem for peas-
ants when such crops were damaged.

Despite these remaining feudal
obligations, Durant cites the French
socialist, Jean Jaures, who argued
that, beyond feudal dues, if no other
abuses had existed in eighteenth-
century France, the remnants of
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For a millennium
open trade and economiic
incentives have improved

living standards

serfdom would have gradually with-
ered to nothing, and no revolution
would have ever taken place (Durant,
1967: 929). Instead, however, other
demands from church and state
existed and made dues-paying—
about 10% of a peasant’s produce or
income—Ilight by comparison. They
included, among other imports, the
ecclesiastical tithe that took another
8-10% of peasant income. According
to Durant in Rousseau and Revolu-
tion: “Add the taxes paid to the state,
the market and sales taxes, and the
fees paid to the parish priest for bap-
tism, marriage, and burial, and the
peasant was left about half the fruit
of his toil” (Durant, 1967: 928-929).
Noting eighteenth-century
France is worthwhile in the context
of discussing inequality in the early
twenty-first century in Canada, as it
helps to have context from ages past.
In pre-1789 France, as Durant also
points out, “the peasant had to pay
for the state, the Church and the aris-
tocracy’, and the land tax (which also
was applied to personal property)
“fell almost entirely upon him” (Dur-
ant 1967, 936). While this was occur-
ring, the nobles, clergy, magistrates,
head administrators, and university
officials were exempt from that same
tax, which thus became the burden
of the peasants (Durant, 1967: 936.)
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But eighteenth-century France
is not modern-day Canada. Accord-
ing to an analysis from colleagues at
the Fraser Institute, in 2010, the top
30% of families in Canada paid 66.6%
of all taxes while earning 59.3% of all
income and the bottom 30% of all
income earners pay 4.8% of all taxes
while earning 9.3% of all income
(Palacios and Veldhuis, 2010: 9-10).

That reality does not mean taxa-
tion or government spending cannot
be reformed to be either more effect-
ive or lighter, but it does mean that
attention should be paid less to mod-
ern income inequality, and more to
smarter redistribution and wealth
creation. In particular, it is the lat-
ter focus which has lifted up entire
countries from the wretched state
that almost all existed in previously.

This is why a recent headline
claiming that inequality in Canada
is a problem (McQuaig and Brooks,
2010) has much in common with Mark
Twain's quip about the news of his (non-)
death: such news is greatly exaggerated.
In reality, inequality has not increased
in Canada. Economist and University
of Nipissing professor Chris Sarlo, for
example, has examined poverty and
inequality with precision, and his con-
clusion is at odds with such headlines.

In 2009, Sarlo looked at two
of the best measurements for

www.fraserinstitute.org

inequality: adult equivalent incomes
(which account for households of
different sizes) and average equiva-
lent consumption (which factors
in government income or under-
reported income). Sarlo found in-
equality has barely budged in 35
years. Instead, only child poverty has
risen of late, and he sensibly recom-
mends it is that which must be tar-
geted for remedies, not the mythical
rising inequality (Sarlo, 2009).
Those who assert that an ob-
vious fact—some earn more money
than others—is then a cause of high-
er rates of sickness or crime (Wil-
kinson and Pickett, 2009; McQuaig
and Brooks, 2010), make a classic
correlation-causation mistake. Ac-
cording to such logic, even if prices
stayed the same and the richest Can-
adians saw their income and wealth
triple while the rest of us saw our
incomes and wealth only double, so-
cial problems and pathologies would
increase. This is a flawed association. It
simplifies complex reasons for poverty,
crime, and sickness—important mat-
ters that ought to be addressed soberly.
Here is another bit of context
to put all this in perspective, and
to provide a longer-term look at
how countries have prospered. One
thousand years ago, one-third of all
babies died before their first birthday



while those who made it past that
marker could expect to live only 24
years with hunger and disease as their
constant companion. Today, the aver-
age person lives to age 66 (the world-
wide average), and does so in vastly
improved health (Maddison 2001, 17).
Such progress—uneven, as it still
is dependent on one’s locale—came
even as the world’s population rose 22-
fold. That is because per capita income
increased 13-fold and the world econ-
omy grew nearly 300-fold during the
past millennium (Maddison, 2001: 17).
In other words, growth in real income
outpaced even explosive population
growth. That had tremendous, posi-
tive consequences. For example, extra
wealth made it possible to pay people
to spend their life in a lab to study
how to advance medical technology.
That was, and is, of no small benefit to
improving and lengthening our lives.
These facts are courtesy of a 2001
book by the late Angus Maddison, a
Dutch scholar on economic growth and
development who published a detailed
survey for the OECD of how societies
prosper, after looking at wealth cre-
ation dating back to 1000AD. Professor
Maddisonss findings, updated annually
at the University of Groningen (www.
ggdc.net), help us understand which
societies prospered historically and why.

Maddison finds that much of
the world economy’s advancement
took place after 1820, though it did
not do so exclusively. The Dutch,
for example, prospered early in part
because they “created a modern na-
tion state which protected property
rights of merchants and entrepre-
neurs, promoted secular education
and promoted religious tolerance”
(Maddison, 2001:20). Similarly,
Britain had faster growth in per
capita income in the seventeenth
century when compared with other
European countries, credited to an
improvement in banking, fiscal in-
stitutions and in agriculture among
other factors (Maddison, 2001: 21).

Scholars such as Maddison, who
study human progress, find time and
again that open trade, entrepreneur-
ialship, secure property rights, tol-
eration, moderate taxation, and lim-
ited and predictable government go
a long way to helping everyone in a
society prosper in a variety of ways.
Such ingredients also provide the
revenues necessary for governments
to carry out essential functions. In
the pursuit of better living standards
for all, such policies have worked for
a millennium, but especially during
the past two centuries as they were
applied ever more widely.

www.fraserinstitute.org
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iscussions regarding health care in Canada
regularly return to the supply of medical prac-
titioners in this country. Canadians’ focus on
physician supply has been driven by the pub-
lication of numerous reports and commen-
taries on this issue produced by research organizations,
professional associations, government committees, and
others. Importantly, most of these discussions and papers
have generally arrived at the same conclusion: there are
too few physicians practicing in Canada today.

That conclusion is supported by the available evi-
dence on Canadians’ unmet health care needs. For ex-
ample, in 2007, almost 1.7 million Canadians (6%) aged
12 or older reported being unable to find a regular phys-
ician (Statistics Canada, 2008). More recent Statistics

12  Fraser Forum March/April 2011

Canada data show that 6.6% of Canadians aged 12 or
older reported being without a regular doctor and un-
able to find one (Statistics Canada, 2010a; calculation
by author). Similarly, a research poll completed in 2007
found that 14% of Canadians (approximately 5 million)
were without a family doctor, more than 41% of whom
(approximately 2 million) were unsuccessful in trying to
find one (CFPC, 2007).

Further, after accounting for the fact that most other
developed nations have a greater proportion of seniors
(aged 65 and older) (OECD, 2010)", and thus a greater
demand for health care services, Canada’s physician-to-
population ratio in 2006 ranked 26™ among the 28 de-
veloped nations that maintain universal access health in-
surance programs for which data were available (Esmail,

www.fraserinstitute.org
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Figure 1: Canadian physician-to-population ratio, 1961 to 2020
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Sources: AFMC (2010); McArthur (1999a); OECD (2010); Statistics Canada (2010b); and Ryten et al. (1998); calculations

by author.

2008). These facts, when combined with evidence that
increased spending on physicians has been related to re-
duced wait times for treatment in Canada (Esmail, 2003;
Barua and Esmail, 2010), clearly suggest that the supply
of physician services in Canada is not meeting demand.
This article seeks to add to the current understanding of
Canada’s physician shortage and how Canada’s physician
supply may evolve in the coming years.

The evolution of Canada’s physician
supply

In the early 1970s, Canadians enjoyed one of the highest
physician-to-population ratios in the developed world
(Esmail and Walker, 2008).2 Such generous relative access
to doctors was, in light of recent evidence from studies
showing the health benefits of greater access to doctors,
unquestionably beneficial for Canadians. Unfortunately,
in the early- to mid-1980s, some government officials
voiced concern about the growing number of physicians,
and recommended that governments reduce the num-
ber of medical school admissions and training positions
available (Tyrrell and Dauphinee, 1999). While their calls
for reform were not met with a specific policy on phys-
ician supply, medical school admissions did fall slightly
in the years that followed (Tyrrell and Dauphinee, 1999;
Ryten et al., 1998).

In the early 1990s, however, specific policies on phys-
ician supply were introduced following the publication

of what has come to be known as the Barer-Stoddart re-
port. In 1991, researchers Morris L. Barer and Greg L.
Stoddart published a discussion paper for the Federal/
Provincial/Territorial Conference of Deputy Ministers
of Health. Their report recommended, among other
things, reducing medical school enrollment by 10%, re-
ducing the number of provincially funded post-graduate
training positions by 10% to meet the needs of students
graduating with M.D.s in Canada, and reducing Canada’s
reliance on foreign-trained doctors over time (Barer and
Stoddart, 1991). Governments responded in 1992 by ac-
cepting all three of these recommendations, with the goal
of maintaining or reducing the physician-to-population
ratio in Canada (Tyrrell and Dauphinee, 1999).

Figure 1 reveals the effect of these decisions: a phys-
ician-to-population ratio that increased steadily from the
early 1960s to the late 1980s, peaking in 1993 at 2.15 phys-
icians per 1,000 people. Until the mid-2000s, Canada’s
physician supply grew just fast enough to maintain a ratio
of between 2.07 and 2.15 physicians per 1,000 people with
some slight growth to a peak of 2.27 occurring between
2005 and 2008.% (The projections included in this figure
will be discussed later in this article.) In other words, Can-
ada’s policies restricted the growth rate of the physician-
to-population ratio in order to remain at a level that is
now below what other nations provide through their
universal access health programs, and below the current
demand for physician services in Canada.

Vitally, potential health benefits associated with hav-
ing a higher physician-to-population ratio, including
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longer lives and lower rates of mortality (see, for example:
Or, 2001, and Starfield et al., 2005), were lost as a conse-
quence of these restrictions.

While it is clear that the current physician supply
is insufficient, the numbers to the left of the projections
marker in figure 1 tell us nothing of the future. Accord-
ing to recent statistics published by the Association of
Faculties of Medicine of Canada, provincial governments
have been increasing the number of medical school ad-
missions markedly in recent years (figure 2). In order to
better understand how Canada’s physician supply will
evolve over the coming years, it is important to consider
the impact these changes in school admissions will have
on the number of physicians entering the workforce over
the next 7 to 10 years. It is also important to consider
what will happen to the physician supply over that time
in order to more fully understand the impact of govern-
ment controls on physician training.

Graduation rates and physician
supply to 2020

Extrapolating from Canada’s medical school graduation
rates, it is possible to estimate the number of new doc-
tors who will be entering the workforce in the coming
years. To estimate the future supply of doctors accurately,

however, it is important to take into account the num-
ber of physicians currently working in Canada who will
die, retire, or leave for employment in other nations, as
these physicians must be replaced in order to maintain
a constant supply of physicians over time. An article by
Ryten et al. published in the Canadian Medical Associa-
tion Journal sheds some light on both issues.

In early 1996, the authors followed up with 1,722
medical school graduates who received their degree in
1989 (leaving them sufficient time to complete post-
graduate medical training). They found that only 1,300 of
the graduates were actively practicing in Canada 7 years
after graduation. A further 216 were still training to prac-
tice in Canada, while 13 students remained in Canada,
but were not in active practice. Meanwhile, 193 had left
the country (figure 3). In total, only 88% of those who
graduated in 1989 were practicing, or training to practice,
as Canadian physicians in 1996.

Ryten et al. also found that the number of Canadian-
trained physicians entering the workforce was insuffi-
cient even to maintain the current supply of doctors
at that time. In the mid-1990s, the authors estimated
that approximately 650 to 750 new physicians would
be needed each year in order to keep up with historical
rates of population growth (the physician supply must
grow with the population in order to maintain a constant
ratio). The authors also determined that a further 900 to

Figure 2: First-year enroliment in Canadian faculties of
medicine, 1995/96 to 2009/10

Source: AFMC (2010).
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Figure 3: Location and professional activity of Canadian
medical school graduates from 1989, as of 1995-1996
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Source: Ryten et al. (1998).

1,100 physicians would be needed to replace those who
either retired or died, and that roughly 300 to 350 new
physicians would need to be added in order to replace
those physicians who left the country. In other words,
maintaining the physician-to-population ratio in the mid
1990s would require adding 1,900 to 2,200 new phys-
icians to the workforce every year (between 3.1% and
3.6% of the 1996 physician population)—a substantially
greater number than the 1,516 new Canadian-trained
additions who were either in practice or still training to
practice in Canada from the class of 1989.

By applying the proportions determined by Ryten et
al,, as has been done previously by McArthur (1999a),* to
the number of students who enrolled in medical schools
in Canada and the number of students who were awarded
M.D.s from 2000 onwards, it is possible to estimate the
number of new Canadian-trained physicians who will be
entering the workforce up to 2020.° As figure 4 illustrates,
if 88% of medical school graduates are part of Canada’s

physician supply 7 years after graduation, and if 97% of
those admitted to medical school graduate (as was the
case for the class of 1989), then current enrollment and
graduation rates suggest that 2,336 Canadian-trained
students will be added to the physician supply in 2020.
Figure 4 also shows the estimated number of new
physicians required to maintain the physician-to-popu-
lation ratio. This number exceeds the estimated number
of Canadian trained physicians entering the workforce
every year through 2018. For 2019 and 2020, the number
of Canadian trained physicians estimated to be entering
the workforce exceeds slightly the estimated number of
physicians required to maintain the physician-to-popu-
lation ratio. This number of physicians required assumes
that the number needed to replace those lost to death,
retirement, or emigration, and to keep up with popula-
tion growth is a constant 3.2% of the current physician
population over time (which is equal to the addition of
2,000 new physicians in 1996, the low-middle point in the
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Ryten et al. estimates above).® It also assumes that only
Canadian-trained doctors will be added to the physician
supply between 2008 and 2020.”

This replacement rate is a conservative estimate: at
present approximately 38% of Canada’s physicians are
aged 55 or older (CMA, 2010), which suggests that the
number of physicians needed to replace those who retire
or die (900 to 1,100 doctors in the mid-1990s) will rise sig-
nificantly in the coming years. In addition, this estimate
does not take into account the effects of demographic
changes in the physician workforce, the consequence of
which may be that, in the future, more physicians will
be required to deliver the same volume of services being
provided today (Esmail, 2007). Furthermore, this is only
the number of new physicians required to maintain the
stock of physicians, which is clearly insufficient to meet
current demand and will likely fall well short of demand
in the future given that Canada’s health needs can be ex-
pected to increase as our population ages.

Making one additional assumption—that the Can-
adian population will increase at the medium growth rate
forecast by Statistics Canada (Statistics Canada, 2010b)®*—
allows us to estimate how the physician-to-population
ratio will evolve in Canada in the coming years (figure 1).
Clearly, without a significant addition of foreign-trained

doctors, the Canadian physician-to-population ratio will
decline between now and 2020,’ just as it would have
through the 1990s and 2000s if foreign physicians had not
made up for the shortfall caused by insufficient medical
school admissions.

Conclusion

The current physician supply in Canada is insufficient to
meet the demand for physician care under the present
structure of Medicare,'® and falls well short (in terms of
the supply of physicians relative to population) of what
is being delivered in other developed nations that also
maintain universal approaches to health care insurance.
Without a significant intake of foreign physicians, the
physician-to-population ratio will fall in the coming years
because there are not enough new doctors being trained in
Canada. It would seem that a government-imposed limita-
tion on the number of physicians being trained in Canada
is a policy choice that is not serving the best interests of
Canadians, be they patients in need of a physician, or ca-
pable students who wish to become doctors, but who are
unable to access medical training in this country.

Figure 4: New Canadian-graduated doctors in practice compared to the number of
new doctors required to maintain physician-to-population ratio, 2000 to 2020
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Sources: AFMC (2010); McArthur (1999a); OECD (2010); and Ryten et al. (1998); calculations by author.
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Notes

1 In 2008, 13.6 percent of Canadians were aged 65 and older,
ranking Canada 20th among 28 developed nations that main-
tain a universal access health insurance program (list of na-
tions from Esmail and Walker, 2008). The three oldest nations
(Japan, Italy, and Germany) all had over 20% of their popula-
tion aged 65 and older. The average for these 28 nations was
15.3% (OECD, 2010).

2 In 1970, Canada had an age-adjusted ratio of 1.8 doctors
per 1,000 population, the second highest ratio among 20 de-
veloped nations for which data were then available (Esmail
and Walker, 2008).

3 The differences between historic physician supply data pre-
sented here and those presented in Esmail (2008) result from
a change in the data series used to measure physician supply.
In Esmail (2008), the data series employed was “Practicing
Physicians” from OECD (2008). In OECD (2010) Canadian
data is not available for the “Practicing Physicians” series, but

is instead available for the “Professionally Active Physicians”

series. The calculations in this article employ data from this

latter series. It should be noted that “Practicing Physicians”

is defined as “practicing physicians who provide services

www.fraserinstitute.org

ratio will fall in the
coming years

directly to patients”, while “Professionally Active Physicians”
is defined as “practicing physicians and other physicians for
whom their medical education is a prerequisite for the execu-
tion of the job” (OECD, 2010).

4 Esmail (2006) and Esmail (2008) also employ this projection
methodology.

5 This estimate uses graduation rates for students awarded
M.D.s between 2002 and 2010 (who, between 2009 and 2017
will be at the same point in their careers as the students stud-
ied by Ryten etal.), and enrollment rates for students entering
medical school between 2007/2008 and 2009/2010 who will, in
general, be at the same point in their medical careers between
2018 and 2020 as the students studied by Ryten et al. were in
1996 after graduating in 1989. All graduation and enrollment
rates are from AFMC (2010).

6 This replacement value is smaller than the 3.5% estimate of
physicians leaving practice in Canada annually (not counting
the number of physicians required to account for population
growth) used by Tyrrell and Dauphinee (1999) to estimate
changes in the physician supply.

7 This second assumption may seem questionable since signifi-
cant numbers of foreign-trained physicians have been added
to the Canadian workforce in order to maintain the existing
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physician-to-population ratio. However, the precise number
of foreign-trained doctors who will be added in the future is
difficult to estimate. This assumption does not, however, affect
the conclusions of this examination. Since the main purpose
of this article is to consider the effect controls have on the sup-
ply of Canadian-trained doctors, this simplifying assumption
serves to clarify the effect these training restrictions have on
the future supply.

8 This analysis uses the M1 medium population growth fore-
cast from Statistics Canada (2010b).

9 This decline in the ratio is seen in Figure 4 as the decline in
the number of physicians required to maintain the physician-
to-population ratio between 2008 and 2020.

10 Shortages can only occur when prices are not permitted to
adjust. Prices will naturally rise in any functioning market
where goods or services are in short supply relative to demand,
thus encouraging new supply and reducing demand simultan-
eously. The outcome is equilibrium of supply and demand (no
shortage or excess). In the Canadian health care marketplace,
such adjustment is impossible because of restrictions on both
the prices and supply of medical services. The optimal solution
to Canada’s shortage is obviously to remove restrictions on
training, practice, and pricing, and to introduce user charges.
This would increase the supply of services while simultaneous-
ly encouraging more informed use of medical practitioners’
time (thus reducing the demand for treatment overall and
improving the allocation of physician manpower and effort).
Such a change in policy would bring Canada more in line with
some of the world’s top-performing universal access health
care programs (Esmail and Walker, 2008). Unfortunately for
Canadians, the introduction of user fees and extra billing are
not permitted under the current federal legislation guiding
Medicare. The analysis here takes the current legislation as
given and discusses only the supply of physicians.
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here are a growing number of companies provid-

I ing Canadians with easier access to medically nec-
essary treatments outside the country. Of course,
leaving Canada for medically necessary treatment is

nothing new; Canadians have been doing so for many
years, either in response to the unavailability of certain
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1

treatments in Canada, in response to concerns about
quality in Canada, or in response to long wait times for
medically necessary treatment.

How many Canadians receive treatment outside
Canada each year, though? While data on this topic are
difficult to come by, it is possible to estimate the number
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Table 1: Estimated number of patients receiving treatment outside Canada, 2010

BC AB SK
Plastic surgery 31 37 0
Gynecology 341 119 52
Ophthalmology 795 838 20
Otolaryngology 108 202 13
General surgery 676 191 188
Neurosurgery 47 88 0
Orthopedic surgery 526 354 0
Cardiovascular surgery 29 13 63
Urology 363 614 —
Internal medicine 495 531 152
Radiation oncology 11 33 —
Medical oncology 12 24 —
Residual* 2,131 2,404 456
Total 5,565 5,447 943

MB

40
44

209

96

30

164

349

933

ON QC NB NS PE NL CAN
55 18 2 7 2 — 153
1,358 113 0 7 11 0 2,001
902 1,131 44 50 0 22 3,842
721 329 6 35 0 0 1,458
2,431 1,160 46 15 0 0 4,914
96 156 — 0 — — 387
711 208 7 54 6 17 1,979
423 399 27 0 — 0 953
4,479 270 31 170 — 0 5,957
1,585 990 8 127 7 0 4,058
40 26 7 — 0 — 116
1,146 81 — 7 0 0 1,271
9,245 2,524 106 381 17 91 17,705
23,192 7,406 282 851 44 130 44,794

*The residual count was produced using the average provincial percent of patients receiving treatment outside Canada and
the residual count of procedures produced in Waiting Your Turn.

Source: Barua, Rovere, and Skinner 2010; calculations by author.

using the results of the Fraser Institute’s Waiting Your
Turn survey, and the counts of procedures completed
each year in Canada, which are provided by the Cana-
dian Institute for Health Information (CIHI).! While the
computations below are approximate, they are the most
accurate estimates currently available.

Methodology

Each year, the Fraser Institute’s Waiting Your Turn survey
asks physicians across Canada—in 12 major medical spe-
cialties—the question, “Approximately what percentage
of your patients received non-emergency medical treat-
ment in the past 12 months outside Canada?” (emphasis
in original). The answers are averaged for each of the spe-
cialties studied in Waiting Your Turn for each province,
producing a table that reports the average percentage of
patients receiving treatment outside Canada (Baruaetal,,
2010: table 11). In 2010, 1.0% of all patients in Canada
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were estimated to have received non-emergency medical
treatment outside Canada, the same as in 2009.
Combining these percentages® with the number of
procedures performed in each province and in each med-
ical specialty gives an estimate of the number of Canadi-
ans who actually received treatment outside the country.
Two data-related issues must be noted before discussing
the estimate. First, the number of procedures performed
in Canada is not readily available from the Canadian In-
stitute for Health Information (CIHI). Notably, Alberta
and Quebec do not provide complete discharge abstract
data (DAD) to the CIHI, which is the source for the proce-
dures counts data used in Waiting Your Turn. The authors
of Waiting Your Turn address this concern by making a
pro-rated estimate of procedures using older hospitaliza-
tion data. These estimated procedure counts fill in for the
actual number of procedures in Alberta and Quebec.
Second, there is a temporal mismatch between the
timing of the Fraser Institute’s Waiting Your Turn sur-
vey and the CIHI’s annual DAD release. Specifically,



procedure counts data used for Waiting Your Turn are
typically one year behind (e.g., the 2010 edition of Wait-
ing Your Turn used procedure counts from 2008/2009).
While the calculation below uses the temporally mis-
matched procedures counts to provide up-to-date infor-
mation, previous calculations adjusting for the temporal
mismatch show that it does not appear to materially af-
fect the trend witnessed in the overall count of Canadians.
However, it does, as expected, affect the actual counts of
Canadians (Esmail, 2007).3

The counts of the number of patients receiving treat-
ment outside Canada each year that are produced by
this methodology are likely to underestimate the actual
number of patients being treated outside Canada. This
is the result of a few factors. First, and most importantly,
these numbers are based on specialist responses, which
means that patients who leave Canada without consult-
ing a specialist* are not likely to be included in the count
shown in table 1. Second, the counts are based on the
number of procedures estimated to have been performed
in Canada, which is less than the total number of patients
consulted and less than the total number of Canadians
who would have required treatment, including those who
left Canada to seek it.

An estimated count of patients
leaving Canada

The products of the percentage of patients receiving non-
emergency treatment outside of Canada and the number
of patients treated in Canada as estimated in Waiting
Your Turn are shown in table 1.

A significant number of Canadians—an estimated
44,794 in total—received treatment outside Canada in
2010. This is a notable increase from the 41,006 Canadi-
ans estimated to have received treatment outside Canada
in 2009. Increases in the estimated number of patients
going outside Canada for treatment were seen in British
Columbia (5,327 to 5,565), Alberta (5,354 to 5,447), Sas-
katchewan (707 to 943), Manitoba (678 to 933), Ontario
(20,510 to 23,192), Quebec (6,917 to 7,406), Nova Scotia
(601 to 851), and Prince Edward Island (15 to 44). Con-
versely, New Brunswick (497 to 282) and Newfoundland
and Labrador (400 to 130) saw decreases in the estimat-
ed number of patients who received treatment outside
Canada.

The national increase in the estimated number of
patients treated outside Canada occurred at the same
time as a national increase in the median wait time for
medically necessary treatment. Specifically, the national
median wait time for treatment after consultation with
a specialist was 8.0 weeks in 2009 and 9.3 weeks in 2010.
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Conclusion

In 2010, an estimated 44,794 Canadians received non-
emergency medical treatment outside Canada. This esti-
mate likely underestimates the actual number of patients
who received treatment outside the country that year.

Notes

1 This includes estimates for some provinces that do not pro-
vide comparable data to the CIHL

2 Readers should note that exact values, not the rounded val-
ues which appear in table 11 in Barua et al., 2010, are used for
this calculation.

3 Specifically, the Canadian counts with the temporal mis-
match for 2004, 2005, and 2006 were 49,392, 44,022, and
39,282, respectively. Accounting for the mismatch, the counts
for 2004 and 2005 were 47,011 and 45,776, respectively. See
Esmail, 2007.

4 In 2010, the national median wait time between referral by
a general practitioner and consultation with a specialist was
8.9 weeks. See Barua et al., 2010.
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n December 2010, the Fraser Institute released its

twentieth annual measurement of waiting times for

medically necessary treatments in Canada (Barua

et al., 2010). This most recent measurement shows
that the national median waiting time from specialist ap-
pointment to treatment increased from 8.0 weeks in 2009
to 9.3 weeks in 2010.

But the measurement of waiting times, or the exam-
ination of the absolute delay Canadians must endure in
order to receive medically necessary care, is only one way
of looking at the burden of waiting for health care. We
can also calculate the privately borne cost of waiting: the
value of the time that is lost while waiting for treatment.

The privately borne cost of waiting
for care

One way of estimating the privately borne cost of waiting
for care in Canada was originally developed by Steven
Globerman and Lorna Hoye (1990).2 They calculated the
cost of waiting by estimating the amount of time that
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could not be used productively by a patient while wait-
ing for treatment.

Globerman and Hoye’s methodology is relatively
simple. First, multiply the number of patients waiting
for treatment by the wait times for those treatments in
order to derive an estimate of the total number of weeks
all patients will spend waiting for care. Then multiply this
value by a measure of the proportion of time spent wait-
ing for treatment that is rendered unproductive by the
physical and emotional impact of an untreated medical
condition. The monetary value of this lost productive
time can then be estimated.

In 2010, an estimated 825,827 Canadians were wait-
ing for care after an appointment with a specialist (table 1).
These Canadians waited, on average, 9.3 weeks for treat-
ment, though those wait times varied significantly when
broken down by province and medical specialty (figure
1). Multiplying the number of Canadians waiting in each
of the 12 medical specialties in each of the 10 provinces
by the weighted median wait time for that medical spe-
cialty in that province gives a rough estimate of the total
amount of time that Canadians waited for treatment in
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Table 1: Estimated number of procedures for which patients were

waiting after appointment with specialist, by specialty, 2010

BC AB SK MB ON QC NB NS PE NL CAN

Plastic surgery 5,591 1,093 1,554 1,331 3,458 2,554 576 1,211 29 416 17,813
Gynecology 4,069 3,736 1,353 952 7,818 4,543 404 934 127 676 24,613
Ophthalmology 16,602 14,950 3,166 1,587 28,261 75,185 1,374 5,954 271 1,124 148,475
Otolaryngology 5,490 2,849 4,981 1,232 8,529 3,386 709 895 45 566 28,682
General surgery 10,410 9,608 4,534 2,986 17,836 28,554 1,087 3,253 165 3,373 81,805
Neurosurgery 1,319 512 406 45 2,246 2,483 - 128 - - 7,139
Orthopedic 14,517 10,745 8,888 3,682 28,240 12,327 2,161 5,700 2,526 1,545 90,331
surgery

Cardiovascular 211 106 70 25 457 34 101 29 - 1 1,035
surgery

Urology 4,420 2,070 - 388 15,379 13,116 1,555 4,559 - 2,068 43,555
Internal 5,016 8,982 4,065 1,581 14,423 25,562 339 2,039 8 3,489 65,503
medicine

Radiation 73 69 = - 139 168 51 - 4 3 507
oncology

Medical 89 90 = - 643 391 == 136 4 38 1,391
oncology

Residual 42,328 40,707 22,141 10,051 85,390 76,960 5,528 18,517 2,149 11,209 314,978
Total waiting 110,135 95,518 51,158 23,858 212,818 245,264 13,886 43,356 5,327 24,507 825,827

Note: Totals may not match sums of numbers for individual specialties/provinces due to rounding.

Source: Barua et al., 2010.

2010: about 10.24 million weeks. This estimate is much
greater than the estimated 6.92 million weeks for 2009
due to an increase in both wait times and in the number
of Canadians waiting for care (Barua et al., 2010; Esmail,
2009a).

Globerman and Hoye’s original estimate for the cost
of waiting, which came from responses to a survey of
physicians, used specialty-specific measures of the pro-
portion of patients who were “experiencing significant
difficulty in carrying on their work or daily duties as a
result of their medical conditions” (1990: 26). The pro-
portions they estimated ranged from 14% of patients in
gynecology to 88% in cardiovascular surgery, and aver-
aged 41% overall (Globerman with Hoye, 1990; Esmail,
2009a).

However, the estimates of lost productivity measured
by Globerman and Hoye cannot necessarily be applied
today because of advances in medicine and the medical
system’s ability to deal with pain and discomfort with
pharmaceuticals. These advances may allow many Can-
adians who are suffering significant difficulties to func-
tion at a higher level today than they would have in 1990,

or even to maintain their normal activity levels. For this
reason, this author’s estimation of the cost of waiting in
2010 uses a Statistics Canada finding that 11.0% of people
were adversely affected by their wait for non-emergency
surgery in 2005 (Statistics Canada, 2006). This percent-
age is below even the lowest specialty-specific measure
estimated by Globerman and Hoye (1990).}

An assumption that 11.0% of people waiting for
treatment in 2010 experienced significant difficulties in
their daily lives as a result of their medical condition, and
thus lost productivity while waiting for treatment, results
in an estimate that nearly 1.13 million weeks were “lost”
while patients waited for treatment. However, because
this estimate is based on the assumption that all indi-
viduals face the same wait time for treatment in each
specialty/province combination, it is mathematically
equivalent to assuming that 11.0% of the productivity of
all Canadians waiting for care was lost to a combination
of mental anguish and the pain and suffering that accom-
pany any wait for treatment. Multiplying this lost time
by an estimate of the average weekly wage of Canadians
in 2010 (given in table 2), which provides an estimate

Fraser Forum March/April 2011 23



Figure 1: Median wait by speciality in 2010
Weeks waited from referral by GP to treatment

Plastic surgery 16.1 31.5
Gynecology
Ophthalmology 236
Otolaryngology
General surgery
Neurosurgery 94 29.7
Orthopedic surgery 18.5 35.6
Cardiovascular surgery (elective)
Urology Wait from GP
Internal medicine to specialist
Radiation oncology Wait from specialist
Medical oncology o freatment
Weighted median

0 5 10 15 20 25 30 35 40
Weeks waited

Source: Barua et al., 2010.

Table 2: Average of average hourly and weekly wages*, by province,
January to December 2010

BC AB SK MB ON QC NB NS PE NL CAN

Nominal average $22.81 $25.02  $22.41 $20.54  $23.23 $21.14  $19.02 $19.87 $1867  $20.69  $22.53
hourly wage

Nominal average $824.39 $945.89 $834.87 $745.09 $848.68 $745.71 $718.72 $732.17 $686.02 $792.10 $820.90
weekly wage

*The wages reported here are earned wages or salaries including tips, commissions, and bonuses before taxes and other
deductions.

Source: Statistics Canada’s CANSIM database; calculations by author.
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Table 3: Calculated cost of waiting for medically necessary health services from

specialist appointment to treatment, by province and specialty, 2010 ($ thousands)

Plastic surgery
Gynecology
Ophthalmology
Otolaryngology
General surgery
Neurosurgery

Orthopedic
surgery

Cardiovascular
surgery

Urology

Internal
medicine

Radiation
oncology

Medical
oncology

Residual*

Total cost

Note: Totals may not match sums of numbers for individual specialties/provinces due to rounding

BC

$17,031

$3,369

$21,082

$9,354

$6,820

$1,380

$26,840

$24

$1,956

$2,685

$29

$15

$40,671

$131,255

AB

$1,312

$3,863

$35,642

$4,016

$8,801

$322

$25,243

$12

$661

$13,562

$40

$19

$51,700

$145,192

SK

$5,540

$1,390

$3,051

$22,706

$4,656

$454

$42,203

$25

$40,137

$125,365

MB

$3,392

$548

$782

$1,458

$1,822

$9

$5,404

$2

$106

$811

$7,315

$21,648

ON

$2419

$4,392

$21,498

$6,470

$6,416

$1,529

$35,929

$43

$6,280

$6,946

$28

$135

$49,172

$141,257

QcC

$2,437

$2,483

$76,734

$1,785

$19,489

$2,604

$14,321

$0

$6,245

$24,772

$53

$64

$62,534

$213,521

$769

$172

$886

$424

$532

$2,807

$48

$1,066

$203

$16

$3,934

$10,857

NS

$4,353

$615

$10,095

$964

$2,195

$159

$17,758

$2

$5,935

$1,646

$110

$23,061

$66,892

PE

$16

$59

$244

$16

$38

$-

$19,456

$2

$1

$1

$3,628

$23,460

NL

$1,106

$473

$976

$551

$3,837

$3,116

$0

$2,681

$6,007

$1

$7

$14,071

$32,824

CAN

$38,374

$17,364

$170,990

$47,744

$54,606

$6,456

$193,077

$155

$24,929

$61,836

$168

$350

$296,221

$912,270

*The “residual” count is a count of the number of non-emergency procedures for which people are waiting in Canada that are
not included in the Fraser Institute’s survey. The wait time used for calculating the residual cost is each province's weighted
median wait time for all specialties included in Waiting Your Turn.

Sources: Barua et al., 2010; Statistics Canada’s CANSIM database; Statistics Canada, 2006; calculations by author.
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Long waits
for treatment
impose direct
costs in pain
and suffering
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of the value of the lost time to each individual,* gives an
estimate of the cost of the productive time that was lost
while individuals waited for medically necessary treat-
ment in 2010 (table 3).

The estimated cost of waiting for care in Canada for
patients who were in the queue in 2010, according to cal-
culations based on the methodology produced by Glober-
man and Hoye (1990), was roughly $912 million—an
average of about $1,105 for each of the estimated 825,827
Canadians waiting for treatment in 2010. Alternatively,
that cost works out to roughly $10,043 for each individ-
ual among the 11.0% of patients in the queue who were
suffering considerable hardships while waiting for care.®

Of course, this number is a conservative estimate of
the private cost of waiting for care in Canada. This esti-
mate assumes that only those hours during the average
work week should be counted as lost. It places no intrinsic
value on the time individuals spend waiting in a reduced
capacity outside of the working week. Valuing all hours of
the week, including evenings and weekends but excluding
eight hours of sleep per night, at the average hourly wage
(given in table 2) would increase the estimated cost of wait-
ing to more than $2.79 billion, or about $3,384 per person.

This estimate only counts costs that are borne by the
individual waiting for treatment. The costs of care pro-
vided by family members (in terms of time spent caring
for the individual waiting for treatment) and their lost
productivity due to difficulty or mental anguish are not
valued in this estimate.® Moreover, non-monetary med-
ical costs, such as increased risk of mortality or adverse
events that result directly from long delays for treatment,
are not included in this estimate (Esmail, 2009a).
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In 2009, the estimated private cost of waiting
for treatment using the 11.0% estimate, adjusted for infla-
tion,” was slightly less than $611 million in total—about
$880 per patient. If the cost of the hours lost outside of the
work week were included, this estimate would increase to
about $1.87 billion or about $2,695 per individual after
adjusting for inflation. From 2009 to 2010, therefore,
the cost of waiting increased by roughly $225 per Can-
adian in the queue if only working hours are valued, or
by roughly $689 if all non-sleeping hours are valued. In
summary, both the wait time for treatment after seeing a
specialist in 2010, and the privately borne cost of endur-
ing that wait time have deteriorated markedly relative to
their levels in 2009.

Conclusion

The rationing of health care in Canada through queues
for medically necessary health services imposes direct
costs on those waiting for care. The ability of individuals
who are waiting to enjoy leisure time and earn an income
to support their families is diminished by physical and
psychological pain and suffering. In addition, friends and
family may be asked to help those waiting for treatment,
or may suffer similar reductions in their productive lives
because of their own psychological pain.

In 2010, the estimated 825,827 Canadians who were
waiting for treatment endured an estimated private cost
of at least $912 million, if not substantially more, in lost
productivity and leisure time. That cost was, on a per-
patient basis, notably greater than the cost in 2009.
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Notes

1 The measurement below measures only the cost of the wait
time from specialist to treatment and does not capture the cost
of the wait time from general practitioner referral to seeing
a specialist. Thus, this estimate of the privately borne cost of
waiting is an underestimate of the true privately borne cost of
waiting.

2 Globerman and Hoye employed this methodology in 1990
to develop an estimate of the cost of waiting for medically
necessary treatment in the first measurement of waiting times
in Canada published by the Fraser Institute. Follow-up exami-
nations of the privately borne cost of queuing in 2004, 2005,
2006, 2007, 2008, and 2009 published by the Fraser Institute
also employ this methodology.

3 Statistics Canada’s findings are based on the percentage
of survey respondents who reported that “waiting for none-
mergency surgery affected their life.” Globerman and Hoye’s
estimate measures the number of patients who “experienced
significant difficulty carrying on their work or daily duties as
aresult of their medical condition.” Notably, in a 2003 survey
of Canadians, only 13% of those who reported being affected
by their wait in the Statistics Canada study reported a loss of
income, while 14% experienced loss of work. At the same time,
60% experienced worry, anxiety, and stress, 51% experienced
pain, and 31% experienced problems with activities of daily
living (Sanmartin et al., 2004). In the most recent Statistics
Canada survey, 49% of those who were affected by their wait
for care experienced worry, anxiety, and stress, 51% experi-
enced pain, and 36% experienced problems with activities
of daily living (Statistics Canada, 2006). The methodology
employed here for the estimate of the private cost of waiting
attempts to measure much more than just lost work or lost in-
come. Rather, it estimates lost productivity in total, including
lost on-the-job productivity, lost enjoyment of life, inability
to play sports, etc. In other words, the private cost of waiting
for care estimated here values the amount of time Canadians
spend waiting for care during which these individuals are un-
able to participate fully in their lives. Also, this estimate does
not necessarily assume that 11.0% of individuals are losing all
of their productivity while 89.0% are completely unaffected.
Rather, the estimates are constructed in such a way that the
lost productivity can be 100% for 11.0% of patients, or 11.0%
for 100% of patients, or any combination thereof.

4 Though extending this value of time to all individuals may
seem questionable, given that some children and retired sen-
iors will be included in the number of patients in the queue,
one need only understand that the lost leisure or ability to con-
centrate suffered by these individuals must have some value.
Since most seniors are enjoying increasing opportunities to
seek at least part-time employment in the service sector, their
labour/leisure trade-off will be such that the last unit of leisure

enjoyed by a senior citizen is equal in value to the last unit of
work that is undertaken. Seniors who do not choose to work
are clearly placing a higher value on their leisure time than
the labour market will offer for their labour. For children, the
value of their leisure (which can potentially be viewed as time
for personal growth) or productivity at school (which can be
viewed as an investment for the future) is assumed to be, for
simplicity, not significantly different from that of a working
adult. Furthermore, as there are likely to be few children wait-
ing for treatment, any variation from adult reservation wages
is not likely to have a marked affect on the average calculation.

5 Globerman and Hoye estimated the cost of queuing for
medically necessary care to be about $2,900 per patient in
1989. In 2010 dollars, this works out to approximately $4,517.

6 A 2003 Statistics Canada survey found that 20.2% of in-
dividuals whose wait times affected their lives reported in-
creased dependence on family or friends (Sanmartin et al.,
2004).

7 The estimate from Esmail (2009b) was revised and is now
based on average wage data for all 12 months of 2009 (the ori-
ginally published figures were based on an average of average
wage data for the first eight months of 2009 as data for Septem-
ber to December was not available at the time of publication).
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Ignatieff’s Liberals
just don’t get it

CHARLES LAmMAM, NieLs VELDHuIS,
AND MiLAGROS PALAcIOS

to demand that the Conservative government re-

verse its corporate tax rate reductions. “[This] will
send a very clear message that this government ought to
change course,” warned Liberal leader Michael Ignatieff
(Fitzpatrick 2011). But if increasing corporate tax rates is
good policy, why have governments of all ideological stripes
across Canada done the opposite by slashing them?

It is because they understand the economics. Busi-
ness tax reductions yield significant benefits to all Cana-
dians by way of making the economic landscape more
attractive for investment. Jurisdictions that lower busi-
ness taxes increase the after-tax rate of return on invest-
ment. Increased returns, then, provide the incentives for
investment and leave firms with more money to reinvest.

When businesses invest in machinery, equipment,
and technology, workers have more capital with which to
work, and can produce more and higher-valued output
for each hour they work. In other words, workers become
more productive. Because increased productivity leads to
higher wages, workers, in the end, benefit greatly from
corporate tax reductions.

The Liberal government of Jean Chrétien and Paul
Martin got it: “Business income tax rates have a signifi-
cant impact on the level of business investment, employ-
ment, productivity, wages, and incomes” (Department of
Finance, Canada, 2000: 222).

Gordon Campbell’s BC Liberals got it: “In order to
make British Columbia truly competitive...the general
corporate income tax rate will be reduced” (Department
of Finance, BC, 2001: 65-66).

Ralph Klein’s Progressive Conservatives got it: “The
first priority is to reduce corporate income tax rates.
Lower tax rates benefit all businesses and sectors of the
Alberta economy, and ultimately Albertans through a
growing economy and better job opportunities” (Depart-
ment of Finance, Alberta, 2001: 119).

I ast month, federal opposition parties joined forces
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Lorne Calverts NDP government in Saskatchewan
gotit: “Saskatchewan will begin a phased reduction of the
general corporate income tax rate from 17% to 12%...
The significance of this reform should have an immediate
impact on investor and business attitudes towards Sas-
katchewan. Statutory tax rates are the most transparent
means of demonstrating the investment “friendliness” of
a jurisdiction” (Department of Finance, Saskatchewan,
2006: 14-16).

Gary Doer’s NDP government in Manitoba got it:
“Since 1999, the government has worked hard to pro-
vide business with a competitive environment. We have
cut the general corporate income tax by almost 30%”
(Selinger, 2009: 10).

Shawn Graham’s New Brunswick Liberals got it: “Re-
ducing the tax on corporate income will enhance New
BrunswicK’s business tax competitiveness, and assist in
encouraging new investment and job creation in New
Brunswick, which are vital to economic growth” (Depart-
ment of Finance, New Brunswick, 2008: 19).

Even Dalton McGuinty’s Liberals finally got it when
he announced reductions in Ontario’s 2009 budget: “We
also propose to strengthen our businesses by reducing
Ontario’s corporate income tax rate [which] would in-
crease business investment, create new jobs, raise in-
comes” (Duncan, 2009: 11).

Over the past decade, Liberal, NDP, Conservative,
and Progressive Conservative governments both feder-
ally and provincially have all reduced corporate tax rates
to improve our economy. They did so because the evi-
dence on the economic impact of lower corporate taxes
is well documented.

Consider a recent Department of Finance Canada
study that analyzed the corporate tax cuts implemented
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between 2000 and 2004 by Mr. Ignatieft’s predecessors,
former Liberal Prime Minister Jean Chrétien and then
Finance Minister Paul Martin (Parsons, 2008); the study
found that each 10% reduction in the after-tax cost of
capital increased the amount of capital by 7%.

In The Effect of Corporate Taxes on Investment and
Entrepreneurship, former World Bank Chief Economist
Simeon Djankov and his co-authors analyzed data from
85 countries and found that higher corporate taxes re-
duced both investment and entrepreneurial activity
(Djankov et al., 2008). Specifically, a 10 percentage point
increase in corporate tax rates reduced a country’s total
investment to Gross Domestic Product (GDP) ratio by
about two percentage points, reduced the number of busi-
nesses by 1.9 firms per 100 people, and discouraged the
rate of new business registration by 1.4 percentage points.

A recent OECD study, Do Tax Structures Affect Ag-
gregate Economic Growth?, explored the direct relation-
ship between various taxes and economic growth for
21 developed countries over the period 1971 to 2004
(Arnold, 2008). While personal income, consumption,
and property taxes all had negative effects on per person
income growth, corporate income taxes had the most
damaging effect.

Yet Michael Ignatieff believes that corporate tax cuts
are “giveaways” that “fatten profits” for the “richest and
most powerful corporations”” In fact, he wants to increase
corporate taxes to finance spending increases on social
programs such as his proposed $1 billion a year “Family
Care Plan” (Liberal Party of Canada, 2010).

In theory, his reasoning seems simple: if you need
money, then increase taxes. In reality, the Liberals and
other opposition parties have the economics backward.
If we want more revenue to spend on programs, then we
need businesses to invest, expand, and create more jobs.

To encourage them to do so, Canada needs a more
positive investment climate—one that is more conducive
to business activity. Prudent fiscal policy, flexible labour
markets, lower and more efficient regulation, low taxes,
freer trade, and many other investment-friendly policies
are needed. Admittedly, a lower corporate income tax rate
is not a magic bullet, but it is an important component of
a positive economic environment.

The reality of the global economic landscape is that
countries are competing with one another for investment,
so any advantage is critical. Unfortunately, according
to the OECD, Canada’s combined federal and provin-
cial corporate income tax rate (29.5%) was 10" highest
among 31 OECD countries in 2010 (OECD, 2010).

If Mr. Ignatieft has his way, Canada will only be-
come less competitive. While he thinks the Conserva-
tives “ought to change course;” it is his Liberals and other
opposition parties that need to reverse their misguided
positions on corporate taxes.

References

Arnold, Jens (2008). Do Tax Structures Affect Aggregate Eco-
nomic Growth? Empirical Evidence From A Panel of OECD
Countries. OECD Economics Department WP 643. OECD.

Department of Finance, Alberta (2001). The Future Meet-
ing Priorities—Sharing Benefits: Alberta Tax Advantage.
<http://www.finance.alberta.ca/publications/budget/bud-
get2001/tax.pdf>, as of February 11, 2011.

Department of Finance, British Columbia (2001, July 30).
Economic and Fiscal Update. <http://www.fin.gov.bc.ca/
archive/efu/pdf/update.pdf>, as of February 11, 2011.

Department of Finance, Canada (2000, February 28). The
Budget Plan 2000. <http://www.fin.gc.ca/budget00/pdf/
bpe.pdf>, as of February 11, 2011.

Department of Finance, New Brunswick (2008). 2008-2009
Budget. <http://www.gnb.ca/0160/budget/buddoc2008/
Speech0809_E.pdf>, as of February 11, 2011.

Department of Finance, Saskatchewan (2006). A Plan for
Growth and Opportunity: Business Tax Reform in Sas-
katchewan. <http://www.finance.gov.sk.ca/budget/bud-
get06/SKBusinessTaxReform.pdf>, as of February 11, 2011.

Djankov, Simeon, Tim Ganser, Caralee McLiesh, Rita Ramal-
ho, and Andrei Shleifer (2008). The Effect of Corporate Tax-
es On Investment And Entrepreneurship. NBER Working
Paper No. 13756. National Bureau of Economic Research.

Duncan, Dwight (2009). 2009 Ontario Budget: Confronting the
Challenge—Building Our Economic Future. <http://www.
fin.gov.on.ca/en/budget/ontariobudgets/2009/statement.

pdf>, as of February 11, 2011.

Fitzpatrick, Meagan (2011, February 10). Opposition Calls For
Reversal Of Corporate Tax Cuts. Vancouver Sun. <http://
www.vancouversun.com/news/Opposition+calls+revers
al+corporate+cuts/4256636/story.html>, as of February

11, 2011.

Liberal Party of Canada (2010). The Liberal Family Care Plan.
<http://www.liberal.ca/files/2010/10/lpc-family-care-en.
pdf>, as of February 11, 2011.

Organisation for Economic Co-operation and Development
[OECD] (2010). OECD Tax Database. http://www.oecd.
org/dataoecd/26/56/33717459.xls , as of February 11, 2011.

Parsons, Mark (2008). The Effect of Corporate Taxes on Cana-
dian Investment: An Empirical Investigation. Department
of Finance Canada Working Paper 2008-01.< http://www.
fin.gc.ca/wp/2008-01-eng.asp.>,as of February 11, 2011.

Selinger, Gregory F. (2009, March 25). The 2009 Manitoba
Budget Address. <http://www.gov.mb.ca/finance/bud-
get09/speech/speech09.pdf>, as of February 11, 2011. l

Fraser Forum March/April 2011 29



Towards a
continental
crude oil and

natural gas
strategy

GERRY ANGEVINE

n 2008, the Fraser Institute

published a Vision for a Con-

tinental Energy Strategy (Klein

and Tobin, 2008). In 2010,
the Institute released two studies
of North America’s crude oil and
natural gas supply potential and
requirements. These two studies
flagged roadblocks that stand in
the way of achieving petroleum de-
velopment in a manner consistent
with the goals and objectives of a
continental energy strategy (Ange-
vine, 2010a; 2010b). This paper sum-
marizes both the obstacles to market
development of the continent’s pet-
roleum resources that those studies

identified and the policy recommen-
dations that were put forward.

A continental energy
strategy

The envisioned strategy is to have
North American energy policies at
the national, provincial, and state
levels aligned, as far as possible, in
support of efficient and rapid de-
velopment of the continent’s energy
resources in light of market condi-
tions, science-based environmental
concerns, and competition from
oil and gas imports and petroleum
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investment opportunities abroad.!
The primary objective is to ensure
that Canadians, Americans, and
Mexicans can realize the maximum
possible economic and social benefits
from development of the continent’s
energy resources through free and
open markets, including energy trade
with the rest of the world. Acceler-
ated development of North America’s
energy resources, spurred by market
opportunities both at home and
abroad would trigger employment
and income growth and contribute
to an improved quality of life.? In-
creased availability of petroleum sup-
plies from the continent’s indigenous
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sources would also increase the range
of oil and gas supply options that are
available to consumers. Further, in-
creased development and production
of the continents energy resources
would bolster the security of oil and
gas supplies (Klein and Tobin, 2008).

Because market forces will de-
termine the most efficient allocation
of North America’s energy resources,
our continental energy strategy fo-
cuses on ensuring that government
policies and regulations pertaining
to energy resource investment, de-
velopment, consumption, and trade
are stable, fair, and appropriate. Gov-
ernments must avoid intervening in
energy investment decisions. Such
decisions are best left to entrepre-
neurs who have an in-depth know-
ledge of the technologies involved
and are prepared to take calculated,
educated risks (Klein and Tobin,
2008).

Barriers to
development of the
continent’s oil and gas
resources

Unfortunately, a number of regu-
latory and taxation barriers are
discouraging investment in the
North American petroleum sector
and making it difficult for projects
here to compete with development
opportunities in other parts of the
world. These include:

1. Uncompetitive royalty
regimes

The tax structures facing the oil and
gas industry in North America, in-
cluding royalties and production
taxes, need to be competitive with
those elsewhere. In some provinces
and states, oil and gas production
is taxed to an extent that makes
them less desirable locations for
investment for petroleum industry

investment than elsewhere in North
America and overseas.?

2. Royalty regimes that fail
to recognize the higher costs
of unconventional supplies

Royalty and production tax regimes
that fail to take into account the
higher costs of petroleum develop-
ment and production from uncon-
ventional and offshore resources
relative to conventional, onshore
sources of supply are yet another
barrier to investment. Where this
is the case, exploration for, and
development of, production facili-
ties involving higher cost oil and
gas supply sources is likely to be
constrained.*

3. Uncertainty regarding the
course of environmental policy

The cost of complying with policies
aimed at reducing CO, and other
greenhouse gas emissions which
some believe are contributing to
global warming is of particular
concern to existing and potential
oil sands producers and investors,
as well as heavy oil producers in
Western Canada, California, and
elsewhere.> Without clear policies,
potential investors will be unable
to determine the cost of compli-
ance with the anticipated regulatory
changes. As a result, some projects
are likely either to be put on hold or
dropped.

4. Moratoria on offshore
exploration and development

Moratoria on offshore exploration
as, for example, in the Queen Char-
lotte Basin oft of British Columbia’s
mainland, are another obstacle to
investment in petroleum explora-
tion and development. Exploration,
development, and production have

been underway for some time oft
of Canada’s east coast. A scientific
task force review initiated by the
Government of British Columbia
in 2002 concluded that, with appro-
priate safeguards and assessments
of project proposals, the moratoria
on hydrocarbon exploration and
development off British Columbia’s
shores could be lifted. However, the
freeze on activity continues (British
Columbia Ministry of Energy Mines
and Petroleum Resources, 2002).°

5. Delays in oil and gas pipeline
regulatory approval processes

In December 2010, when the Na-
tional Energy Board issued its deci-
sion about the Mackenzie Gas Pro-
ject, more than six years had elapsed
since the consortium led by Imperial
Oil Resources Ventures Ltd. applied
for permission to construct the
project. Although this is an excep-
tional case, it serves to illustrate how
lengthy and costly the regulatory
approval process can be. Delays in
the construction of a pipeline which
prevents incremental oil or natural
gas supplies from reaching their
market can impact consumers by
increasing the local cost of natural
gas or oil products. Moreover, delays
in construction, which increase the
capital cost of a pipeline because of
wage and price inflation during the
delay period, can result in higher
transportation costs since pipeline
tariffs are based on the cost of ser-
vice including depreciation and
interest.

The National Energy Board
has self-imposed “standards” re-
garding time schedules to follow
when releasing decisions following
the completion of public hearings.
However, these are arbitrary and
serve only as guidelines. To ensure
a more rapid response to pipeline
construction applications in Can-
ada, the National Energy Board
Act needs to be revamped to focus
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government involvement in the
construction permitting process
on the non-commercial aspects of
proposed projects, such as safety,
environmental impacts, and other
matters of public importance (An-
gevine, 2010a).

6. Land claims and access com-
pensation disputes

Uncertainty over land claims or
demands by aboriginal groups for
compensation can have serious con-
sequences for the development of
energy projects because an unsettled
dispute can result in a project being
deferred indefinitely.

7. Political constraints on
upstream investment

Laws and regulations that forbid
foreign investors from sharing in the
risks and rewards from the discov-
ery, development, and production of
oil and gas will result in slower pro-
duction growth than would occur
otherwise. This is the case in Mexico,
which nationalized the petroleum
industry in 1938, causing foreign-
owned oil companies to leave the
country. In 2008, the Mexican gov-
ernment introduced a number of
reforms designed to increase petrol-
eum exploration (Mueller, Thomas,
etal., 2008), but they fall far short of
introducing a truly free market since
ownership of any hydrocarbons that
are discovered through exploration
is reserved for the state.

Towards a continental
crude oil and natural
gas strategy

The potential exists to grow the
capacity to produce petroleum
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Offshore drilling may face continued moratoria until environmental issues have been resolved.

from indigenous sources and im-
prove domestic oil and natural gas
supply and demand balances (and
thereby lower import requirements)
in North America (Angevine, 2010a
and 2010b). However, in order for
citizens to reap the benefits from
accelerated development of the con-
tinent’s petroleum resources, energy
policies in Canada, the United States,
and Mexico need to be reformed. Es-
sentially, the policy structure needs
to become more market-oriented
to ensure that North America does
not impose unnecessary barriers to

www.fraserinstitute.org

timely investment in petroleum pro-
duction and transportation facilities
compared with other industries, and
with oil and gas industry investment
opportunities overseas.

A specific North American oil
and gas strategy should include the
following:

1. Ensure that oil and natural
gas royalties are competitive

In order to attract investment re-
quired for the development of oil



and natural gas production and
pipelines, Canadian and US juris-
dictions need to ensure that their
royalty regimes are competitive with
those of competing jurisdictions in
Latin America and overseas.

2. Reflect the higher costs of
producing oil and natural gas
from unconventional and fron-
tier sources in royalties

The governments of Canadian

and American jurisdictions must
reflect differences in the cost
structures between conventional
oil and natural gas production,

on the one hand, and production
from unconventional and frontier
sources of supply such as the oil
sands, coal bed methane, tight
sands, shale formations, the deep-
water outer-continental shelf, and
the northern frontier, on the other,
in their royalty structures if they
wish to attract greater investment
in exploration and development of
the more costly sources of sup-
ply. A universal, flat, net-revenue
approach to the determination of
royalties, similar to the reforms

to personal and corporate income
tax calculations proposed by
Clemens et al. in a 2008 Fraser
Institute study, would overcome
this problem (Clemens, 2008). In
lieu of such fundamental reform,
jurisdictions need to review royalty
regimes with regard to high cost
sources of petroleum supply to
ensure that they are competitive.

3. Reduce environmental
policy uncertainty

Uncertainty concerning the tim-
ing and specifics of environmental
policy changes can significantly
impact investor decisions to move

ahead with oil and natural gas de-
velopment projects and energy pipe-
line construction. For this reason,
provincial, state, and federal gov-
ernments need to make the details
of regulatory changes that they are in
the process of implementing public
without unnecessary delays.

4. Remove barriers to offshore
development

Moratoria on petroleum exploration
and production in offshore areas
should be lifted once the authorities
are satisfied that the environmental
risks can be mitigated. Doing so will
open new areas for potential discov-
eries and allow additional indigen-
ous oil and gas supplies to be tapped
if the exploration is successful.

5. Streamline regulatory pro-
cesses pertaining to pipeline
construction permits

Additional pipeline capacity will be
needed to transport new oil and gas
supply sources to market. Regulatory
processes for obtaining construction
permits need to be reviewed to en-
sure that unnecessary impediments
are not allowed to stand in the way
of project construction.

6. Develop more efficient and
fairer procedures for resolving
native land claims

Approaches for settling native land
claim and compensation issues ex-
peditiously and in a fair and appro-
priate manner need to be found in
order to help to prevent such claims
from delaying pipeline construction
and saddling eventual users with
inappropriately high transportation
costs. An approach which appears
to be gaining commercial favour in

Canada is to provide First Nations
bands through whose territories a
proposed pipeline would pass with
a share in the ownership of the fa-
cility so that they may benefit from
ongoing operations. One example
of this is the British Columbia Gov-
ernment’s decision to grant First Na-
tions groups $32 million to invest in
the Kitimat to Summit Lake Pipeline
that the Pacific Trails Pipeline Part-
nership (PTP) is planning to build to
supply natural gas to PTP’s proposed
Kitimat LNG Terminal (Daily Com-
merical News, 2009). Another, is the
Aboriginal Pipeline Group’s (AGP)
one-third interest in the proposed
Mackenzie Gas Project, with one of
the interested parties (TransCan-
ada Pipelines Limited) providing
financing to native groups to allow
them to buy into APG. Currently,
Enbridge Inc. is reportedly offering
First Nations groups that would be
directly impacted by the company’s
proposed Northern Gateway project
a 10% equity position, financing, and
1% of pre-tax earnings (Enbridge,
2011 and O’Meara, 2011).

7. Reduce the frequency of
disputes with regard to land
access issues

Where they are not already in place,
fair and appropriate means must be
found to prevent delays in develop-
ment from occurring because of
disputes over the amount of com-
pensation to be paid to land owners
for access to land—whether by pet-
roleum operators for exploration or
operations, or investors seeking to
build oil or gas pipelines.

It would be beneficial if the
results of recently negotiated settle-
ments in the region were made
publicly available as is the case with
real estate transactions. Improve-
ments in the quantity and quality of
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available information would help to speed up the nego-
tiating process and require fewer cases to be referred to
public tribunals.

8. Strive to remove political constraints on for-
eign investment in Mexican natural gas explora-
tion and development

Allowing foreign companies to explore for oil and gas
in Mexico, to develop and operate production facilities,
and to market gas there—subject to market condi-
tions and a globally competitive royalty structure and
taxation framework—would facilitate a much-needed
influx of capital and expertise. This would allow Mexico
to increase its oil and gas production and avoid becom-
ing a net importer of petroleum supplies.

Notes

1 This in not meant to imply harmonization of policy frame-
works but, rather, to have each jurisdiction seek policies which
the responsible officials believe are necessary to foster petrol-
eum resource development in light of the particular circum-
stances.

2 This assumes that the economies are at less than full em-
ployment such that inflation does not erode real incomes.

3 This is reflected in the relatively poor scores that Alberta,
California, Colorado, Newfoundland and Labrador, New
Mexico, New York, and the Northwest Territories achieved
relative to most other Canadian and US jurisdictions—and
many other countries—in relation to fiscal terms (royalties or
production taxes) in the 2010 Fraser Institute Global Petroleum
Survey (Angevine and Cervantes, 2010).

4 Alberta recently introduced special incentives that lower
royalties for unconventional gas production and—in the
case of deep or horizontal oil and gas wells—all situations
where the cost of production can be higher than with conven-
tional gas production (Alberta Department of Energy, 2010).
The very perception that special adjustments are necessary,
though, suggests that the royalty regime is flawed.

5 Oil sands and heavy oil projects involve greater carbon
emissions per unit of production than conventional light/
medium oil production.

6 The failure of automatic flow shut-off controls to activate
when the rig at the BP Deepwater Horizon site in the US Gulf
of Mexico exploded in April 2010, causing hundreds of thou-
sands of barrels of crude oil to leak into the Gulf with untold
environmental damage, will make it more difficult to sway
those who argue that risks to the environment from offshore
drilling cannot be adequately controlled.
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Regulation

Canada’s federal Renewable Fuels
Regulations: An example of

poor decision making

n December 15%, 2010, regulations took effect that
0 mandate the minimum amount of renewable fuel

content that must be included in gasoline sold in
Canada. The regulations imposed by the government
will result in large costs to the petroleum industry and
consumers, while providing very little verifiable benefit
to society. The Renewable Fuels Regulations require fuel
suppliers to blend an average of at least 5% renewable
fuel content in gasoline (Canada, 2010). These are federal
regulations, but British Columbia (Renewable and Low
Carbon Fuel Requirements Regulation), Manitoba (Etha-
nol General Regulation), Ontario (Ethanol in Gasoline),
and Saskatchewan (Ethanol Fuel (General) Regulations)
already have similar regulations in force provincially.
Ethanol and biodiesel are examples of the renewable fuels
that will be used to make up the 5% mandates. Ethanol
is a commercial alcohol, and in Canada it is produced
from feedstocks such as corn and wheat (CFRA, 2010a).
Biodiesel is produced from vegetable oils or animal fats
(CFRA, 2010b). The motivations in support of the regula-
tions are reductions in greenhouse gas (GHG) emissions and
increased jobs in the renewable fuel sector (Canada, 2010).

Economic theory suggests that the regulations will
impose costs on fuel suppliers since the regulations force
them to include a higher cost input (ethanol or biodiesel)
in their production process. If ethanol and biodiesel were
not more expensive than gasoline, then the fuel suppliers
would already be mixing them with gasoline on a large
scale and regulations would not be required. According
to the Regulatory Impact Analysis Statement accompany-
ing the published regulations, fuel suppliers will incur
total costs of $775.3 million' to comply with the regula-
tions between 2010 and 2034 (Canada, 2010).

Fuel suppliers will pass much of the upfront cost of
complying with the regulations onto consumers and fuels
such as ethanol are less efficient than gasoline. Natural
Resources Canada estimates that an average consumer
would use 2.2% more fuel when using gasoline containing
10% ethanol as opposed to when using just regular gaso-
line (Canada, 2010). Therefore, the regulations will result
in consumers not only paying higher gasoline prices, but
also filling their tanks more often. The costs to consumers
purely attributed to the additional fuel usage are estimated
to be $1.1022 billion (Canada, 2010).

www.fraserinstitute.org

JoeL Woop

To the supposed J
the agriculture and renewable fuels sectors, the
Regulatory Impact Analysis Statement described them as
negligible (Canada, 2010). The analysis does mention job
creation in the renewable fuels sector, but does not pre-
dict any increases in gross domestic product in this sector
(Canada, 2010). The report estimates that the regulations
will not affect food prices and land use, and will result in
a negligible increase in income (less than 1%) in the crop
sector (Canada, 2010).

The federal government expects the regulations to
lead to a total reduction of GHG emissions of 23.8 Mt>
over 25 years, or an average annual reduction of 0.99 Mt.
To put this expected reduction in context, the average an-
nual reduction is only 0.13% of Canada’s annual GHG
emissions in 2008 (Environment Canada, 2010; author’s
calculations). The report monetizes the benefits from the
expected reductions in GHG emissions due to the regula-
tions by choosing a social cost of carbon estimate of $25 per
tonne of GHG. Using this emissions price, the report esti-
mates benefits over a 25-year period to be $560.8 million
(Canada, 2010). The report estimates the total costs of the
regulations to industry, consumers, and government to be
$1.8798 billion (Canada, 2010). The net benefits (benefits
minus costs) of the regulations are both negative and large
($-1.319 billion). The benefit cost analysis shows that the
government has implemented regulations for which the
benefits do not even come close to outweighing the costs.

There is a serious mistake in the methodology ap-
plied for the benefit cost analysis in the report. The meth-
od used to estimate net benefits in the report values a
dollar of benefits more than a dollar of costs that occur
in a given year.” However, it is standard practice in benefit
cost analysis to put equal weight on benefits and costs that
occur in the same year.* By not using equal weights, the
analysis either overestimates the present value of benefits
or underestimates the present value of costs. In either
case, net benefits would be much more negative.

Further, the report undertakes a sensitivity analysis
by changing the social cost of carbon emissions. The an-
alysis finds that a $100 per tonne of GHG (as advocated
by Stern, 2007) will produce positive net benefits. How-
ever, the benefit cost analysis uses different assumptions
than Stern. If the analysis is altered to be consistent with

net economic benefits to
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the assumptions used by Stern, then the benefits of GHG
reductions increase by approximately 17%, but the costs
of the regulations increase by over 100% (author’s calcu-
lations). When appropriate assumptions are made, the
net benefits become even more negative, even when an
unreasonably high social cost of carbon is assumed (see
Nordhaus, 2007 for a critique of Stern). Despite the fact
that the regulations will produce negative net benefits, the
Regulatory Impact Analysis Statement concludes:

Despite the GHG emission reductions, the benefits
in terms of employment and increased economic
activity, domestic and international commitments
of the Canadian government...the overall impact
of the Regulations will be positive. (Canada, 2010).

The reports conclusion completely contradicts the
report’s analysis. Not only are the net benefits to econom-
ic activity negative, but the annual reductions of GHG
emissions represent only a tiny percentage (far less than
1%) of the reductions required to meet the domestic and
international commitments of the federal government.®
The only credible justification for the imposition of the
regulations is that they will reduce emissions. However, the
government’s own analysis shows that any benefits from
reduced emissions are far outweighed by the costs imposed
on industry and consumers, despite mistakes in the analy-
sis that either underestimate costs or overestimate benefits.

Whatever way you look at it, the recently imposed
Renewable Fuels Regulations cannot be justified. The
regulations will impose large costs on society while of-
fering negligible reductions in GHG emissions.

Notes

1 All dollar amounts are given as 2007 dollars.
2 Mt = Megatonnes. 1 Mt = 1 million tonnes.

3 In technical economics language, the present value of bene-
fits are estimated using a discount rate of 3% and the present
value of costs are estimated using a discount rate of 8%. Chap-
ter 6 of Field and Olewiler (2005) provides an introductory
level treatment of benefit cost analysis and discounting.

4 This proper framework is applied by Ecoressources (2009),
cited as a reference document to the Regulatory Impact An-
alysis Statement.

5 The federal government has committed to reducing GHG
emissions to 80% of 2006 levels by 2020 (2020 emissions would
need to be 159.6 Mt less than 2008 emissions), see Environ-
ment Canada, 2008.
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