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Summary

HOW EFFECTIVELY HAS Canada— and its major petro-province Alberta—man-
aged its petroleum wealth, compared with how Norway has managed its
petro wealth? Acknowledging that major differences between the two coun-
tries often make comparisons difficult, this paper examines the Canada-Al-
berta experience using Norway as a benchmark. It asks: what lessons can
be learned from the Norwegian experience?

Shortly after the discovery of oil in Norway, a strong consensus emerged
among the political parties and across Norwegian society about how to man-
age oil wealth. This consensus was embodied in its “Ten Oil Command-
ments.” Based on the view that multinational oil companies needed to be
controlled, the Norwegian state took on the central role as both regulator
and producer. It brought in active industrial policies to create upstream and
downstream industries related to petroleum. There was also consensus that
its petroleum wealth should be appropriated by the state and distributed
equitably within Norwegian society.

In Norway, the state has always been in the driver’s seat in determining
petroleum development, owning 80% of oil and gas production and con-
trolling the transportation infrastructure. In Canada, private interests — for-
eign and domestic —have dominated Alberta’s petroleum sector.

For the most part, Alberta governments favoured a laissez faire approach,
with subsidies and tax/royalty breaks to encourage rapid petroleum exploit-
ation, and an open-door policy to the oil multinationals. For a brief period,
the government of Peter Lougheed adopted a more active approach: cre-
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ation of a mixed petroleum enterprise with government and private sector
equity participation, policies to develop upstream and downstream indus-
tries, and the creation of the Alberta Heritage Savings Fund to save a por-
tion of its petro-revenues. These policies, however, were abandoned by sub-
sequent Alberta governments.

The federal government, in the wake of the 1970s oil price shocks, adopt-
ed a similar approach to that of the Norwegian government. It created Pet-
ro-Canada and the National Energy Program (NEP) to increase Canadian
ownership and the development of petroleum-related industries, and to ap-
propriate a greater share of the petroleum wealth. The Alberta government,
however, backed by the oil companies, strongly opposed this federal inter-
vention into what it saw as its exclusive jurisdiction. There was constant
tension about how best to develop the resource, about the relationship be-
tween the state and the oil multinationals, and about the sharing of petrol-
eum revenues between the two levels of government and the companies.

The Mulroney Conservative government scrapped the National Energy
Program in the mid-1980s, and subsequent federal governments, apart from
providing billion of dollars in tax breaks, have played a passive role in shap-
ing the petroleum sector ever since. To this day, they have refused to articu-
late a national energy policy.

The Norwegian state has maintained policy levers essential to managing
its petroleum and other natural resources while Canada surrendered such
key resource management levers under NAFTA.

Norway made effective use of active industrial policies to create domes-
tic oil-related industries, from the construction of oil rigs to highly special-
ized instrument and drilling companies. The Alberta government provid-
ed financial and R&D assistance to develop the extraction processes used
in the oil sands. Upstream and downstream industries, mainly in Alberta,
have grown, but inputs — from heavy equipment to specialized instruments
and computer services — are still provided mainly from the United States.
Industrial linkages to the rest of Canada have been weak.

Norway, which prior to the discovery of oil had very high taxes, chose
not to reduce and replace them as petro revenue grew. Alberta, on the other
hand, reduced its taxes to the point where they are the lowest in Canada.
This overdependence on fluctuating petro revenue has created fiscal vola-
tility and given the oil companies additional influence within the govern-
ment. It has also triggered a tax competition dynamic that puts pressure on
other provinces to lower their taxes, thereby constraining their ability to
provide public goods and services.
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In Norway, the state has appropriated the vast majority — approximately
85% — of the net revenues from petroleum. In Canada and Alberta, however,
the private sector oil and gas companies (domestic and foreign) have appro-
priated the bulk of the petro-wealth. The Alberta government has taken a
smaller share of petro revenues than most other petro-states. And the gov-
ernment of Canada, since the mid-1980s, has taken a very small share in
the form of general corporate income tax revenues, which themselves have
been cut by half over the last 12 years.

The Norwegian state has been very effective in distributing the benefits
of oil wealth throughout the population. This has occurred through a gen-
erous social welfare system and also through a fair and equitable labour
relations system. Strong unions, free to negotiate centralized wage settle-
ments, are an effective countervailing force to the power of large corpora-
tions. Unionization rates, wage inequality, and the relative shares of na-
tional income between labour and capital have remained stable. Coupled
with a large progressive tax and transfer system, overall income inequal-
ity in Norway throughout the petroleum era, despite some slippage, has re-
mained among the lowest in the world.

Petroleum revenues flowing into Alberta are recycled throughout the Can-
adian economy through federal-provincial fiscal transfers; through person-
al earnings in petroleum-related activities and income derived from stock
ownership; and through inter-provincial trade. These mechanisms, as cur-
rently constructed, are recycling petro-dollars in a highly unequal manner.
As such, they are increasing interpersonal (including within Alberta) and
interprovincial income inequality and heightening social, economic, and
political tensions within the Canadian federation.

Federal policies over the last 20 years have greatly weakened the abil-
ity of the interpersonal tax and transfer system to distribute income equit-
ably. Policy changes — tax reductions, loopholes, and shelters favouring
the richest income groups and corporations, including petroleum compan-
ies; cuts to health, education, and social transfers to provinces, and cuts
to programs such as unemployment insurance — have produced the most
rapid inequality growth in the industrial world, led by the extraordinary
income gains of the richest 1%; it has made Canada amongst the most un-
equal countries in the OECD.

Alberta’s level of inequality — one of the highest in Canada and vastly
higher than Norway’s —has grown during the petro-boom. Alberta’s rich-
est 1% have a much larger share of the provincial income pie than the one-
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percenters’ share of income nationwide. And there is an increasing concen-
tration of the super-rich in Alberta.

Wage inequality in Canada has grown rapidly as the balance of power
between labour and capital shifted steadily in favour of capital. This has
produced a self reinforcing cycle of declining rates of unionization and a
declining workers’ share of the national income. Policies such as the trade
and investment liberalization agreements have contributed to the growth
and mobility of the largest corporations. The explosive increase in corpor-
ate concentration over the last two decades has mirrored the growing in-
come inequality driven by the income gains of richest 0.1%, whose members
come largely from the corporate élite and related professions.

Economic imbalances and divergences between Alberta and the non-oil-
producing provinces have widened in the wake of the petro-boom. Alberta is
rapidly distancing itself from other provinces in its revenue-raising capacity
and its income per capita level, placing considerable strains on the federa-
tion. And the federal government is unwilling to counteract these trends by
applying the principles of fiscal federalism embodied in the constitution.

On the contrary, the federal-provincial transfer system, which was dam-
aged by federal cutbacks in the mid-1990s, has been further curtailed by
the current government. It recently announced major cuts to health trans-
fers. Its cuts to the equalization transfer program have made it far less able
to fulfill its constitutional obligation to ensure that all provinces have suffi-
cient revenues to provide a comparable level of public services at compar-
able levels of taxation. Alberta’s fiscal capacity could reach 180% the nation-
al average in the next five years —more if oil sands growth continues at its
current pace. The federal government has the responsibility and the power
to mitigate this historic fiscal imbalance for the well-being of the federation.

As for interprovincial trade, declining international exports in the non-
petroleum provinces have to some extent been offset by increased exports
of services —mainly mining, engineering, financial and related services
from central Canada — to Alberta. These internal trade shifts, however, have
likely increased interpersonal inequality. Manufacturing workers who lost
their jobs did not transfer into these high-income services jobs, but rather
moved to lower-income and often temporary jobs, if they could find them.
Many could not, and remain jobless.

Norway managed to stabilize its domestic economy in the face of fluc-
tuating petroleum prices and revenues, initially through incomes policies
made possible by a consensus-oriented collective bargaining system in
which unions and companies worked out wage settlements that kept pet-
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roleum and public sector wages in check, ensuring that wages in non-oil ex-
port industries did not get out of line with their international competitors.

In 1990, the Norwegian government created a petroleum fund into which
it began making deposits in 1996. Now called the Government Pension Fund
Global, it receives all petroleum revenues and invests them abroad. Only the
return on these investments is put back into government coffers. The Fund
plays a stabilizing role, insulating the domestic economy from overheat-
ing during boom times, and protecting against the negative effects of oil
busts. The outflow of capital to the Fund stabilizes the exchange rate dur-
ing booms, thereby mitigating potential “Dutch disease” effects on non-pet-
roleum export sectors.

The Fund, now the largest sovereign wealth fund in the world with over
$664 billion in assets, converts oil wealth to financial wealth, ensuring that
pensions and social welfare benefits of an aging population can be sustained
into the future when the oil runs out.

In Alberta, the Heritage Savings Fund was created in 1976 with goals
similar to those of the Norwegian fund. However, the commitment to put a
share of oil wealth into the fund was soon broken, and since the mid-1980s
it has received only minimal infusions. Currently, it contains only about $16
billion, just 2% of the revenue the Norwegian petroleum fund has amassed
and a miniscule share of the oil revenues that have flowed into Alberta over
the last 35 years.

During the current petro boom, Norway has maintained low inflation,
moderate growth, and close to full employment. It has also maintained a
stable exchange rate with its most important trading partner, the European
Union. Throughout, it has registered huge trade and current account sur-
pluses.

In Canada, growth has been moderate and inflation has remained low,
though with considerable variation between the petroleum and non-petrol-
eum-producing provinces. Unemployment rose in the wake of the financial
crisis and remains high. In contrast to Norway, the Canadian dollar has risen
dramatically against the U.S. dollar and also against the Chinese yuan. This
has wreaked havoc with export manufacturing, resulting in a huge loss of
output and jobs in a very short time.

Employment gains in petroleum extraction plus direct and indirect em-
ployment spinoffs, have been outweighed by employment losses in non-
petroleum industries and losses in related spinoff activities. The decline
in productivity in the petroleum sector has dragged down Canada’s overall
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productivity growth, which during the last decade was amongst the worst
in the OECD.

Within a decade, the composition of Canada’s exports has undergone an
historic shift: from a country with a diversified export base the majority of
which were value-added products, to an exporter of predominately unpro-
cessed and semi-processed goods. With shrinking manufactured exports,
Canada’s traditional merchandise trade surplus has turned into a deficit.
Without Alberta’s huge trade surplus, it would be much larger. With the ex-
ception of the U.S., Canada has trade deficits with its major trading part-
ners. It also has registered large current account deficits (goods, services,
and investment income) since 2008.

Oil and gas price fluctuations have caused wide swings in Alberta’s GDP,
inflation, and revenue base, resulting in fiscal deficits and cuts to its social
programs and public infrastructure during bust periods. The current pet-
ro boom has raised Alberta’s inflation rate well above the Canada average.
Economic growth and unemployment, on average, have been significantly
lower than the Canadian average, although with wider fluctuations. Its mer-
chandise trade surplus ballooned throughout the boom, falling back only
briefly during the recession.

Both countries are trying to cope with the influx of foreign workers. Nor-
way is trying to incorporate these workers into Norwegian society but its
unions are having difficulty organizing these workers. There are measures
in place to limit downward pressure on wage levels from low-wage compe-
tition. The influx is creating an underclass of workers and more low-status
jobs, and giving rise to anti-immigrant sentiment in some segments of the
population.

There has been a huge influx in temporary foreign workers into Canada,
especially Alberta, surpassing the number of permanent resident workers
entering through traditional immigration. Canada, as a multi-ethnic coun-
try, has not seen the same degree of anti-immigrant reaction as has the more
ethnically homogeneous Norwegian society.

There is evidence, however, that the federal Temporary Foreign Worker
(TFW) program is part of an effort by the federal and Alberta governments
to suppress wages. The TFw program facilitates employers’ use of vulner-
able and compliant foreign workers, and, along with changes to the employ-
ment insurance program, is forcing Canadian workers into competition with
them to keep wages low. This is a factor driving inequality and poverty in
both Alberta and in Canada as a whole.

Canadian Centre for Policy Alternatives



Both Norway and Canada are among the world’s largest petroleum pro-
ducers and exporters, and thus major contributors to greenhouse gas emis-
sions on the planet. However, there are huge differences in how the two
countries are dealing with this dilemma. Norway is a leader in carbon emis-
sions reduction, both at home and internationally. Under the Copenhagen
Accord, Norway’s carbon reduction targets are the most ambitious in the
industrial world. It has plans to become carbon neutral by 2050, possibly
earlier, and is contributing to international efforts to encourage the transi-
tion to a low carbon world.

The Canadian government and its counterpart in Alberta are climate skep-
tics. Their plans to reduce carbon emissions are embarrassingly inadequate
and rely heavily on unproven —and as yet not economically viable —car-
bon capture and storage technology. Despite tepid rhetorical support, their
actions reveal that they do not view carbon emissions reduction as a high
priority when compared to bitumen development. Canada has broken its
Kyoto commitments and will not likely meet its much weaker Copenhagen
commitments. It refuses to put a price on carbon and its regulations on the
industry are weak, postponed into the future, and easy to avoid. It has gut-
ted the federal environmental review process to facilitate rapid resource
and pipeline development.

Canada is a complex nation: vast, decentralized and with powers div-
ided between federal and provincial governments. The scope for applying
the lessons from Norway is constrained by the institutional, structural, and
cultural differences between the two countries. Nevertheless, Canada’s ex-
perience in managing its petro wealth, compared to Norway’s, is clearly the
path not taken, and lessons can be drawn from the Norwegian experience.

For years, foreign and domestic petroleum interests have appropriat-
ed a disproportionate share of the petro-wealth in Alberta and blocked ef-
fective carbon reduction measures. It is time for Canadian governments to
heed the Norwegian experience and gain control of its petroleum industry.

It is time for governments at both levels to recognize that inequality and
climate change issues can only be solved through collective action, which
is to say, through bold public policy initiatives. Failure to act will only ex-
acerbate tensions within the federation and ultimately could create a na-
tional unity crisis. It will also hasten Canada’s arrival at the climate cliff.

The paper ends with a set of preliminary measures that could help put
Canada on the right path.

The Petro-Path Not Taken

11



12

Introduction

PETROLEUM IS A resource unlike any other. It is the world’s most strategic-
ally important and valuable resource. The world is dependent on fossil fuels
for 80% of its energy.! Petroleum is also threatening life on the planet.

Countries that have petroleum in abundance would, one would think,
be fortunate indeed. However, for many countries so endowed, historic-
al experience shows that oil has been at best a mixed blessing. As a young
graduate student doing research on the impact of oil wealth in Venezuela, I
encountered Juan Pablo Perez Alfonso, who as Venezuela’s petroleum min-
ister was the driving force behind the creation of 0PEC (the Organization of
0il Exporting Countries). Although I was initially very surprised when he
described oil as “the devil’s excrement,” I eventually came to understand
the wisdom of his words.

A large body of research has found that the vast majority of the 30 petro
states — those which are highly dependent on petroleum for 50% or more
of export revenues, 25% or more of GDP, and 25% or more of government
revenues — have experienced worse economic, distributional, and politic-
al outcomes than non-resource rich countries.? But this is not a predeter-
mined outcome, as will be seen from Norway’s example.

How effectively has Canada and its major petro-province Alberta man-
aged its oil and gas wealth? How does it compare to Norway in avoiding
what has been a curse for many oil-rich countries.

Canada, especially since World War II, has built a large and diversified
economy on its vast resource base. As a mature democracy, with well-de-
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veloped economic and political institutions, Canada is well positioned in
this regard. However, Canada, unlike Norway, is a federal state in which pri-
mary ownership of resources resides with the provinces.

Conceding that major differences between the two countries often make
comparisons difficult, this paper will examine the Canada-Alberta experi-
ence using Norway as the benchmark.

Norway, with a population of five million, is a major petroleum produ-
cer and exporter. It is currently the 14th largest oil producer in the world
(2.2 million barrels per day) and the sixth largest oil exporter (2.0 million
barrels per day).3 Domestic consumption is a miniscule 0.22 million barrels
per day. Norway is currently the world’s sixth-largest gas producer (106 bil-
lion cubic metres per year) and the second-largest gas exporter (100 billion
cubic metres per year).

Petroleum figures prominently in the Norwegian economy, accounting for
almost half of its exports, 25% of government revenues, and 21% of its GDP.

Canada is also a major producer and exporter of oil and gas. It is the
world’s sixth largest oil producer (3.4 million barrels per day) and the world’s
ninth largest oil exporter (1.9 million barrels per day). However, Canada is
also a major importer of oil (1.1 million barrels per day), making its net ex-
port position much smaller.

Canada is the fourth-largest gas producer (152 billion cubic metres per
year) and the world’s fourth largest exporter (92 billion cubic metres per year).

0il and gas accounts for about 3.5% of Canada’s GDP and 18.5% of its
merchandise exports, double its share in 2002. It accounts for almost 30%
of Alberta’s GDP and 70% of its exports. Canada, uniquely, is also a major
importer of oil, with Quebec and the Atlantic provinces dependent on for-
eign oil for more than 80% of their needs.

Norway’s economy is one-quarter the size of Canada’s, and roughly two-
thirds larger than Alberta’s economy.

Both Norway and Canada are part of economic blocs to which most of
their oil and gas exports go. Over 90% of Norway’s exports go to EU coun-
tries, and virtually all of Canada’s petroleum exports go to the U.S.

Norway is not a full member of the EU, but has associate status as a mem-
ber of the European Economic Association. Norway’s entry into the EU was
defeated in two national referendums —in 1972 and 1994. A major reason
for Norway staying out of the EU was that its national regime for managing
its offshore resources — notably petroleum and fish, is inconsistent with EU
rules on competition.

The Petro-Path Not Taken
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Canada, as a member of NAFTA, has accepted crucial limitations on its
ability to manage its petroleum resources in a deregulated continental mar-
ket. Under NAFTA, it also gave up policy tools to encourage upstream and
downstream development of petroleum-related activities.

Norway is a rare exception, having largely escaped the resource curse
that has afflicted so many petro-states. Norway stands on top of the latest
United Nations Human Development index, which brings together econom-
ic indicators, level of education, and life expectancy. Canada, once ranked
number one, now ranks number 6.4 When adjusted for inequality, how-
ever, Norway remains number one, but Canada slips further to 12% position.

The UK Economist’s Intelligence Unit ranked Norway number one in 2011
on its democracy index, based on a number of criteria: election freedom and
fairness, security of voters, influence of foreign powers on government, ca-
pability of civil servants to implement policies. Canada was ranked number 8.

Norway ranked 3™ on Yale University’s Environmental Performance In-
dex, which ranks countries based on a range of policy areas, from water and
air pollution, to biodiversity and climate change. Canada was ranked 37%.

Due to a unique combination of factors, Norway has managed its oil
wealth extraordinarily well. The voluminous research on petro-states con-
firms the overriding importance of government policy and institutions in de-
termining a country’s success (or failure) in managing its oil wealth. Good
policies and good institutions, as we shall see, are the hallmark of the Nor-
wegian experience.

Alberta resembles Norway in several ways. With a population of 3.7 mil-
lion, it is by far Canada’s largest petroleum province. It accounts for over
70% of Canada’s oil and gas production, a share that will grow close to 80%
by 2020 as bitumen production ramps up.> Alberta’s prominence as a pet-
roleum producer — with its vast bitumen reserves (the third largest in the
world after Venezuela and Saudi Arabia) and rapidly expanding produc-
tion — will only grow in the future.

Alberta currently produces 2.2 million barrels of oil per day. Oil sands
production, most of which is exported to the U.S., accounts for more than
three-quarters of the total. Production has doubled over the last eight years
to 1.6 million barrels per day (bpd) in 2011. It is projected to double again to
3.2 million bpd by 2020, and to reach 5 million bpd by 2030.¢

While Canada falls well below the standard petro-state threshold, oil
and gas accounts for 29% of Alberta’s GDP, 70% of its exports, and 28% of
government own-source revenues. Thus, Alberta most definitely qualifies
as a petro state.”
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But of course Alberta is not a sovereign state, but rather a province with-
in the Canadian federation. The impact of petroleum does not end at the Al-
berta border, but affects the whole of Canada and beyond. Thus, how pet-
roleum wealth is managed is a major national issue with potentially huge
political, economic, social, and environmental consequences.

The Canadian constitution (with some exceptions) assigns ownership of
petroleum and other natural resources to the provinces, giving them sub-
stantial control over the nature and pace of oil development. However, the
federal government has economic and environmental regulatory powers
that affect the nature and pace of oil development. It is also responsible for
climate policy due to the extra-provincial —indeed global —impact of car-
bon emissions, and as such has responsibility for signing and enforcing cli-
mate treaties.

Furthermore, the federal government has responsibility under the Con-
stitution to ensure that disparities in fiscal capacity among the provinces
are minimized. In fulfilling its redistributive role, it is empowered to tax oil
companies under the general corporate tax regime or impose specific oil
company taxes.

There is nothing inherently good or bad in having access to petroleum,
or any other resource. It is what nations do with it that matters. The chal-
lenge for petro-states is to overcome, mitigate, or convert their wealth’s pot-
entially distorting social, political, economic, and environmental effects.
Their success in this regard will determine whether and to what extent oil

is more a blessing than a curse.
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A Short History of
Petroleum Development

Norway

Key to Norway’s success in managing oil wealth were a number of pre-existing
conditions: a stable and deeply-rooted democracy with well-developed pol-
itical institutions, a technically competent and honest bureaucracy, a deep-
ly egalitarian culture, and a highly engaged citizenry. Prior to the discovery
of oil, Norway had an advanced and diversified economy based mainly on
agriculture, forestry, fishing, shipping, and manufacturing. Unemployment
was low. One of the most equitable societies in the world, it had a generous
welfare system supported by a large and diversified tax base.

Norwegians have traditionally had high levels of trust in government,
combined with an underlying distrust of foreign corporations. Norway has
had a long political tradition of dealing with large foreign companies and a
legal framework in place dating back to its experience in earlier times with
hydropower.

Ownership of Norway’s petroleum resources resides with the Norwegian
state to manage on behalf of its citizens.

Following the discovery of the giant Ekofisk field in 1969, there was ex-
tensive public debate to determine how best to manage its newfound oil
wealth. Underlying the debate was a concern with avoiding the negative ef-
fects of oil development. Norway had a highly effective system of consensus
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The Ten Oil Commandments
1. There should be national governance and control of all petroleum operations.
2. Norway should become self-sufficient in oil.
3. New industrial sectors should be developed based on petroleum.
4. Petroleum development must take existing industries and environmental protection into consideration.
5. Usable gas should not be burnt off.
6. Petroleum from the offshore should as a general rule be landed in Norway.

7. The state should be involved at all levels in the coordination of Norwegian interests, including an integrat-
ed oil industry.

8. A state oil company should be established.
9. Production activities in the North should take account of its special conditions.

10. Close attention should be paid to the foreign policy implications of oil discoveries.

building in which labour, business, farmers, fishers, and environmentalists
engaged with the government and each other on oil development priorities.

Coming out of this debate, the parliamentary industry committee pro-
duced a seminal report in 1971, broadly supported by the public, which laid
down the guiding principles for managing its petroleum resources. Adopt-
ed unanimously by the Norwegian parliament, they became known as the
Ten Oil Commandments, whose overriding purpose was to ensure that oil
would be developed for the benefit of the entire Norwegian society.

A 1974 Ministry of Finance white paper concluded that control over the
pace of oil development was essential to ensure that impacts didn’t outstrip
Norway’s adjustment capacity. And getting control required the develop-
ment of Norwegian technological expertise to ensure that elected polit-
icians had an independent information source on which to base manage-
ment of the industry.

The white paper specified that the state would seek to secure the great-
est possible share of the oil rent for the state, which would then be distrib-
uted in an egalitarian way across Norwegian society and for future genera-
tions. It also stated that control of the oil industry was as important as, and
inseparable from, maximizing its share of the oil rent. The newly created
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state oil company, Statoil, would become not only an operator, but also in-
volved in all stages of oil production, from upstream exploration, to refin-
ing, to petrochemicals, and to retail.

A key component of Norway’s success in managing its petroleum has
been the clear separation of powers between parliament (legislative), the
Ministry of Petroleum and its Petroleum Directorate (regulatory), and Sta-
toil (operational). The Ministry of Petroleum has overall responsibility for
managing petroleum resources in accordance with the mandate established
by the Parliament.®

A highly skilled and honest state bureaucracy was able to bargain ef-
fectively with the oil industry.® In the early days, the goal was to get the
multinational oil companies to commit themselves to as much exploration
as possible. Conditions were made very favourable for the oil multination-
als. The legal framework was sufficiently flexible that it could be adapted
to changing conditions. After the Ekofisk discovery, the government tough-
ened its bargaining position.

Officials understood that the only way Statoil could stand up to the
power of the multinational oil companies was by building an independent
technological capacity. They knew that it would not be possible to secure a
high share of the economic rent if it did not have a technologically skilled
Statoil in reserve, which could take over if the multinationals were to leave.

Statoil was given privileged access to the oil fields in a way that con-
centrated initial investment and risk with the multinational oil companies
while giving a large share of the benefit to Statoil. It was partnered with the
oil companies in almost all licence groups, which provided the opportun-
ity to accelerate its technical competence.

Statoil played a key role in developing the Norwegian industry. Its in-
vestments in technology accelerated the development of the Norwegian sup-
ply industry. It prioritised technology and innovation over short-term profit
maximization, which contributed significantly to the development of a high
value-added domestic industry in oil services.

When the Ministry of Finance moved to increase taxes in the wake of
the oPEC oil price hike, the companies protested. “The [companies] were
furious when they heard about the new taxation law. And then they start-
ed a media campaign saying that they would leave Norway and that it was
impossible to work in a socialist country like this that does not understand
the rules of international capitalism.”*° Despite company threats, the Min-
istry held firm, judging that, as long as they were securing profits at least
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as high as other industries, they would not leave. And in case they did, Sta-
toil would be available to take over.

The rapid growth of Statoil in the 1970s and 1980s raised concerns that
it was becoming a “state within a state.” Parliament established an in-
dependent Petroleum Directorate, reporting to the Ministry of Petroleum, as
a counterweight to Statoil: to administer the resource, regulate the work en-
vironment and safety issues; support the development of a national supply
industry; and provide independent technological expertise.™

The most important limitation on Statoil’s dominance was the creation
in 1985 of a government entity called the State’s Direct Financial Interest
(spF1), which divided the government stake in petroleum production into
two parts. More than half of Statoil’s interests in oil and gas fields, pipelines,
and other facilities were transferred to SDF1. Revenues from SDFI shares
were channeled to the state (since 1990 to its sovereign wealth fund), there-
by limiting Statoil’s cash flow.

SDFI pays a share of all costs in projects where it is involved, and re-
ceives a corresponding share of the revenues. The sDFI portfolio is com-
posed of production licenses for exploration, fields under development
and in production. It is a major owner of pipelines and onshore facilities.
In 2001, Petoro, a state agency funded directly from the state budget, was
created to manage SDFI assets, a role which had previously been done by
a group within Statoil. At the beginning of 2011, SDFI had an ownership in-
terest in 147 production licenses as well as 14 joint ventures for pipelines
and onshore facilities.

Over time, the government granted Statoil increased autonomy, with
the ability to operate as a commercial entity, and expand internationally.
In 2001, Statoil became a publicly traded company, with the state retaining
a 67% ownership share.

In 2009, the government merged the oil interests of another state-owned
company, Norse Hydro, into Statoil. The Norwegian state, through Statoil,
currently owns 80% of petroleum production in Norway.2 The multination-
al corporations have been operating profitably in Norway from the begin-
ning. They are just not in control.

Statoil is active internationally, with interests in 41 countries. Still, inter-
national production accounts for only 7% of net operating income.” In North
America, Statoil has a significant stake in the Marcellus shale gas project
in Pennsylvania, as well as investments in the Alberta oil sands'# and the
Newfoundland and Labrador offshore. Its oil sands investments have raised
considerable criticism in the Norwegian Parliament and within Norwegian
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society. However, following its policy not to directly interfere in Statoil’s
commercial choices, the Ministry of Petroleum, with backing from the gov-
ernment, voted down a shareholder resolution that would have instructed
Statoil not to invest in Alberta’s oil sands. In protest, the Norwegian church
sold its shares in Statoil. The Sami indigenous peoples parliament and sev-
eral political parties have called for Statoil to pull out of the oilsands.

Industrial Policy

Active industrial policy was decisive in achieving the goals of creating a
Norwegian supply industry. A 1972 Norwegian content decree required that,
where they were economically competitive, Norwegian goods and services
were to be preferred. Companies would use Norwegian workers where pos-
sible. Clear signals were sent to multinationals that, if they did not raise
their share of Norwegian contractors, they would be punished in future
rounds of oil concessions.

The government also supported enhanced education and training and
the creation of research institutions to support the Norwegian companies.
The Norwegian educational system quickly adapted to meeting the needs
of the new industry.

The Norwegian regulatory regime also favoured Norwegian companies.
Foreign firms had to accept the tripartite relationship between the unions,
employers, and the state. Contracts had to be written in Norwegian, which
also had to be the working language on the platforms. Health and safety
regulations mandated joint decision-making between the workers and the
companies, giving workers an active role in shaping the technology.

Statoil secured agreements giving engineering tasks to start up Norwe-
gian engineering firms in joint-ventures with American companies.

The Norwegian shipping industry was uniquely placed to benefit from
the offshore oil industry. It had the shipyards, the skilled workers and en-
gineers. Its capital and technological base was easily convertible. Compan-
ies adapted their production to the construction of oilrigs — a peculiar type
of ship. Moreover, the Norwegian fjords were well located for producing the
concrete underwater structures.

Government control of oil production provided the leverage which also
enabled the development of downstream Norwegian controlled sectors,
such as refining and chemical products.

The Norwegian industry providing specialized goods and services to the
petroleum industry has become very active worldwide. From 1995 to 2009,
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its international sales increased fivefold, mainly in China, Southeast Asia,
and Australia. More than half its earnings are derived from international
markets.®®

When Norway joined the EU internal market via the European Econom-
ic Area (EEA) agreement in 1994, it was forced to repeal its content laws, but
by that time the industry was well established.

Canada and Alberta

The Canadian constitution assigns ownership of natural resources to the
provinces.” The federal government has ownership over the resources in
national parks, northern territories, and offshore waters. It holds land in
trust on behalf of First Nations, which have powers of review and approv-
al of projects on their lands.

The federal government has jurisdiction over inter-provincial and inter-
national trade, as well as international treaties. It has a regulatory respon-
sibility for protection of fish and fish habitat in inland waters, as well as
pipeline approvals and regulation. Federal regulatory involvement extends
to major projects under provincial jurisdiction that have significant exter-
nal impacts. However, federal governments have not since the mid-1980s
played an active role in determining energy policy.®® And as we shall see,
the Conservative government, with its 2012 budget, has deeply comprom-
ised federal regulatory responsibilities.

Alberta governments, with limited exceptions, have taken a selective
laissez-faire approach to the oil industry. They have rejected the idea of pub-
lic ownership, opting instead to let the private sector and especially foreign
petroleum companies drive development. Their strategy has been to create a
favourable investment climate, through large subsidies including low taxes
and royalties, a variety of tax breaks, and direct financial assistance. Min-
imal labour market and environmental regulation has also helped to spur
rapid oil exploitation.

The federal government’s National Qil Policy (1961) sought to support
the development of a Western Canadian oil industry through a variety of
tax and regulatory measures. Moreover, it formally decreed a dividing line
whereby consumers east of the Ottawa River would be supplied by import-
ed oil whereas those from Ontario west would be required to buy higher-
priced Alberta oil. The policy kept Eastern Canada dependent on import-
ed oil, while expanding exports of Western Canadian oil to Ontario and the
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United States. The quid pro quo was the continuation of refining capacity
and petrochemicals in Ontario. By ending Ontario’s ability to import, it in-
creased the price of Alberta’s oil.®

Foreign (mainly U.S.) multinationals dominated the Canadian oil indus-
try. In 1972, at the outset of a tumultuous petroleum decade, they accounted
for 79% of Canadian oil and gas revenues, 84% of the profits, and 75% of in-
dustry assets.?® In that year, Canadian oil production averaged 1.8 million
barrels per day, 50% of which was exported to the U.S. Natural gas produc-
tion was 180 million cubic metres per day, 40% of which went to the U.S.%

The Lougheed Conservative government took a more active approach to
the oil industry than its Social Credit predecessor. It created the mixed en-
terprise Alberta Energy Company, with equal ownership between govern-
ment and private investors. It took fiscal and regulatory measures to develop
a domestic petrochemical industry. Until 1976, the government reserved a
50% share of oil discoveries for the Alberta Energy Company.

In response to the 1974 quadrupling of oil prices by the OPEC cartel, the
federal government brought in national price controls and export restric-
tions to shelter domestic producers and consumers, and enhance domes-
tic energy security.

In 1975, it established the state-owned corporation Petro Canada. Its pur-
pose —motivated by the same concerns as the Norwegian government of the
time —was to give the federal government a “window on the oil industry”
that could provide it with an independent source of information and tech-
nical expertise with which to engage with the multinational oil companies.

In response to the second OPEC price shock, the federal government
brought in the National Energy Program (NEP) in October 1980. The NEP
represented a major expansion of federal involvement in the petroleum
sector. It had a number of objectives: to ensure Canadian energy security/
self-sufficiency; to increase Canadian ownership of the petroleum indus-
try to 50% by 1990 (from 25% in 1980) through the expansion of both Petro
Canada and privately-owned Canadian companies; and finally, to capture
a greater share of the petroleum windfall, at the expense of both the com-
panies’ and the province’s share. In the wake of the OPEC price hike, the in-
flux of oil revenue had swelled Alberta’s revenue-raising capacity to twice
the Canadian average.

This objective would be achieved through a system of taxes and incen-
tives. Petro Canada was mandated to take over foreign firms and to become
a vertically integrated company controlling a network of pipelines, refin-
eries, and retail outlets, and to develop a domestic petrochemical industry.
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By tying Canadian purchasing requirements to licenses on federally owned
lands, the NEP also sought to capture more of the oil supply activities — pro-
vided mainly from the U.S. —for Canadian companies.

The NEP was similar to the Norwegian approach as reflected in that
country’s “Ten Oil Commandments.” The difference was that in Norway
there was a broad consensus on how to manage its oil wealth. In Canada,
there was no such consensus. The federal government had a weak politic-
al base in Alberta, where opposition to federal intrusion was widespread.

The net effect of the NEP was to increase the federal government’s share
of petroleum revenue from 10% to 36%, and reduce the provincial and in-
dustry shares from 45% each to 36% and 28%, respectively.

The program created severe tensions in federal-provincial relations
and encountered fierce resistance from the foreign-controlled oil industry,
as well as from the U.S. government. At one point, the Alberta government
cut oil shipments to other provinces. The Alberta business élite, which had
never warmed to the idea of Petro Canada, was intensely hostile to the NEP.
Eventually, however, the two levels of government reached a revenue-shar-
ing agreement.

The 1981-82 global recession and worldwide oil surpluses caused prices
to tumble, greatly undermining the NEP’s strategy. Though virtually all oil-
producing nations were experiencing economic hardship, the NEP’s oppon-
ents in the oil patch and the Alberta government were quick to blame the
price collapse and the Alberta recession on the NEP. They proceeded to push
hard for its elimination and whip up anti-Ottawa sentiment.

At the time of the NEP’s termination in 1985, foreign control of the pet-
roleum industry, though still dominant, had fallen to 58% of revenues, 68%
of profits, and 38% of Canadian oil and gas industry assets.? While oil and
gas production remained at basically the same level compared to 1972, the
share of total oil production exported to the U.S. had fallen to 20%, and gas
exports to 28%.%

The Mulroney Conservative government moved quickly to deregulate oil
and gas prices. By 1985, it had eliminated taxes and other restrictions on ex-
ports, special taxes on the petroleum industry, preferential fiscal incentives
for Canadian companies, and restrictions on foreign ownership. In 1990, Pet-
ro Canada was instructed to have a strictly commercial mandate and eventu-
ally was fully privatized. The federal government sold off its last 19% share
of PetroCan in 2004. The company was taken over by Suncor four years later.

To ensure that no future government could ever implement another
NEP, and that the pattern of continental integration of the petroleum mar-
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ket would not be altered, the Mulroney government entrenched in the 1989
Canada-U.S. free trade agreement (replicated in the 1994 NAFTA) provisions
eliminating the ability of future governments to levy export taxes or price
controls. It inserted a “proportional sharing” requirement which obligated
Canada, should it decide to reduce production, to maintain the same ratio
of U.S. export volumes to domestic production. If Canada faced an external
supply disruption, it could not redirect production to domestic consumers,
as it did during the 1973 Arab oil embargo. For a country that, besides be-
ing a major oil exporter is also a major oil importer (mainly from insecure
or declining sources), this was a major surrender of sovereignty.

Currently, the NAFTA proportionality clause is being used by a U.S. com-
pany, Tesoro, to challenge Chevron’s request to the National Energy Board
for its refinery in Burnaby, B.C. to be declared a “priority destination” to en-
sure it has an adequate supply of oil via the Kinder Morgan pipeline. Tesoro
argues that, under NAFTA, Canada cannot give priority to a Canadian refin-
ery — that it must be equally available to American companies.

NAFTA also prohibited a number of policy tools such as the ability to fa-
vour Canadian-owned companies, and impose performance requirements on
U.S. and other foreign companies in areas such as technology transfer, em-
ployment, domestic content, etc. However, it left untouched governments’
ability to provide subsidies to the oil and gas industry.

At the provincial level, the Klein government dismantled the government
controls put in place by the Lougheed government, fired economic analysts
at the energy and environment departments, stopped royalty allocations
to the province’s Heritage Fund, and sold off the Alberta Energy company.

Continental petroleum integration proceeded rapidly in the years that
followed. Aided by the rapid development of the oil sands, Canada had by
2003 become the largest foreign supplier of oil and gas to the U.S. The con-
struction of pipelines to supply to the U.S. market replaced the idea of ex-
panding pipelines to Eastern Canada, still largely dependent on imports.
Supplying U.S. energy security needs took precedence over ensuring Can-
adian energy security.®

Currently, two-thirds of Canada’s rapidly expanding oil production and
60% of its gas production is exported, virtually all to the United States. Oil
sands output reached 1.6 million barrels per day in 2011 — more than half
of Canadian oil production. It is projected to grow to 3.2 million barrels per
day by 2020 and reach 5 million barrels per day by 2030.2¢

At the same time, Canadians depend on imported oil for more than half
of their consumption. Ontario imports more than one-third of its oil.”” East-
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TABLE 1 Qil And Gas Extraction and Support Activities, Foreign Control %

Assets Operating Revenue (Sales) Operating Profits
2010 35% 51% 47%
2001 49 51 48
1999 39 54 73
1988 55 58 51
1985 38 58 68
1980 54 73 61
1975 69 77 80
1972 75 79 84
1969 71 74 75

Source Statistics Canada, CALURA reports: Major Financial Characteristics of Corporations in the Petroleum and Natural Gas Industries, 1969-70, 1971-72, 1974-75; Major fi-
nancial Characteristics of Non-Financial Corporations, by country of control and 33 industries, 1980-84, 1985-86, 1987-88;,Corporations Returns Act 2010, Oil and Gas Extrac-

tion and Support Activities

ern Canada—i.e., Quebec and the Maritime provinces —import over 80%
of their crude 0il.®® The rest comes from the Newfoundland and Labrador
offshore.® Imports come mainly from the Middle East, U.K., and Norway.
Middle East countries are considered either politically moderate risk or high
risk in terms of supply disruption. While the U.K. and Norway are politically
low risk, their oil production has peaked and is on the decline, calling into
question their ability to continue to supply Eastern Canada in the long term.

Control of the Canadian petroleum industry remains firmly in private
hands. Foreign state-owned company investments, which are concentrat-
ed in the oil sands, account for 10% of oil sands assets. Chinese company
investments are projected to grow rapidly over the next decade.

According to the latest figures from Statistics Canada, foreign firms held
51% of the operating revenues, 47% of the profits, and 35% of the assets of
the Canadian oil and gas industry. However, these figures understate the ex-
tent of foreign control. A May 2012 report from Forest Ethics on foreign con-
trol and ownership in the oil sands, using data from Bloomberg Professional,
found that, although foreign headquartered companies were foreign-owned,
Canadian headquartered companies were also majority foreign-owned; and
71% of all oil sands production was owned by non-Canadian shareholders.>®

Over the last decade, $61.5 billion in investment in the form of takeovers
flowed into the oil sands — one-half by foreign companies.3! Two-thirds of oil
sands foreign investment since 2003 was by American and Chinese compan-
ies — each taking a one-third share. The French company Total accounted
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for 18% and Norway’s Statoil, which acquired North American Oil Sands
Corporation for $1.9 billion in 2007, accounted for another 6%. Foreign in-
vestment inflows to the oil sands peaked in 2010 at $11 billion fallimg to $2
billion in 2011.3

The U.S. share of oil and gas foreign direct investment in Canada fell
from 76% in 2005 to 51% in 2011. Asian countries now account for 27.5% of
the FDI stock, and Europe’s share has grown to 13.5%.3

The Bush administration made the development of the oil sands a cen-
tral pillar of its plan for reducing oil imports from the Middle East and South
America. Politicians and business leaders on both sides of the border have
talked exclusively of continental (not Canadian) energy security. Presiden-
tial hopeful Mitt Romney also campaigned on a strategy of “North Amer-
ican” energy independence, which relied heavily on bitumen from Canada.

U.S. governments have been apprehensive about Chinese encroachment
in the oil sands. In an interview with author William Marsden, former pre-
mier Peter Lougheed recounted a meeting with a U.S. Cabinet Secretary who
told him that under NAFTA Canada could not send its oil to China. When
Lougheed told him he was wrong, the Secretary became visibly upset and
reported back to Washington that China and others could become major
competitors for Alberta bitumen.3

After a long delay, the Harper government, amidst widespread public
opposition, approved the $15.4 billion takeover bid of the Canadian-owned
Nexen corporation by the Chinese state-owned enterprise (SOE) CNOOC.
This purchase is a key part of its plan to ship raw bitumen to China. Up to
now, Chinese companies had taken only minority interests in oil sands ven-
tures. The Alberta government supported the deal as did its shareholders
and most of the industry. Their embrace of this and other SOE takeovers is
ironic given their longstanding hostility to the notion of a Canadian state-
owned enterprise

Anticipating that this may be the first of several bids for control of Can-
adian bitumen companies by Chinese state-owned enterprises, Prime Minis-
ter Harper stated that his government was pretty much shutting the door to
future SOE takeovers, leaving it open a crack for approval only in (undefined)
“exceptional circumstances;” to be determined on a case-by-case basis. At
the press conference announcing the government’s decision, Harper said
that the trend of increasing SOE control of the oilsands had gone far enough,
and that further state control would not be of net benefit to Canada. This de-
cision will no doubt be of some comfort to the U.S. government alarmed by
growing Chinese intrusion into what it sees as America’s energy preserve.
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TABLE 2 Comparing Norway and Canada-Alberta:

Norway

Strong societal consensus from the outset embodied in its “ten oil
commandments.”

National public ownership and control of all aspects of oil
production and distribution.
Maintained key policy tools to manage its resources.

Active industrial policies to encourage linkages to upstream and
downstream petroleum related activities.

State-owned oil company, Statoil, dominant player in the

Management of Petroleum

Canada-Alberta

No consensus and much conflict between the federal and
Alberta governments about how to manage petroleum
resources.

“Open door” to multinational oil companies. Let the private
sector take the lead, with government providing subsidies
and tax breaks to encourage resource exploitation. Foreign
ownership very high. Federal and provincial ownership and
control initiatives only in the Lougheed and Trudeau era—
1974 to 1984.

Surrendered key policy tools under the Canada U.S. free trade
agreement and NAFTA.

Active industrial policy measures, both federally and
provincially, until the mid-1980s; since then they have been
passive (subsidies, tax breaks, R&D assistance, etc.).

Provincial and federal initiatives to develop state ownership

development of the oil industry.

National oil self-sufficiency was quickly achieved.

did not last. Eventually private interests and their political

allies defeated these initiatives. Petro Canada was fully

privatised.

Eastern provinces forced to import oil even as exports to the

U.S. expanded rapidly. Today they import more than 80% of

their oil consumption.

Meanwhile, foreign private corporations are free as always, with min-
imal government interference, to buy up Canadian controlled companies in
this sector and throughout Canadian economy. In fact, accompanying the
Nexen announcement the government raised the threshold for reviewing
private corporate takeover bids from $330 million to $1 billion.

Nothing in the government’s recent changes to the foreign investment re-
view process would have prevented the massive foreign sell-off several years
ago of the commanding heights of the Canadian mining and metal fabrica-
tion industry, or prevented Canadian high-tech champion Nortel from be-
ing carved up and sold off in pieces.*

In conclusion, it bears repeating that Canadian governments, since the
mid-1980s, have withdrawn from active policy involvement in the petroleum
industry, and to this day have refused to articulate a national energy policy.
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Managing the Petro
Boom in Norway

BY STANDARD MACRO-ECONOMIC measures, Norway is managing very
well through the petro-boom, which began in 2002 and (with a brief break
in 2009) continues to this day.

GDP growth has averaged 1.4% — fluctuating between 3.9% and minus
1.4% — during 2002-11. Inflation has been low and relatively steady at an
average annual 1.9%, fluctuating between 2.4% and 0.5%. The kroner-euro
exchange rate (the EU being its main trading partner) has remained stable,
with minimal fluctuations during this period.

Norway’s unemployment rate until 2008 averaged 3.5%, and actually
fell to 3.3% in the three years following the global economic crisis. Its trade
surplus grew from Us$28 billion to us$82 billion in 2008, then fell back to
Us$46 billion in 2009. Throughout this period, Norway has maintained a
huge current account surplus, ranging from 12% to 18% of GDP.

Thanks to its sovereign wealth fund — currently over us$664 billion*
and rising — the Norwegian government has no net debt, but rather a mas-
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sive net surplus (assets minus liabilities), which has grown from 81% of GDP
in 2002 to 157% of GDP in 2011.3

Norway historically has dealt with oil revenue fluctuations through in-
comes policies. During the economic instability of the 1980s and 1990s, the
Solidarity Alternative of wage restraint sought to maintain high employ-
ment levels, increase profitability in sectors exposed to foreign competi-
tion, and improve the current account balance, while a fixed exchange rate
band sought to keep inflation in line with major European trading partners.

In the wake of Norway’s experience of instability, the idea of creating a
financial buffer separating revenues and expenditures led to the establish-
ment of the Petroleum Fund in 1990. It was modelled after the Lougheed gov-
ernment’s 1976 Alberta Heritage Savings Fund. In 2006, the Petroleum Fund
was integrated with the government’s pension scheme and renamed The Gov-
ernment Pension Fund-Global. The Fund is managed on behalf of the Norwe-
gian people for the benefit of current and future generations. Given the coun-
try’s aging population, the Fund serves to pre-fund public pension spending.

The government does not have direct access to petroleum revenues. They
are all transferred directly to the Fund, which then must be invested abroad.
The fiscal rule established for the Fund, adopted in 2001, is that the govern-
ment has access only to the expected long-run real returns on the capital in
the Fund over the business cycle, which is estimated at 4%.

The government’s non-oil deficit — which, not coincidentally, cannot ex-
ceed 4% of the capital in the Fund over the business cycle — is covered by an
annual transfer from the Fund. However, a larger transfer in any given year
may occur in response to events such as the 2008—09 global economic crisis.

The fiscal rule ensures that petroleum wealth is not consumed, but con-
verted to financial wealth, which can be used to help finance a generous
welfare state into the future.

The Fund acts as a buffer between fluctuating oil revenues and public ex-
penditures. It also serves as a stabilizing mechanism for the exchange rate,
since capital outflows increase when petroleum revenues increase. It also
mitigates Dutch disease impacts from the booming oil sector, producing a
more stable industrial structure. It has not been totally successful however,
since the non-oil traded goods sector has been shrinking.3®

Norway’s central bank also adopted an explicit inflation target of 2.5%
in 2001. However, its goal remains to support fiscal policy and stabilize pro-
duction and employment. Its mandate also stipulates that it should aim for
stable exchange rates so as to maintain inflation in line with the rate of its

main trading partners.
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An elaborate system of checks and balances created for the petroleum
fund’s operation ensures a high degree of transparency and accountabil-
ity. The Ministry of Finance is responsible for the ownership of the Fund.
It establishes the investment strategy. It defines the asset allocation and risk
limits. It ensures risk diversification and adequate financial returns over the
long term. It also monitors and evaluates the management of the Fund and
defines responsible investment practices.“°

The Fund’s investments are divided into three asset classes. Global equi-
ties (over 8,000 publicly traded companies in 50 countries) comprise 60% of
its investments. It is almost exclusively a minority shareholder or portfolio
investor. Global fixed income investments comprise 35%, and global real es-
tate investments make up the remaining 5% of the Fund’s investments. The
geographic distribution of the Fund’s investments is: 40% EU, 35% U.S., 2%
Canada, and the remaining 23% mostly in Asia.*

The Norwegian Parliament, which is the ultimate owner of the Fund,
makes the broad policy decisions. The Ministry of Finance reports annual-
ly on the Fund activities to the Parliament.

The operational responsibility of the Fund is delegated to the central
bank, the Norges Bank. A unit within the Bank — separate from monetary
policy deliberations and other activities of the Bank —is devoted to the Fund’s
management. The Bank reports regularly to the Ministry of Finance. A com-
plete list of Fund investments is published once a year. The Auditor-Gener-
al, in turn, monitors the activities of the Ministry of Finance.

Asset management is also governed by a set of ethical guidelines that
reflect the values of the Norwegian people. They are established by the Min-
istry of Finance, on advice provided by the Council on Ethics, and based on
internationally accepted principles developed by the United Nations and
the oEcD. The Council on Ethics makes recommendations to the Ministry
on the exclusion of specific companies, though the Ministry makes the ac-
tual decisions.* Currently 53 companies are on its excluded list including
Canadian companies Potash Corporation, Barrick Gold and (the formerly
Canadian) Rio-Tinto Alcan.*

Appropriation and Distribution of Petro Wealth

Norway is among the most highly-taxed countries in the OECD. Total tax
revenue is 42.8% of GDP. It has a stable diversified non-oil-related tax base,
with a progressive income tax and very high consumption taxes. Adding the
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returns from its petroleum fund brings total government revenue to 57% of
GDP. This is the foundation for a generous and comprehensive social wel-
fare system.

From the beginning, the government protected non-oil fiscal capacity
by not lowering taxes, thereby preventing oil revenues from replacing the
pre-existing revenue base. Petroleum revenues, which in other petro-states
contributed to a widening of income disparities, in Norway contributed to
maintaining already low inequality levels.

Norway does not have a royalty system, but captures petroleum rent
through taxes and direct ownership. Norway has maintained a stable tax re-
gime for petroleum producers. Companies are subjected to an ordinary tax
of 28%* plus a special tax of 50%. Deductions are allowed for costs associ-
ated with exploration research and development operations and a six-year
depreciation allowance. A carbon tax was introduced in 1991.

In 2010, the government took in $41.2 billion in oil revenues though the
following sources: 21.3% from the ordinary corporate tax; 35.1% from the
special tax; 1% from the carbon tax; 37.7% net cash flow from SDFI; and
4.6% from the Statoil dividend.” Through these channels, the Norwegian
state appropriates 82—86% of the net revenues from petroleum production.4®

Social and Labour Relations Policies

Individualism, accompanied by an aversion to “big government” and “nanny
state” social policies, is widely prevalent in the United States and to a sig-
nificant extent also in Alberta. But in Norway and other Nordic countries,
social solidarity manifested in a generous social contract is consistent with
the goal of maximizing individual autonomy and social mobility. “Equality
in the Nordic context is inseparable from individualism and autonomy.”*?
Norwegian public spending is the highest in the 0ECD.*® Due to its gen-
erous social welfare system and equitable regulation of the labour market,
Norway has one of the lowest levels of inequality in the world. By the most
comprehensive measure of inequality, the GINT index, Norway was the second
most equal country in the 0ECD, behind Slovenia and tied with Denmark.
Its tax and transfer system reduces already very low wage inequality by one-
third.® Inequality in market income or earnings is fifth lowest in the OECD.5°
Although income inequality is low, it has been growing. Since the mid-
1980s, the average annual increase in real household incomes of the top
10% has been twice as large (2.7%) as the poorest 10% of households (1.4%).
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The main driver of income inequality in Norway is the rapidly growing in-
come from capital as a share of total household income. It has grown at a
faster rate than in all other OECD countries, though it is kept in check by a
progressive tax system.5!

The Norwegian system of labour relations is an essential element of Nor-
way’s success in managing its oil wealth.>? The potential inflationary impact
of expanding oil revenues has been contained through centralized wage de-
termination and coordination, in which the internationally exposed non-
oil manufacturing sector sets the pace of wage settlements. It helps to limit
disproportionate wage growth in the petroleum-related and public sectors,
helps to moderate overall real wage growth, keep inflation down, and main-
tain international competitiveness and domestic investment.

The labour relations system is also essential for managing the inequal-
ity pressure common in petro-states. Vital to maintaining Norway’s egali-
tarian values, it also helps to maintain sufficient aggregate demand growth
to ensure a high level of employment.

Norway’s labour relations system is premised on:

e strong unions and a high degree of unionization and collective agree-

ment coverage;

¢ a strong central labour body (LO) and a strong central employers’
organization (NHO) with the capacity to engage in coordinated gov-

ernance;

e centralized collective bargaining and wage setting anchored in lo-
cal agreements that provide flexibility and a bottom-up dimension
to the process;

e a deeply rooted egalitarian culture, and an ethos of cooperation and
consensus building among the major partners;

e an extensive worker representation on company boards;

e a strong social welfare state providing universal income security and
public services, including universal health care and education; and

e a supportive government that regulates the collective bargaining
process, and is an active player in shaping labour market outcomes
and tripartite cooperation.

Union density in Norway is 55%, and 70% of the work force is covered by
a collective agreement. Density is 40% in the private sector (51% in manu-
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Norway’s Labour Relations System

A Contract Committee chaired by the Prime Minister plays a central role in incomes policies, setting income
objectives, providing economic forecasts, etc., prior to the commencement of bargaining.

The peak labour and employer organizations (LO and NHO) negotiate a framework for all collective bargaining
negotiations, called the basic agreement. It defines the rules of the game and is subject to revision every four
years. It is designed to create a framework of co-operation between parties at all levels; to regulate conflict
and achieve consensus through dialogue and negotiation. It is included in all collective agreements ratified by
LO unions and the NHO employers’ federation.

The basic agreement regulates the rights and responsibilities of labour-management representatives: issues
of co-determination, consultation, and negotiation. It establishes works councils, which are required for com-
panies with more than 100 employees. Works councils are bipartite bodies with an equal number of employ-
ee and employer representatives. They deal with matters involving working conditions, changes in production
methods, investment and expansion plans, restructuring, etc. These issues are submitted to the councils for
discussion and recommendation before any company decisions are made.

Wages and working conditions are covered by collective agreements between national unions and national em-
ployers’ associations. The LO-NHO wage settlements set the pattern for other sectors. These settlements are
of a two-year duration.

Private sector employers are bound by law to apply the terms of the collective agreement to their non-union-
ized employees as well. In the public sector the terms of collective agreements cover all employees.

The Norwegian model combines centralized and decentralized structures and processes of collective bargaining.
Co-ordination and peak organization compromises are complemented by a tradition of negotiated adjustment
and compromise at the local level.

facturing) and 80-85% in the public sector. In the private sector, 55-58%
of all employees are covered by a collective agreement. In the public sec-
tor, coverage is 100%.

In the private sector there is a low-pay guarantee system of automatic
wage adjustments to ensure that the average wage in a given company or
sector doesn’t fall below 85% of the average private sector wage.

Public social security systems create an additional wage floor that com-
panies must exceed if they want to attract and retain workers. These mech-
anisms have greatly limited the development of a low-wage sector.
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The state and public mediation institutions have played an active role
in settling disputes and occasionally intervening directly to resolve stale-
mates and place statutory limits on wage growth.

From the employers’ perspective, the economic certainty achieved in
aggregate wage determination through coordinated bargaining supercedes
any inclination they might have toward a more deregulated labour market.

The Norwegian social and labour market system serves as a social and
economic buffer. Negotiated wage settlements also create a wage floor for-
cing inefficient companies out of business and encouraging the movement
of labour to more productive sectors. The Nordic labour market model is
conducive to facilitating restructuring and adjustment, and encouraging
productivity increases. Contrary to the view that it would not survive in
a globhalized world, it has in reality been a more effective system than the
fragmented and less regulated Canadian — and more broadly, Anglo-Amer-
ican — model for coping with the pressures of global competition.

Despite the success of the Norwegian model, a number of factors threat-
en its stability.

Low-wage competition and social dumping from foreign workers under-
mining collective agreements is a growing problem, though structures are
in place to counter it.>

The rapid influx since 2004 of foreign migrant workers, willing to work
for lower wages and standards, is creating a labour underclass confined
to low-status jobs such as construction, hospitality, etc. It is a segment of
the workforce that is difficult to organize and is undermining union power.
These workers are eligible for the same social rights and benefits as Norwe-
gians. This is putting pressure on the social welfare system and escalating
anti-immigrant sentiment.> With foreign workers now compromising 10%
of the workforce, their integration and accommodation have become con-
troversial issues within the country’s main political parties.

The increased incentive for Norwegian companies to relocate low cost
countries in the integrated EU market and beyond, is putting pressure on
the Norwegian model, as are new conditions of employment in the high-
tech internationalized industry, and a shrinking working class — the trad-
itional backbone of the labour relations system.

Although trust in government is high in Norway compared to most other
countries, membership in political parties has declined significantly and
turnout at local and national elections is dropping. There is increasing dis-
satisfaction with how the government is managing Norway’s oil wealth, spe-
cifically its policy of investing all petroleum revenues abroad.
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Managing the Petro
Boom in Canada
and Alberta

HOW HAS THE petroleum-led commodities boom of the last decade affect-
ed Canada and Alberta? This section will examine the rapidly shifting eco-
nomic landscape and government policies in place for managing the boom,
including for appropriating and distributing this latest influx of oil wealth.

Crude oil prices rose steadily from us$20 per barrel in January 2002 to
USs$92 per barrel in December 2007.5 It then entered an even steeper climb,
peaking at Us$134 per barrel in June 2008. The price plummeted in the wake
of the economic crisis, bottoming out at us$41 per barrel by the end of 2008.
However, it was soon climbing again, reaching us$74 per barrel by Decem-
ber 2009, and Us$99 per barrel by the end of 2011. It has fallen slightly since
then, averaging us$85-$90 per barrel by late 2012.

The Canadian dollar began its climb from $0.62 against the U.S. dollar
in January 2002. Five-and-a-half years later, it had reached parity —a 60%
increase. It briefly dipped back down to $0.75 during the recession, but ever
since has been at, or near, parity. At this level, it is 25% above its purchas-
ing power parity, or fair market value of $0.81 as calculated by the 0ECD.

The pressure on the dollar from the influx of petroleum revenue has
been compounded by inflows of revenues in the form of takeovers. More
than $117 billion of investment has taken place in oil sands development
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from 2000 to 2010.57 Roughly half was in the form of takeovers, and one-
half of these were by foreign companies.>® Speculative activities of curren-
cy traders, who view the Canadian dollar as a petro-currency, have added
to the upward pressure.>

By extension, this also applies to the Canada-Chinese currency exchange
rate, which is more or less pegged to the U.S. dollar, though recently it has
appreciated somewhat against the Canadian dollar.®®

Exports of oil and gas more than doubled from $50 billion in 2002 to $115
billion in 2011.%* And since Canada is also a major oil importer, imports tri-
pled — from $17 billion to $53 billion. Quebec and the Maritime provinces
depend on imports for over 80% of their consumption needs.

During this period, manufacturing exports declined from $305 billion
in $2002 to $280 billion in 2011. Canada’s manufacturing trade deficit bal-
looned from $8 billion to $92 billion. Motor vehicle exports, Ontario’s lar-
gest export, plummeted from $86 billion to $52 billion during 2002—-11.%* Its
trade surplus declined steadily from $18 billion, turning into a deficit which
averaged $10.5 billion annually during 2008-11.

Although oil and gas exports as a percentage of total goods and services
increased from 8% to 16% during this period (18.5% of goods exports), the
petro boom has clearly not been able to make up for the losses in manufac-
turing exports. Canada’s overall surplus in goods and services trade dropped
in half, from $51 billion in 2002 to $24 billion in 2008, and thereafter fell into
a deficit averaging $26 billion per year over the subsequent three years.®

With the exception of the U.S., Canada has merchandise trade deficits
with its major trading partners. Taking the U.S. out of the equation, Canada
had an overall $108 billion trade deficit in 2011. Canada’s current account
balance (goods, services, and investment income) has been in deficit in the
last three years, averaging $48 billion per year.

Over the last 10 years, China has become Canada’s second largest trad-
ing partner. While Canada’s exports to China (mainly resources) increased
from $4 billion to $17 billion in during 2002-11, imports (mainly manufac-
tures) rose from $16 billion to $48 billion. Consequently, Canada’s trade defi-
cit with China jumped from $12 billion in 2002 to $31 billion in 2011. Alberta’s
trade with China has stayed pretty close to balance throughout this period.

What is striking is how quickly manufacturing’s share of the economy
contracted since 2002. In January 2002, manufacturing was 17.2% of total
GDP; at the start of the recession it had slid to 14.2% of the total, and by Au-
gust 2012 it was just 12.9% of total GDP.%
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From 2002 to 2011, 531,000 Canadian manufacturing jobs were lost.® Em-
ployment in manufacturing fell from 15.3% of the workforce to just 10.3% in
2011. Although the bulk of these losses were in Ontario and Quebec, virtual-
ly every province has experienced significant losses in manufacturing em-
ployment . While employment in oil and gas extraction jumped by 15,000 to
54,000 during this period, the vast majority in Alberta, this is still only 0.36%
of Canada’s overall work force, which grew by 1.8 million during this period.
The direct employment multiplier effect of petroleum extraction is very low
compare the manufacturing or services sector. Moreover, the indirect and
spinoff employment benefit from petroleum is significantly less than less
the indirect employment destruction caused by manufacturing job losses.®

Data from the U.S. Bureau of Labour Statistics (BLS) confirm the critical
role played by the appreciating Canadian dollar in the loss of competitive-
ness and jobs. They show that Canadian unit labour costs rose by 67.6% in
U.S. dollar terms between 2002 and 2010, while U.S. unit labour costs ac-
tually fell by 10.8%. However, measured in Canadian dollar terms, Can-
adian unit labour costs increased by just 9.9%. Average real hourly wages
in Canadian manufacturing rose just 1.5% between 2002-10, compared to
10.2% in the U.S.&

Canada has also experienced poor productivity performance. Efforts by
Canadian companies to become more productive, for example by importing
machinery and equipment, have been woefully inadequate compared to the
extent of adjustment required by the currency appreciation.

Between 2002 and 2010, output per hour in U.S. manufacturing rose by
47% compared to just 10% in Canada,® a record which is due, at least in
part, to the fact that investments have been diverted from the high produc-
tivity growth manufacturing sector to the declining productivity mining
and petroleum sectors. Another factor may be that the Canadian manufac-
turing sector is majority foreign-controlled and these productivity enhnan-
cing investment decisions are made outside Canada. In any case, the result
has been a massive relocation of production and jobs outside the country.

Despite reducing corporate income tax rates to among the lowest in the
OECD on the expectation of a surge in productivity-enhancing, job-creating
investment, many corporations are simply adding to and sitting on their cash
balances. Despite exhortations by the Bank of Canada Governor and the Fi-
nance Minister to invest this “dead money” in plant and equipment, corpor-
ations continue to hoard their huge cash reserves, currently at $568 billion.®

Canadian petroleum production, and the wealth derived from it, is con-
centrated in Alberta, yet negative economic side-effects are experienced in
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other regions. Economists refer to these as “Dutch disease” impacts. They
occur when a resource boom causes a country’s exchange rate to rise to the
point where other traded products, notably manufactures, become too ex-
pensive to export, leading to the decline of those sectors. In the Netherlands,
where Dutch disease was first identified, the effects emerged only after the
boom ended. In Canada’s diverse and decentralized federation, the effects
in the manufacturing regions are felt immediately

The authors of a study originally done for Industry Canada refer to Dutch
disease as the “economic dark side” of the oil sands boom, and warn of the
potential for “...regional frictions and fragmentation in a country that is
highly decentralized.”?

They find strong evidence that our manufacturing sector has been ad-
versely affected by the rise of the dollar, a significant part of which has been
due to the resources boom.

On the other hand, Bank of Canada Governor Mark Carney contends the
main problem is not Dutch disease, but rather how Canada’s non-commod-
ity exports can adapt to fundamental changes in the global economy. Car-
ney argues that demand from China and other emerging market countries
means that high prices (albeit with fluctuations) and a high dollar will be
sustained for the long term —what he calls a “commodity super cycle.””
Currently, Canada’s non-commodity goods and services exports are over ex-
posed to the slow growth U.S. and underexposed to the fast growth Asian
markets. The challenge is “to diversify our markets toward the fast-grow-
ing emerging markets.””?

However, in the asymmetric Canadian version of Dutch disease, the rap-
id currency appreciation to a new plateau has given non-petroleum export-
ing regions little time to adjust, and could lead to a permanent decline of
these export sectors, as well as the regions where they are produced. Be-
cause the benefits of the petro-wealth influx are concentrated in Alberta
and the adverse effects are concentrated in the non-oil producing prov-
inces, the role of federal policy is critical — to ensure that the Dutch disease
effects are overcome and the benefits of oil wealth are equitably distribut-
ed across the country.

Acknowledging the pressures caused by the dollar appreciation, Carney
claims that intervention by the Bank to lower the exchange rate to a range
closer to its true purchasing power value would be self-defeating; that it
would only raise wages and inflation and force the Bank to raise interest rates
and slow the economy. Thus, in his view, exporters have to get used to the
new reality. The Norwegian central bank, on the other hand, has been able
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TABLE 3 Comparing Norway and Canada-Alberta During Latest Petro-Boom

Norway

Canada-Alberta

Has maintained full employment even during the global
recession.

Has maintained low and stable inflation.

Has maintained a stable exchange rate due largely to its
centralized wage settlement policies and to its petroleum fund.
The huge oil revenue inflow has been offset by the outflow to
the petroleum fund.

Has a huge trade and current account surplus.

Economic and employment benefits have been widely
distributed. Any regional disparities have been offset by a very
effective income transfer system.

Canada’s unemployment rate has remained high since 2008.
Alberta’s unemployment rate has been much lower on average,
bumping up only during the recession.

Canada has maintained low and stable inflation. Alberta’s
inflation has been significantly higher than the Canadian
average.

Has experienced a huge increase in its exchange rate, with
major adverse impacts on non-petroleum regions. Neither level
of government has a petroleum savings fund to offset the inflow
of oil revenue and bitumen investment. The federal government
has chosen not to take measures to offset the upward pressures
on the exchange rate.

Canada’s traditional merchandise trade surplus turned into a
deficit after 2008. Its non-resource deficit is huge. It also has
a very large current account deficit. Alberta maintains a large
trade surplus due to its oil and gas exports to the United States.

GDP and employment benefits are concentrated in Alberta.
Petroleum related employment gains are outweighed by
employment losses in non-petroleum related industries
concentrated in the rest of Canada. Relatively small benefit
going to the rest of Canada due to weak linkage effects and
weak federal government income transfer mechanisms.

to maintain a stable kroner-euro exchange rate and low inflation through-
out the petro-boom, thanks in large part to its centralized wage setting sys-
tem and the stabilizing effect of its Sovereign Wealth Fund.

Regardless of the different diagnoses of the problems facing manufac-
turing and other export sectors, the massive shift in Canada’s economic
landscape is indisputable. In the wake of the petro-led commodities boom,
Canada is rapidly regressing from a diversified value-added economy — al-
beit with a large resource base — to its historic role as resource exporter in
the global economy. Unprocessed and semi-processed resource exports
now account for almost two-thirds of Canada’s total merchandise exports.
High value-added finished products account for just one-third of exports.
By comparison, high-value added finished products made up almost 60%
of our exports back in 1999.7

Economic imbalances and divergences between Alberta and the other
non-oil producing provinces, especially the manufacturing heartland of On-
tario and Quebec, have widened in the wake of the petro-boom.

The 0ECD’s 2008 Economic Survey of Canada, released just months be-
fore the global financial crisis hit, noted that the unparalleled magnitude
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of the oil shock was having a profound effect on the fiscal capacities of dif-
ferent provinces, and “the very unequal economic development between
Alberta and the rest of the country is straining the federation.”” It said:
“Canada confronts the challenge of a natural-resource shock having high-
ly asymmetric impacts across the federation, in particular the large concen-
tration of oil and gas in Alberta and the shifting of collateral costs to other
regions via a knock-on exchange-rate effect.”?

The report also criticized federal tax subsidies to the energy sector —nota-
bly those allowing companies to deduct revenues from the federal corpor-
ate tax base — for exacerbating these regional divergences, and warned that
fiscal competition due to highly unequal fiscal capacities, mainly through
“the attraction of low taxes and high public spending, could amplify the
main symptom of Dutch disease, i.e. excessive movement of resources from
exposed traditional sectors toward the non-renewable resource sector...”7®

The OECD’s 2012 draft report on Canada proposed that the federal govern-
ment “Create a sovereign wealth fund for natural resource revenues and invest
in foreign assets to limit the effects of Dutch disease, while saving for future
generations.” However, the Conservative government, which is in denial about
the existence of Dutch Disease, demanded its removal from the final report.”

In 2002, Alberta’s per capita GDP was 10% above the Canadian average
and about the same as Ontario’s per capita GDP. By 2010, Alberta’s per cap-
ita GDP had risen to 49% above the Canadian average and 53% above On-
tario’s per capita GDP.”® The OECD observed that Alberta’s per capita dispos-
able income is pulling away from the other provinces in the wake of the oil
boom — from 110% above the Canadian average in 2000 to 120% above in
2010. No other province is above the average, and six provinces are below.”

While Canada’s merchandise trade surplus fell into deficit in the last
three years, Alberta’s trade surplus grew steadily from $23 billion in 2002,
peaking at Us$83 billion, falling during the recession, then climbing again
to $70 billion in 2011.

Going forward, the planned expansion of bitumen production in the
coming decades, reinforced by the expansion-friendly policies of the Harp-
er government, will only exacerbate the imbalances between Alberta and
the other provinces.

The federal government has been using a recent Conference Board re-
port commissioned by the federal and Alberta governments, and an earlier
report from the Calgary-based Canadian Energy Research Institute (CERI,)
to tout the substantial economic spinoff benefits of bitumen development
to the rest of Canada. Both the government and the industry have been try-
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ing to make this case through a massive advertising campaign. Interesting-
ly, both studies actually show that, outside Alberta, the benefits to the rest
of Canada are relatively small once one gets past the big absolute numbers
and the 25-year time frames.%°

The CERI study, based on the combined Canada-U.S. analysis, finds that
the vast majority of oil sands economic benefits in the coming decades will
flow to Alberta, with those going to the rest of Canada very small by com-
parison, and those accruing to the United States far greater than the com-
bined benefits to the other provinces.® It estimates that 76% of the total
North American GDP benefit occurs in Alberta, 20% in the United States,
and only 4% in the other provinces and territories.®

Of the total jobs expected to be created or preserved in 2035 in both Can-
ada and the U.S. as a result of bitumen projects, 66.2% will be in Canada
and 33.8% in the United States; 57% of the total jobs in both countries will
be created in Alberta and 9.2% in the rest of Canada.

The projected GDP benefits to the United States are five times great-
er than the benefits to the rest of Canada, and the employment benefits to
the U.S. are almost four times greater than to the rest of Canada. The state
of Illinois gets a bigger jobs benefit than Ontario. Three states — California,
Texas, and Wisconsin — get a bigger jobs benefit than the combined bene-
fit to all Canadian provinces excluding Alberta.

The study illustrates a key feature of the petroleum economy. The econom-
iclinkages outside Alberta to Eastern Canada are relatively weak. As with the
trade patterns, these economic linkages flow predominantly north-south.®

The Conference Board report does not do a combined Canada-U.S. an-
alysis, and therefore presents only a partial picture of the distribution of
benefits, although it does acknowledge that oilsands purchases outside the
country are substantially greater than those from the rest of Canada. Like
the CERI study, the projected jobs created in the rest of Canada from bitu-
men investment over 25 years are relatively small as well.

Like other petro-states, Alberta has experienced boom-and-bust cycles,
which have created the highest GDP, inflation, and fiscal spending volatility
of all provinces.® Capital and social spending cuts in the 1990s compromised
the government’s ability to provide the infrastructure to absorb the popula-
tion influx during this boom. And new efforts to re-invest in infrastructure
have added to the already overheated economy.®

Alberta has experienced fiscal deficits over the last four years. It should
be noted that its deficits were due to more than cyclical factors, notably a
structural decline in fiscal revenue from 17.6% of GDP in 2001 to 13.7% in 2012.
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From 2002 to 2011, Canada’s GDP growth averaged 2%, fluctuating be-
tween 3.1% and minus 2.5%. Its inflation rate averaged 2%, fluctuating be-
tween 2.7% and 0.3%. Canada’s unemployment rate averaged 7.1% during
this period — 7.9% from 2009 to 2011.

Alberta’s economic growth averaged 2.8% per year from 2002 to 2011, well
above the Canadian average, and almost double the 1.7% Ontario growth rate.
Alberta had the widest economic swings, with four years of growth greater
than 4.5% as well as the deepest retrenchment in 2009 at minus 4.5%. By
2010, Alberta was growing again: 5.2% in 2011, and expected to reach 3.8%
in 2012. This compares with Canada’s projected growth of 2.4% and 2.1%,
respectively, and Ontario’s growth of 1.9% and 2.2% during this period.®

Alberta’s unemployment rate averaged 4.8% over the period. It shot
up to 6.6% in 2009, then fell back to 5.5% in 2011. So far in 2012 it is under
5%. Its inflation rate, driven by escalating labour and material costs, has
exceeded that of other provinces. The cumulative rise in consumer prices
from 2002 to 2011 was 30% higher than in the rest of Canada. The influx of
workers from other provinces and from abroad has caused a serious hous-
ing shortage, which is reflected in shelter costs that have risen 100% more
than in the rest of Canada.

Non-petroleum-related sectors in Alberta have been hurt by the inflation
and the high wages in the petroleum sector. The province’s farm, food pro-
cessing, forestry, and chemical industries have also suffered the Dutch dis-
ease-type effects of the high dollar. According to a former Alberta govern-
ment minister and one of the architects of the Alberta Heritage Fund, Alan
Warrack, “We actually have a process now in Alberta, and have had for at
least a decade, of hollowing out businesses other than those in the resource
sector, and at the end of this period it will leave us pretty naked for employ-
ment and investment opportunity...”%

Appropriation of Petroleum Wealth

Canada over the last 15 years has become a low-tax country, in the bottom
third of oECD member countries. Total tax revenue, at 31% of GDP (2010),
has slipped from the middle 0EcD rank of 36% of GDP in the mid-1990s.
This slippage in fiscal capacity is mirrored in the erosion of Canada’s so-
cial programs.

The federal government’s only direct access to petroleum revenues is
through the 15% general corporate income tax (which has been lowered in
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stages from 28% in 2000). With available tax breaks, the oil and gas sector’s
effective tax rate is just 7%0.%

Alberta relies heavily on oil royalty revenues to fund programs like health
care and education.? Oil and gas revenues made up 28% of its own-source
revenues in 2008, but oil revenue fluctuations, as noted, have created con-
siderable uncertainty in the province’s finances.

Successive provincial governments have used abundant royalty rev-
enues to cut non-oil taxes, making Alberta one of the lowest tax jurisdic-
tions in North America, and indeed in the industrialized world. Alberta has
the lowest income taxes, the lowest consumption taxes, and the lowest cor-
porate taxes —the lowest overall taxes of any jurisdiction in Canada.* Al-
berta’s total taxes constitute just over 6% of provincial GDP, compared to a
range of 8% to over 14% for other provinces. Personal income tax was 2.9%
of GDP, and corporate income tax was a mere 1.6% of GDP.**

In 2001, Alberta moved from a progressive income tax regime to a single
10% income tax —a flat tax. It is the only Canadian jurisdiction with such
a tax. Other provinces have from three to five tax brackets, ranging from a
low of 4% to a high of 24%. As a result, low- and middle-income Albertans
pay a higher income tax rate than they would in most other provinces while
Albertans in the highest income bracket pay by far the lowest provincial in-
come tax rate in the country.

Shrinking non-petroleum taxes have rendered the Alberta government
very dependent on oil revenues —and hence on a rapid pace of exploita-
tion — to fund its activities, with the result that it tends to be more respon-
sive to the demands of the oil companies than to those of its citizens.

Furthermore, Alberta’s tax cuts have put fiscal pressure on other gov-
ernments, which have felt obliged to lower their taxes to stem the shift of
capital and other resources to Alberta.* This tax competition dynamic has
strained the capacity of all provinces to fund social programs.

Petroleum Subsidies, Taxes and Royalties*?

The Canadian constitution gives the provinces control over the resource rev-
enue levers. The uneven distribution of petroleum revenue causes significant
regional disparities, which in turn create greater challenges for the federal
government in addressing these disparities through fiscal transfers. The fed-
eral government is not precluded under the 1982 Constitution from taxing
resource activities in order to bolster its ability to increase fiscal transfers,
though federal governments have so far chosen not to exercise this power.%
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Subsidies to the petroleum industry by both levels of government totaled
over $2.8 billion in 2008, with Alberta receiving $2.1 billion, or 73% of all
subsidies.® Roughly half came from the federal government and half from
the provincial government. Most seek to increase exploration and develop-
ment activities through a mix of tax breaks and royalty reductions.

Sawyer and Stiebert, in a study for the International Institute for Sus-
tainable Development (11SD), projected the impact of these subsidies out
to 2020. They found only a slight positive impact on GDP; a modest impact
on the production of marginal producers and on exports; a negligible im-
pact on employment; and a net negative impact on both federal and prov-
incial fiscal balances.*

The oil and gas sector paid (net of subsidies) $2.7 billion in federal cor-
porate income tax in 2009—10 — a very small transfer given the redistribution
challenges facing the federal government and unpredictable fluctuations in
oil prices.”” Alberta’s general corporate income tax rate, which applies to oil
companies as well, is just 10% — down from 15.5% a decade ago.

The Alberta Heritage Savings Fund was established in 1976 by the Lougheed
government as a savings vehicle for petroleum revenues.? Its purpose was
to protect the economy from overheating, to diversify the Alberta industrial
base, and provide a “rainy day” fund in times of recession, as well as a nest
egg for future generations.

The plan was to invest 30% of annual petroleum revenues in this fund.
In 1987, however, the provincial government stopped all royalty payments
into the Fund. It was moribund for more than 20 years, steadily decreasing
in relative value due to population growth and inflation. There has been a
modest renewal of contributions in recent years, but by 2012 there was only
$16 billion in the Fund, equivalent to just over a year of petroleum revenue
flowing into government coffers.

The 0ECD’s 2008 Economic Survey of Canada urged the Alberta govern-
ment to set strict allocation and withdrawal rules for the Fund and put its
petroleum revenues into foreign assets, as Norway does, drawing only on
the yearly return on investments.

Over the last decade, the Alberta government has used petroleum rev-
enues to pay down debt.?” In 2003, it created a budget stabilization fund
called the Sustainability Fund, used to finance budget deficits. Draw-downs
from the Sustainability Fund to finance deficits since 2008 are expected to
almost completely drain this fund by 2014.

The Lougheed government also pledged to appropriate for the govern-
ment 35% of the revenues from oil and gas extraction. Unfortunately, that
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target was only reached during 1977—-81. Thereafter, it fell to 20% in the
mid-1980s, hovering in this range until 2006, when it began another slide
to 11% in 2009.1°

The 1997 oil sands royalty framework (written largely by the industry
under Premier Ralph Klein’s leadership), with only minor changes since, is
still in place. In a 2006 interview with Policy Options, former Alberta Pre-
mier Peter Lougheed deplored the fact that the people of Alberta were not
getting a fair royalty return under the existing oil sands formula.

A 2007 government-appointed panel to review Alberta’s royalty system
reported that there was a lack of accountability, that the province had failed
to accurately measure production data, failed to collect royalties efficiently,
failed to conduct open reviews, and had one of the lowest public revenue
shares among the petroleum states.'*! It said that Alberta’s rules were overly
accommodative, and that the administration of the regime was underfund-
ed. It concluded that the royalty and tax regime, one of the lowest in the
world, failed to constitute a fair share between the government and the pet-
roleum companies. It concluded: “Albertans do not receive their fair share
from energy development and they have not, in fact, been receiving their
fair share for quite some time,”°2

The panel recommended an immediate 20% royalty increase, rising
to 37% by 2016, and that responsibility for managing the royalty regime
be taken out of the hands of the Energy Department because its mandate
of maximizing energy sector activity conflicted with ensuring a fair public
share from royalties.

The petroleum companies reacted furiously to the report, saying that if
the government accepted its recommendations it would destroy jobs, pro-
jects would be cancelled, and companies would move to other jurisdictions.
Company representatives blitzed cabinet ministers’ offices. They launched
an aggressive campaign to discredit the report even though its proposed
increase would only, as one analyst observed, move Alberta from the bot-
tom ranks to the middle ranks in terms of royalty rates.’>s University of Al-
berta economics professor Andre Plourde calculated that the royalty pro-
posal, taking into account federal and provincial corporate income tax cuts,
would have only brought the government’s share of divisible petroleum in-
come back to 1997 levels.1o4

In the face of company attacks and withdrawal of party financing, and
opposition from the newly-created Wild Rose Party —which backed the
companies’ position and benefited from a huge inflow of oil money into its
coffers — the Stelmach government backed down. It issued a deeply com-
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promised royalty plan, under which a former senior analyst with Alberta
Energy estimated that Alberta will be making less money than it did prior
to the review.'*

After the 2008 Alberta election, Stelmach announced a five-year royalty
break for industry worth $237 million per year. He also reneged on a com-
mitment to ensure that at least 72% of bitumen extracted would be refined
in the province by 2016, and approved two new pipelines to ship unrefined
product elsewhere for upgrading.

Plourde, in a more recent analysis, calculates that, depending on oil
prices, the Canadian dollar and capital expenditures, the petroleum com-
panies take as much as 65% of total revenue from the oil sands, with the
provincial government receiving a maximum of 55% and the federal gov-
ernment a maximum 10.6%.'°

A 2012 Parkland Institute report paints an even more negative picture.
It calculates that in 2010 the Alberta government collected just 11% of the
economic rent, or excess profit, from the oil sands.” According to the re-
port, the government has never received more than 20% of the rent, or ex-
cess profits, from the oil sands and, since 1997, it has averaged just 9%.*®

Distribution of Petroleum Wealth

Petroleum revenues flowing into Alberta are recycled throughout the Can-
adian economy via the following mechanisms: fiscal redistribution (feder-
al-provincial tax and transfers); personal wealth increases through income
and stock ownership; and inter-provincial trade.**® However, these mech-
anisms, as they are currently constructed, are recycling petro-dollars in a
highly unequal manner. As such, they have increased interpersonal and
interprovincial income inequality and will continue to heighten social, eco-
nomic, and political tensions within the Canadian federation.

Interprovincial Inequality

As noted, the petro-boom has created very uneven development trends,
with Alberta distancing itself from other provinces in its revenue-raising
capacity, and its income per capita.

Financial transfers from the federal government to the provinces and
territories, especially the equalization program, are important vehicles for
reducing disparities within the Canadian federation, principles which are
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entrenched in the Canadian Constitution. They seek to ensure that all prov-
inces can provide comparable levels of essential services under their juris-
dictions to Canadians, regardless of where they live.

As the petro-boom was gaining momentum, Robin Boadway, one of Can-
ada’s leading authorities on fiscal federalism, expressed concern in a 2006
paper that the federal system was not well suited to dealing with a resour-
ces boom of such unprecedented magnitude, concentrated largely in one
province.™ Petroleum revenues were greatly increasing Alberta’s ability to
raise revenues compared to other provinces.

He worried that the equalization system, whose ability to mitigate fis-
cal disparities between the provinces was already strained, would become
even more so as a result of the Alberta petro-boom. And he was concerned
that the federal government had chosen not to fully use its taxing power to
appropriate oil revenues to mitigate inter-provincial inequalities.

Concerned about the degree of national consensus needed to fully imple-
ment the equity provisions of the Constitution at a time of growing fiscal dis-
parity, Boadway posed the question: “How far does national social citizenship
as opposed to provincial social citizenship extend? Do we define our shar-
ing community primarily at the national level or at the provincial level?”"

There are three major federal transfer programs to the provinces, which
currently total some $60 billion, or 25% of all federal program spending.
The Canada Health Transfer accounts for 47.5% of the transfer budget; the
Canada Social Transfer (csT) — targeted at social assistance and post-sec-
ondary education, early childhood development and child care —accounts
for 20%; and the $15.5 billion equalization program accounts for one quar-
ter of federal transfers.

In December 2011, the federal government announced major reductions
in the rate of growth of transfers which will add to the fiscal pressures facing
most provinces, and have major consequences for inter-provincial equity. It
changed the formula for increasing health transfers from 6% per year to nom-
inal GDP growth (estimated to be about 4% annually). This will reduce what
the provinces would have received based on the previous funding formula by
an estimated $36 billion for the ten-year renewal period starting in 201718,
compared to what the government had committed to four years earlier. It also
formally changed the formula to a per capita cash transfer. This will disadvan-
tage provinces with a higher proportion of older citizens, since health spend-
ing for people over 65 is six times higher than that of the general population.
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The Canada Social Transfer will grow at 3% annually, at least until 2018-
19, a slower rate than the Canada Health Transfer, which means that its share
of overall transfers will continue to shrink.

The federal equalization program, in operation since 1957, supplements
provincial expenditures for all social services, on the clear recognition that
Canadian citizens rightfully expect a certain level of service and support,
irrespective of where they live. When the program was set up, Alberta was
a net beneficiary of the program, though swelling oil wealth soon moved it
out of that category.

The Canadian Constitution (section 36-2) enshrines equalization, com-
mitting the federal government “to the principle of making equalization
payments to ensure that provincial governments have sufficient revenues
to provide reasonably comparable levels of public services at reasonably
comparable levels of taxation.”

The goal of the program is to mitigate the fiscal disparities among prov-
inces by bringing the revenue-raising capacities of the “have-not” provinces
up to a national average standard. Critical in the calculation of fiscal dispar-
ities is the treatment of provincial revenues from natural resources, which has
varied from 100% inclusion to 0% inclusion in the equalization formula over
time. Currently, 50% of oil and gas revenues are included in the calculation.

Since only one half of Alberta’s oil revenues are included in the equal-
ization formula, the gap between its fiscal capacity and that of the other
provinces is further skewed. In 2012, Alberta’s fiscal capacity was 166% of
the national average, double Quebec’s (83%), and almost double Ontario’s
(93%) fiscal capacity.'s

The equalization system was changed in 2009, with total payments be-
ing set as a percentage of a GDP ceiling (3-year moving average) instead of
anational standard, thus making a pool of funds available to eligible prov-
inces. Relative fiscal capacity determines eligible provinces’ share of the
pool.*4 This has altered the original purpose of equalization from needing
to bring all provinces up to a standard to getting a share of available funds,
and as such is inconsistent with the equity provisions of the Constitution.

The December 2011 announcement extended these changes to at least
2018/19. This is estimated to reduce equalization transfers by over $3 billion
per year compared to the previous formula.

With the ability of the program to bring all provinces up to an average
standard no longer possible, growing inequality of fiscal capacity among
the provinces will increasingly reflect the uneven distribution of petrol-
eum riches within Canada. Former Bank of Canada governor David Dodge
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estimates Alberta’s fiscal capacity could reach 180% of the national aver-
age by 2020, and by an even greater amount if oil sands growth continues
at its current pace.s

The Council of the Federation working group estimates that the total
loss of revenue from the combined cuts to all major transfers to the prov-
inces and territories over the five years from 2014/15 to 2018/19 will be $23.3
billion. The funding formulae ensure that reduced rates of growth will con-
tinue beyond 2019.¢

Interprovincial trade restructuring in the wake of the petro-boom is also
affecting both inter-provincial and inter-personal distribution of oil wealth.
The Bank of Canada data demonstrates that goods exports from central Can-
ada to Alberta during 2002-08 declined in absolute terms despite the rapid
rise in Alberta’s demand. This shortfall was offset by increased exports of
services —mainly transportation, mining, financial, and related legal and
engineering services from central Canada to Alberta.” Nevertheless, the in-
crease in total exports to Alberta did not make up for the reduction in Cen-
tral Canada’s international exports during this period.

Morover, the benefits of these internal trade shifts are being unevenly dis-
tributed among the other provinces. Manufacturing workers who lost their jobs
did not move into these high-income services jobs, but rather moved to low-in-
come, often temporary services jobs, or simply were not able find new jobs. In
all likelihood, this adjustment has worsened inter-personal income inequality.

Interpersonal Inequality

Taxes are an important mechanism for redistributing income (including
petro-wealth) in Canada. Tax rates on personal incomes and investments
of the richest Canadians have declined dramatically over the last 20 years,
reducing their redistributive capacity."

Policy changes — from trade and investment liberalization agreements
to tax reductions; to loopholes and shelters favouring the richest income
groups and large corporations; to cuts to health care, education, and social
transfers to provinces and federal programs such as unemployment insur-
ance — have resulted in inequality growth in Canada which has been among
the fastest in the OECD. Growing inequality is being led by the extraordinary
income gains of the richest 1%, who took home almost one-third of all gains
from growth in national income from 1997 to 2007.1 Its share of the national
income pie was the third highest in the 0EcD, behind the U.S. and the U.K. It’s
growth has been mirrored by the rapid growth of corporate concentration.'>
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Earnings inequality is high in Canada. According to the OECD, the top
10% of full-time workers earn 3.7 times as much as the bottom 10%. The in-
cidence of low-wage workers in Canada (defined as those earning less than
two-thirds the median wage) stands at 22%, which is amongs the highest
in the 0ECD.™ Real median incomes of the richest 10% of households have
been growing almost twice as fast (1.6% per year) as those of the poorest
10% (0.9% per year) since the mid-1980s.'>

In Alberta, the median household income, the highest in Canada, rose
by 16% from 2002 to 2009, while Canada’s median income remained flat —at
the same level it was in 1976.'2 Most income groups appear to be benefiting
to some extent from the petro-boom, but inequality in Alberta, among the
highest in Canada, has risen during the boom. Its GINI coefficient index,
the standard international measure of inequality, rose from 0.30 to 0.34 be-
tween 2002 and 2009 suggesting that the gains are going disproportionately
to upper income groups.’ The Canadian GINI index stands at 0.32 and Nor-
way’s is substantially lower at 0.22.2 (The lower the index level, the lower
the level of a country’s inequality.)

Due to the combination of the petro-boom and the low flat tax on per-
sonal income and other tax breaks, the very wealthiest Albertans are reap-
ing the biggest income gains. The richest 1% had a much higher share of
the provincial income pie than the average top Canadian 1%’s share in
2009 — 14.4% compared to 10.9%*¢ The average income of Alberta’s richest
1% in 2009 was $672,100, compared to an average of $422,400 for the richest
1% Canada-wide."” Alberta’s share of super-rich Canadians (income greater
than $500,000) grew from 20% to 25% from 2002 to 2008, despite Alberta’s
having only 10% of the population.’®

Unions have historically played a major role in lowering inequality in
Canada. But decades of deregulating capital and eroding workers’ statutory
rights, combined with rapid globalization and technological change, have
steadily shifted the balance of power towards employers. As a result, medi-
an wages and incomes of those working full-time full-year are today no fur-
ther ahead than they were in the late 1970s, taking inflation into account.

A recent OECD study calculates that there has been a major shift of na-
tional income from labour to profits over the last 20 years in many OECD
countries. In Canada, labour’s share fell from 65.3% to 60.3% during 1990—
2011. The drop was even more pronounced after excluding the top 1%. Part
of this shift can be attributed to the declining bargaining power of unions.»

In Canada, 30% of the workforce is unionized, down from almost 36%
in 1989.3° Union density in the private sector has fallen to 16% from almost
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TABLE 4 Appropriation and Distribution of Oil Wealth

Norway

Canada-Alberta

The state captures the vast majority of net revenues, or
economic rent, from petroleum.

Maintained its level of non-petroleum taxes despite rising oil
revenues. Its overall tax-to-GDP ratio is among the highest in
the OECD.

Its diversified revenue base is not dependent on fluctuating
petroleum revenues but rather on the more stable international

financial returns to government coffers from its petroleum fund.

Strong unions are in a balanced power relationship with
business. High union density, centralized collective bargaining
and wage settlements, consensus building approaches.

Petroleum wealth, due to equitable labour relations,
progressive taxes, and a generous social welfare system, is
equitably distributed amon%st the population and regions of
the lCé)untry. Has among the lowest income inequality in the
world.

Rent captured by the Alberta government is among the lowest
of all petro states. The federal government captures a very
small portion of oil rent through the general corporate tax rate.

Alberta lowered its non-petroleum taxes as petroleum revenue
rose and now has by far the lowest taxes in Canada. Both
governments lowered corporate income taxes including on
petroleum companies by half over the last decade.

Alberta’s fiscal capacity is highly dependent on petroleum
revenues, which go up and down as prices fluctuate, and often
finds itself in deficit. Its savings funds to stabilize revenues are
small and ineffective.

Declining unionization especially in the private sector. Only the
public sector has high unionization rates. Collective bargaining
systems are fragmented and adversarial. Alberta has the lowest
unionization rate in Canada. Both governments have been
working aggressively to undermine unions.

Since the mid-1990s there has been a rapid growth of income
inequality driven by the 1% in Canada—now amongst the
highest in the 0ECD. This has been accompanied by the
reduction in social program spending. There has been growing
interprovincial disparity in income and fiscal capacity with
Alberta pulling away from the rest. Government redistribution
mechanisms have been greatly weakened, exacerbating these
trends. Inequality in Alberta has grown during the boom, and it
is home to a rapidly growing share of Canada’s super-rich.

one-third in the mid-1980s. In the public sector, 71% of the workforce is

unionized. Unionization is 30% in the construction sector and 25% in the

manufacturing sector, though down from 42% in 1989.

Alberta is the least unionized province in Canada, with union density

in 2011 of just 22%, down from 30% in 1989. In the primary sectors — forest-

ry, fishing, mining, oil and gas — the rate is just 11.2%.

The Canadian system of collective bargaining is for the most part adver-

sarial, decentralized, and fragmented. Single employer bargaining has pre-

vailed since World War II. Sectoral or pattern bargaining is rare, the notable

exception being the auto sector. Most unionized workers in Canada belong

to a small number of large unions, which represent workers across differ-

ent sectors of the economy.

The Influx of Temporary Foreign Workers

As with Norway, the current boom has seen a huge influx of temporary for-

eign workers into Alberta. Its fivefold increase since 2002 is proportional-
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ly much larger than in other provinces, and this does not include a grow-
ing number of illegal migrants who have stayed on after their work permits
have expired.?! In 2011, Alberta accounted for one-third of temporary for-
eign workers in Canada, more than any other province.? Both the Alberta
government and employers expect a major expansion of the temporary for-
eign workers program over the next five years.

Unlike past oil booms, the foreign worker influx has eclipsed in-migra-
tion from provinces experiencing high unemployment. It has now surpassed
the influx of permanent resident workers through traditional immigration
channels. Furthermore, this wave of temporary foreign workers, unlike its
predecessors, is largely unskilled.

Although temporary foreign workers legally possess the same rights as
all Alberta workers, in practice enforcement of Alberta’s laws is complaints-
driven. And temporary foreign workers don’t complain since they are be-
holden to employers for their wages as well as their right to remain in the
country. There is widespread evidence of violations of the Alberta labour
code against temporary foreign workers.3

Sidestepping the issue of the hectic pace of oil sands development, the
business community and the Alberta government have framed this issue
as a solution to labour shortages and one that poses no threat to Canadian
jobs. The government projections show a cumulative potential shortfall of
114,000 workers by 2021. However, their unconventional methodology is
based on estimates of changes in labour supply and demand rather than the
government’s own projections of actual supply and demand, which show a
surplus every year up to 2021."3

During the recession, employers were allowed to retain temporary foreign
workers while laying off domestic workers.=> According to Athabaska Univer-
sity researchers Beretson and Foster, it appears that employers are using tem-
porary foreign workers, not as a temporary solution to labour shortages in a
booming economy, but as a means of long-term wage suppression. This “solu-
tion” is creating a growing underclass of vulnerable, compliant workers that
serves to reduce the bargaining power of unions and constrain the wages of
workers more broadly. The Temporary Foreign Worker program (TFw) thus con-
tinues a long tradition of employer-friendly labour market policies by Alberta
governments, reflective of “the power and influence of energy corporations.”

It should be noted that the TFW program is a federal program that is be-
ing used extensively across the country. The program is now bringing more
workers into Canada than enter as permanent residents under the tradition-
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al immigration process. Almost 30% of net new jobs created between 2007
and 2011 were filled by temporary foreign workers.””

Federal government policies have been reinforcing those of Alberta, ex-
tending their wage suppression effects across the Canada economy. The 2012
federal budget announced several changes to the program. They include in-
creasing employer control, fast-tracking employer access to the program, and
allowing them to pay workers 15% below the prevailing wage. Employers can
now rapidly access cheap labour from a pool of compliant foreign workers.

Changes to the TFw program are reinforced by changes to the unemploy-
ment insurance system — where only 39% of officially unemployed workers
have access to unemployment insurance benefits. They include more oner-
ous job search requirements and restrictions on what is considered a “suit-
able” job offer, which is now to be defined by the government instead of the
courts. Seasonal workers have six weeks of benefits within which to find a
comparable job, which is defined as within an hour’s commute and up to
70% of the previous pay.® The Immigration Minister has suggested that un-
employed workers who refuse to take low-wage jobs are in danger of having
their employment insurance benefits cut off.

The federal government is also pursuing an aggressive anti-union policy.
It has recently intervened five times in the collective bargaining process, in
both the private and public sectors, by issuing back-to-work orders; and, in
the case of Canada Post, imposed a lower wage increase than the employer’s
offer. It has very pointedly not intervened in several high-profile private sec-
tor negotiations, notably when Caterpillar Corporation, a major supplier of
heavy equipment to the oil sands, demanded its Canadian employees take
a 50% wage and benefit cut. When the workers refused, Caterpillar closed
down its London Ontario plant and shifted production to Indiana, a right-
to-work state, where wages are $12.50 to $14.50 an hour — less than half the
$35 an hour a skilled worker in Canada earns.®

There is growing corporate and political pressure at both the federal
and provincial levels to further weaken union bargaining power by adopt-
ing U.S.-style right-to-work laws, which allow workers in unionized plants
and offices to opt out of paying union dues.° Governments responded to the
corporate complaint of “too-high” business taxes by cutting them in half.
This did not produce the expected job creation effect, but it did fill corpor-
ate coffers with piles of cash. Now their complaint of “too-high” labour costs
is being met with anti-union wage suppression policies.
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Management of
Climate Issues

BOTH NORWAY AND Canada, and more specifically Canada’s main pet-
ro-province Alberta, derive a large part of their wealth from a product that
is threatening life on the planet. On the other hand, in a world that will
be deeply dependent on fossil fuels for years to come, they remain secure
sources of supply.

Efforts to reduce carbon emissions on the path to a carbon-free world
place both countries in conflicting positions. Norway exports 99% of its oil
production. Canada exports two-thirds of its oil production, but also imports
half of its consumption. A Conference Board carbon emissions ranking of 17
developed nations placed Norway 9™ at 11.5 tons per capita. Canada placed
15" — double Norway’s at 22.1 tons per capita.s If Alberta were a country, it
would have, along with Qatar, the highest per capita GHG emissions in the
world. Furthermore, the carbon footprint embodied in both countries’ ex-
ports is much larger than their domestic footprint.

The challenge for both is to resolve this contradiction by using their
petro wealth to encourage the transition away from fossil fuels: to develop
non-carbon emitting sources of sustainable wealth generation. Barring a
major discovery, Norway’s oil and gas reserves are declining — oil at a rela-
tively rapid rate, gas more slowly. Alberta’s bitumen reserves, though cost-
ly to extract, are by contrast vast, and will last far into the future, or until
supplanted by alternative energy sources. There are huge differences in how
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the government of Norway and the governments of Canada and Alberta ap-
proach climate issues.

Norway

Norway — especially since the landmark 1990 United Nations Environment
Commission report chaired by former Norwegian Prime Minister Brunt-
land — has been a leader on global climate issues.

Norway is sensitive to its international reputation as a leading propon-
ent of emissions reductions. Aware that its external carbon footprint is much
greater than its domestic footprint, the government is taking serious meas-
ures to reduce carbon emissions, both at home and abroad.

Norway pioneered a $30 per ton carbon tax on offshore petroleum pro-
duction in 1991, and in 2007 introduced a combined tax and carbon allow-
ance scheme, adapted to the EU emissions trading system. At the end of 2011,
Norway’s carbon emissions were less than 2% above 1990 levels — consist-
ent with its Kyoto commitment to be 1% above 1990 levels.

Under the Copenhagen Accord, Norway’s carbon reduction targets are
the most ambitious of any developed country. It has committed to reduce
its net carbon emissions by 30-to-40% from 1990 levels by 2020. The high-
er target would be activated only if the international community concludes
a post-Kyoto agreement.'s

Norway has less room than many countries to reduce its emissions from
the production of energy because electricity is produced from (renewable)
hydropower. The potential for reducing carbon emissions comes mainly
from the offshore petroleum sector (27%), manufacturing (26%), and trans-
port (32%).

The 2012 government White Paper on Climate Policy announced an am-
bitious package of carbon reduction measures to implement its Copenhagen
commitments, pledging to be carbon neutral by 2050 — by 2030 if a post-
Kyoto agreement is reached.

They include, notably, a doubling of the carbon tax on emissions from
petroleum production from US$33 to US$66 per ton of CO, to encourage
(among other things) the conversion from gas to onshore electrical power
supply for offshore rigs.

Another way Norway seeks to resolve its petro contradictions is through
international initiatives to reduce carbon emissions. One-third of its Copen-

hagen commitments will be achieved through the purchase of international
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climate allowances, including investments in the rain forests, and the other
two-thirds through domestic measures.

The environment is a major part of Norway’s international aid pro-
gram — one of the most generous in the world. Much effort is put into inte-
grating environmental concerns with its overall aid program. Norway’s Oil
for Development is a program to assist developing countries to transform
their oil resources into broad-based political and economic development,
and also to help countries reduce gas flaring and pipeline leakages. Norway
also allocates funds to help improve environmental and climate problems
in the EU’s new member states, such as Bulgaria and Romania.

One purpose of using emissions allowances and its green development
initiatives is that investments in cutting emissions in these countries have a
bigger emission reduction return than in Norway itself, which is a relative-
ly low carbon country. The Norwegian government’s position is that carbon
emissions will have to be reduced in the places where it is cheaper to reduce
them. Critics charge that this is a convenient rationale that allows Norway
to continue rapidly exploiting its oil and gas reserves, abandoning its ear-
lier commitments to a slower pace of development.

Norway lags behind other Nordic countries when it comes to renew-
ables like wind energy. Like Canada, it is putting major resources into car-
bon capture and storage (ccs). The government sees ccs technology as a
way to make fossil fuel use less carbon intensive and therefore more en-
vironmentally tolerable.

Norway is host to two of the five largest ccs projects in the world and
recently opened a carbon capture and storage test centre at Mongstad. The
centre, financed mainly by the public corporation Gassnova, is testing two
different capture technologies. After testing is complete, the plan is to build
a full-scale facility at a cost of $3.5 billion by 2020 at the heat and power
plant at the Mongstad refinery.

Norwegian officials see cCs as a long-term venture, and significantly, un-
like Canada, it is not factored into Norway’s near-term Copenhagen commit-
ments. They are nevertheless banking on the ultimate success of this tech-
nology in reducing Norway’s carbon footprint, a technology that can then
be exported. Critics charge that ccs is a status quo solution and that govern-
ment subsidies would be better spent on alternative energy development.

There is much controversy within Norwegian society around Norway’s
climate policies: criticism of government plans to explore in environment-
ally sensitive areas in the High North; of Statoil’s investments in the Alberta
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tar sands; and the Government Pension Fund Global’s unwillingness to pri-
oritize investments in renewable energy and other low-carbon enterprises.

Environmentalists argue that Norway should be slowing the pace of its
oil production, but government and industry argue that the Norwegian oil
production involves lower greenhouse gas emissions than other countries
and therefore that shifting to other sources would be harmful to global cli-
mate initiatives. Touting the Norwegian oil industry’s safety record and
higher environmental standards, politicians and the oil industry contend
that extended oil exploration and production in Norway is cleaner than in
other countries.3

There is also debate about how much should be invested in non-fossil-
fuel energy solutions. Environmentalists who want to accelerate the tran-
sition away from petroleum are frustrated with the lack of progress by the
government in making the required changes. Critics have characterized the
relationship between politicians and the industry as a “petroleum indus-
trial complex.” 4

Canada and Alberta

The Canadian Constitution gives provincial governments the power to de-
termine the pace and scale of resource exploitation, and hence to exert a
strong influence over carbon emissions. Federal power over the pace of re-
source development and climate policy is based on the regulation of trade
and commerce powers. Federal responsibility also stems from the extra-
provincial, inter-provincial, transcontinental, and international nature of
the climate challenge.45

The federal government ratified Kyoto in 2002, committing Canada to re-
duce its emissions to 6% below 1990 levels by 2012. By 2008, Canada’s car-
bon emissions were 24% higher than 1990 levels.

In December, 2011, the Canadian government formally announced that it
would withdraw from the Kyoto protocol on the grounds that all major car-
bon-emitting countries were not included, and that the economic costs of
compliance would be excessive. It also abandoned earlier plans for a carbon
trading system for large emitters, changing its focus to harmonizing stan-
dards and regulations with those in the United States.

As a signatory to the 2009 non-binding Copenhagen Accord, Canada an-
nounced a new target of 17% reduction from 2005 levels by 2020, in line with
the U.S. target. With eight years left, according to the Federal Environment
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Commissioner’s May 2012 report, “it is unlikely that enough time is left...to
meet the 2020 (Copenhagen) target.”

The federal government, on the other hand, insists that its updated Can-
ada Emissions Trends 2012 report shows that Canada is halfway to meeting
its Copenhagen targets. However, the modeling in the Canada Emissions
Trends actually projects just a 2.7% decrease from 2005, according to CCPA
economist Marc Lee. Lee says that the estimate is itself based on questionable
assumptions, and that the more likely result is a 3% increase from 2005.%¢

The Conservative government has gutted Environment Canada’s staff
and regulatory capacity. Its 2012 budget and omnibus legislation — Bills
C-38 and C-45—implemented sweeping measures to accelerate the pace of
resources exploitation in the oil sands by dramatically weakening Canada’s
environmental laws. It cancelled almost 3,000 environmental reviews, in-
cluding 678 involving fossil fuels and 248 dealing with pipelines. It limited
the length of reviews and who is eligible to participate, and gave Cabinet
the power to approve projects, overturning decisions of third-party tribu-
nals. Finally, it offloaded responsibility for fisheries and inland waters pro-
tection — a clear federal jurisdiction — to the provinces. It has done so with-
out consulting First Nations, and in breach of its constitutional obligations
to protect First Nations’ fishing and hunting rights.

Its current climate plan calls for performance standards for each of Can-
ada’s industrial sectors. Its recently announced regulations to cut emissions
from coal-fired power plants will allow them to run for up to 50 years with-
out any limit on their greenhouse gas emissions.*¥” Regulations for oil and
gas operations continue to be delayed.

Government politicians downplay, or at best pay lip service to, the inter-
national scientific consensus on the gravity of the climate threat, muzzle
government scientists, exaggerate the effectiveness of their own measures,
and pit economic priorities against the environment. Their approach to cli-
mate may be summed up as: delay, defer, obfuscate, and attack climate crit-
ics as anti-Canadian.

The Pembina Institute sums up the current federal government’s un-
resolvable contradictions thus: “It is unlikely, if not impossible, that Canada
can both deliver on its international commitments and realize its aspirations
for rapid growth in the oil sands sector. Perhaps it should then be of little
surprise that the federal government continues to delay its promised regu-
lations to reduce greenhouse gas pollution from the oil and gas sector.”*®

Alberta has more than one-third of Canada’s carbon emissions —larger
than any other province. The oil sands are the fastest growing source of in-
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dustrial carbon emissions in Canada. Alberta’s GHG emissions swelled by
37% from 1990 (the Kyoto benchmark year) to 2007. They are projected to
triple by 2020 from 2005 levels.'#

Average greenhouse gas emissions for bitumen extraction and upgrading
are estimated to be 3.2 to 4.5 times as intensive per barrel as for conventional
crude oil produced in Canada or the United States.’* And on a well-to-wheels
basis —adding in refining, transportation, and combustion — bitumen emis-
sion intensities are between 8% and 37% higher than conventional crude.”

Alberta’s climate plan, introduced in 2008, seeks to reduce carbon emis-
sions by half of what it calculates to be “business as usual,” that is, in lieu
of government action. However, this translates into just a 14% absolute re-
duction in emissions below what they were in 2005. Recall that Canada has
agreed to an 80% reduction in annual emissions by 2050.

A major part of its plan is a partial carbon tax, called the Specified Gas
Emitters Regulation, which applies only to large emitters. Emitters that don’t
meet government emissions intensity targets are required to pay a $15 per ton
levy, either to Alberta’s Climate Change Management and Emissions Fund,
or purchase offsets. The tax has major flaws. Coverage is only 50% of the
economy; emitters are only responsible for the last 12% of their emissions;
and the option of purchasing offset credits is of dubious quality as an in-
centive for GHG reductions.” Finally, the tax is far too low to be an effect-
ive incentive for carbon emission reductions, and the government shows
no sign of wanting to raise it. For example, carbon capture costs in the oil
sands start at $75 per ton.'s3

Like Norway, the Alberta and federal government are putting major re-
sources into carbon capture and storage (CCSs) as a solution to carbon emis-
sions from large power sources. Unlike Norway, however, Canada and Al-
berta have factored in reductions from as yet unproven ccs technology as
a major part of their 2020 Copenhagen commitments. Under current condi-
tions, ccs is of questionable economic viability, has potentially significant
safety and environmental side-effects, and any benefits that could mater-
ialize are years away, certainly not before 2020.

The Alberta government created a $2 billion fund for ccs projects, and
the federal government committed another $526 million. They selected four
large-scale ccs projects. One of these, Transalta Corporation’s project at its
Keephills-3 coal-fired power plant, was shut down in April 2012. Both gov-
ernments had committed almost 60% of the funds for this project. The rea-
son the company gave for closing it was that the price of carbon was too
low to make the project viable.’s* Moreover, because the federal government
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abandoned its plan to set up a cap-and-trade system, the company had no
way to sell emissions credits. In October 2012, Shell announced that it was
proceeding with its Quest ccs project at one of its oil sands facilities, al-
most two-thirds of which is funded by the Alberta and federal governments.

Carbon capture and storage by 2020 is expected to account for 60% of
the carbon reduction commitments outlined in the Alberta climate plan. At
best, these four projects would reach only one-sixth of their ccs target.>

This massive infusion of public funds into helping hugely profitable pet-
roleum companies develop ccs technology is not even remotely matched
by support for conservation, renewable energy, or energy efficiency. More-
over, it is highly unlikely that existing ccs projects will even come close to
meeting Alberta’s climate targets for 2020 and beyond.

According to Professor Angela Carter of the University of Waterloo —who
has studied the environmental policies of Alberta as well as other oil pro-
ducing provinces and U.S. states — Alberta’s environmental regulation pro-
cesses and institutions favour rapid oil development and do not meaning-
fully restrain the resulting environmental impacts.s® Her research suggests
that the Alberta environment ministry has inadequate resources and staff
to monitor and enforce regulations. Public consultation is ineffectual, and,
even where adequate, is unheeded on oil sands projects. Overall, the inter-
ests of Alberta Energy and those of the lead oil sands regulator, the Energy
Resources Conservation Board (ERCB) — both closely aligned with the oil and
gas industry — have consistently overridden any concerns raised by the Al-
berta environment ministry on oil sands decisions.

University of Alberta Professor Ian Urquhart describes the ERCB, which
is funded in part by the oil industry, as a “captured agency,” especially with
regard to what it considers relevant values, ignoring all but economic de-
velopment, and restricting who can participate in its hearings.!s®

Carter concludes: “Taken together, these trends — consideration of en-
vironmental impacts that is poorly timed and weakly integrated into the de-
cision-making process on tar sands projects, alongside important regulatory
and analytical gaps — constitute a fragile system of environmental regula-
tion that has served the interest of short-term profit maximization for the
energy corporations.”*

The government’s revenue needs and the profit imperatives of the com-
panies make a formidable combination. The government encourages rap-
id oil sands development through favourable tax and royalty regimes. The
companies reinforce this approach by lobbying the government for more
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TABLE 5 Comparing Norway and Canada-Alberta: Climate Change

Norway

Canada-Alberta

Norway’s carbon emissions per capita are half of what they are
in Canada.

A leader on climate change issues.

Met its Kyoto commitments. Its Copenhagen carbon reduction
commitments are the most ambitious in the industrial world.
Plans to be carbon neutral by 2050 or sooner.

Recently doubled its carbon tax to $66 per ton, and participates
in the European carbon trading emissions regime.

Tough environmental regulations govern the exploitation and
transportation of oil and gas.

If Alberta were a country it would have the highest per capita
emissions in the world along with Qatar.

A climate laggard.

Compared to commitments of 6% below 1990 levels, was 24%
above 1990 carbon levels in 2008. Withdrew from Kyoto and
its Copenhagen commitments are much weaker and almost
certainly will not be met. Rapid development of the oil sands
takes precedence over climate concerns. Alberta’s plan aims to
reduce emissions by just 14% below 2005 levels by 2050.

Federal government refuses to implement a carbon tax or a cap
and trade system for carbon emissions. Alberta’s $15 partial
carbon tax is extremely low and ineffective.

Alberta’s environmental regulations don’t meaningfully restrain
the environmental impacts of rapid oil sands development. The
environment department lack sufficient resources to effectively
enforce regulations. The federal environment department has
been gutted as has the federal environment regulation and
review system.

subsidies and weaker regulations to maximize their returns. Both promote

the benefits of the industry and defend against criticism.*¢°
Andrew Nikiforuk, in his 2008 book Tar Sands: Dirty Oil and the Fu-
ture of a Continent, exposes the revolving door between politicians and the

oil industry and shows how government agencies at both the federal and

provincial levels have been transformed into cheerleaders for the industry.

Both the federal and Alberta governments, as well as the oil industry,

have spent millions on campaigns at home and abroad to moderate Al-

berta’s “dirty oil” image and Canada’s status as a climate rogue state. Al-

berta has an office at the Canadian embassy in Washington whose main pur-

pose is to promote and defend oil sands development. The Canadian and

Alberta governments have lobbied hard against the EU’s fuel quality direc-

tive in an effort to prevent it from becoming a precedent for other countries.

The Canadian Association of Petroleum Producers (CaPP) has also under-

taken a massive media advertising campaign extolling the economic bene-

fits to Canada of oil sands development and the companies’ alleged good

environmental record.

The oil industry has maintained its influence on Alberta politics since

the beginning of the oil era. Its power rests on the government’s depend-

ence on petroleum revenues for its stability. As non-oil taxes have shrunk,

The Petro-Path Not Taken 61



62

the government has become more accountable to the companies than to the
electorate, and can more easily brush aside popular concerns over the so-
cial and environmental effects of oil sands development, calls for a greater
public share of oil revenues, and demands for more transparency and pub-
lic accountability. It is not a coincidence that voter turnout in the most re-
cent elections have been the lowest in Canada.

The corporations’ power also resides in their ability to finance — or with-
draw election campaign financing from — the governing party, depending
on the degree to which it supports business—friendly policies. Alberta’s lax
election spending laws —no spending limits and generous allowances for
corporate donations —have given the industry huge leverage to influence
elections and the direction of provincial oil policies.

With the arrival of the Harper Conservatives, oil company influence in
the federal domain has been greatly enhanced.

A report from the Polaris Institute found that during the year ending
September 2012 at a time when the government was formulating and imple-
menting its plans to gut environmental regulations, representatives of pet-
roleum industry — led by the Canadian Association of Petroleum Producers
(carpr)—held 791 meetings with members of parliament and senior bureau-
crats. Of these, 52 meetings were with Cabinet ministers, including with the
natural resources, environment and finance and foreign ministers. During
the same period ministers met with an environmental lobbyist just once.*®*

This degree of access to the highest levels of government translates into
enormous influence over public policy. By this measure Canada has taken on
traits of a classic petro-state wherein private interests trump the public good.
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Conclusion

CANADA IS A complex nation: vast, decentralized, and with powers div-
ided between federal and provincial governments. The scope for apply-
ing the lessons from Norway is constrained by the institutional, structural,
and cultural differences between the two countries. Canada’s management
of its petroleum wealth compared to Norway’s is clearly the petro-path not
taken. Nevertheless, lessons can be drawn from the Norwegian experience.

Through its actions and inactions, federal policies are fostering unbal-
anced development, with the petroleum benefits concentrated in Alberta
and the costs concentrated in the manufacturing regions. Petrodollar recyc-
ling mechanisms are not mitigating these imbalances, but instead are re-
inforcing inequality among persons (including in Alberta) and provinces.
Through its actions and inactions, Canada’s federal government is shirking
its climate responsibilities.

For years, foreign and domestic petroleum interests have appropriated
a disproportionate share of the petro-wealth and blocked effective carbon
reduction measures. It is time for Canadian governments to heed the Nor-
wegian example and reclaim control of the petroleum industry.

It is also time for governments at both levels in Canada to recognize that
inequality and climate change issues can only be solved through collective
action — through bold public policy initiatives. Failure to act will only ex-
acerbate tensions within the federation and could ultimately create a na-
tional unity crisis. Inaction will also hasten Canada’s arrival at the brink of
the climate cliff.
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Finally, it is worth noting that the North American petroleum landscape
is changing rapidly. The International Energy Agency is projecting that the
U.S. oil production will almost triple by 2035. This could lower the price of
crude oil, reduce U.S. demand for Alberta bitumen and thus affect oilsands
expansion plans. In addition, there is uncertainty regarding transportation
by pipeline of bitumen to Asian markets, either via the Pacific (Enbridge) or
the Gulf of Mexico (Keystone). Moreover, a cross-Canada pipeline to the At-
lantic would have to gain approval from the Quebec government.

This is all the more reason for federal and provincial governments not to
leave things to the whims of the market, but rather to collaborate on a long-
term plan to manage the bitumen development and its economic effectsin a
balanced way: one that achieves responsible carbon reduction targets and
mitigates interprovincial income disparities.

Many specific policy measures are available to the Canadian and Alberta
governments to improve their management of petro-wealth. What follows
is not a comprehensive blueprint, but rather a series of preliminary meas-
ures that could help put Canada on the right path.

National Energy Security

e The federal government should be preparing for the transition to a
low carbon economy over the long term. In the interim, it should be
leading efforts to achieve oil security for eastern provinces which are
heavily dependent on insecure or declining sources of imported oil.
It is unacceptable that in a major exporting country, an entire region
continues to be burdened by oil insecurity.

¢ To ensure that production and distribution of bitumen to eastern
provinces is part of a clearly defined and timed transition strategy
from oil dependency to a renewable energy future, a surtax should
be applied (e.g. based on the difference between the lower cost of
Alberta bitumen and the higher cost of current oil imports) with the
revenue generated by the surtax earmarked exclusively for public
investments in renewable energy development in the eastern prov-
inces. Such a plan would have clear phase-in and phase-out period.¢2
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Fiscal and Monetary Policy

e Moderating the pace of bitumen development would reduce upward
pressure on the dollar and therewith the inflow of foreign direct in-
vestment. It would also ease labour and materials shortages which
have pushed up inflation in Alberta.

A financial activities tax on financial sector profits and small levy on
equity transactions through the Tsx would strengthen federal fiscal
capacity and help limit speculative pressure on the dollar.

The Bank of Canada should take steps to target the dollar in a range
closer to its true purchasing power value.

e The federal government should create a resources saving fund into
which would be placed part of the proceeds from an excess profits
tax on the windfall gains from petroleum and other non renewable
resource price rises. Part of its capital would be invested outside the
country in accordance with prudential considerations and as a cur-
rency stabilization mechanism to mitigate Dutch Disease effects.'3
As the Fund grows, the return on these assets could be used for do-
mestic investment in public infrastructure and social programs.

¢ The federal government should begin to rebuild its fiscal capacity,
which has deteriorated over the last 12 years, through a variety of
tax measures, phased in as the economy strengthens.

Alberta should also strengthen its tax base, bringing its income and
sales taxes into line with other jurisdictions. This will help cushion
provincial finances from fluctuations in oil and gas revenues and
also dampen inter-provincial tax competition which has put pres-
sure other provinces to lower their taxes.*%

¢ The provincial government should greatly increase the share of pet-
roleum revenues allocated to the Alberta Heritage Fund, and use
the return on Fund investments to finance infrastructure and so-
cial programs.

Sector Development

e The federal government should establish a system of sector develop-
ment councils across a wide range of goods and services sectors.'s
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Comprised of major business, labour, government and academic
stakeholders, they would develop comprehensive strategies in key
tradeable sectors, as well as immediate measures to address current
challenges and opportunities. This approach would be consistent
with the more collaborative Norwegian model.

Both provincial and federal governments should encourage the de-
velopment of domestic value-added activities related to resources.
Far too much of our petroleum and other resources are shipped out
of Canada in unprocessed or minimally processed form. The case of
bitumen illustrates a general problem, i.e., that disproportionately
large value-added and job benefits are being captured south of the
border compared to the rest of Canada.

Both governments should implement tax and industrial policy meas-
ures to enhance Canadian value-added activities related to petrol-
eum, and indeed to all resource sectors. This could include gov-
ernment business innovation and R&D initiatives that enhance the
sustainability of resource activities, and encourage linkages to up-
stream and downstream activities. They should better coordinate
skills training with industry needs.

Trade and Investment

e The current debate over the takeover of Nexen by Chinese state-
owned oil company cNooOC has highlighted the need to strengthen
the foreign investment review process, not just for state-owned en-
terprises, but for foreign private takeovers as well. It requires a much
clearer definition of the net benefit test and the performance meas-
ures used to evaluate net benefit to Canada. Strategic sectors where
foreign control is limited should also be identified. Energy should
be one of these.

e Regarding exports, the priority should be on upgraded and refined
products. National energy security should take precedence. Thus, ex-
ports to the U.S. should be stabilized and production growth should
be redirected to Eastern Canada.
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Appropriation of Petroleum Wealth

e The federal government should appropriate a larger share of petrol-
eum wealth by imposing a Norwegian-style excess profits tax — over
and above the general tax — on petroleum companies. (This could
also be extended where appropriate to mining companies.) It should
also cut the generous petroleum development tax breaks that further
drain the federal treasury and accentuate regional fiscal imbalances.

e The Alberta government should boost its share of the petro wealth by
increasing royalties and reversing its corporate tax cuts. It should also
commit, as the OECD recommended, to establishing strict rules for al-
location and withdrawal of petro-revenues into the Alberta Heritage
Fund to prevent backsliding. Contributions to the fund could be de-
ducted from the equalization calculations of Alberta’s fiscal capacity.

Interpersonal Income Inequality

e The federal government should improve the equity of inter-person-
al petrodollar recycling mechanisms by making the personal in-
come tax system more progressive, especially at the very top end. It
should also reverse the tax cuts, notably on capital gains; eliminate
tax breaks on stock options and dividends; and remove a variety of
tax shelters that disproportionately benefit the very richest mem-
bers of Canadian society.

e Temporary foreign workers should have access to the same effect-
ive labour rights and protections as Canadian workers generally,
and should be allowed to apply for permanent residency. The bulk
of labour shortages should be met through the regular immigration
channels, through in-migration of skilled and unskilled workers from
other provinces, and through training and other support measures
for the 1.4 million unemployed workers in Canada, with emphasis
on First Nations communities. The federal government should wind
down the Temporary Foreign Workers program. Stronger wage floors
are required to prevent wage suppression-type competition.
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Inter-Provincial Inequality

e The federal government has a constitutional obligation to reduce
fiscal disparities among the provinces through its equalization pro-
gram. These disparities are at unprecedented levels and rising rapid-
ly. Successive government changes have made the program less able
to fulfill its mandate. The federal government has the responsibility
and the power to deal with the consequences of this development
for the well-being of the federation.

The federal government should use its increased fiscal capacity, in-
cluding a greater federal share of petroleum wealth, to strength-
en federal-provincial health and social transfers, and especially
the equalization program. The current GDP ceiling needs to be lift-
ed and the equalization formula needs to revert to a national stan-
dard and changed to include all resource revenues, with the excep-
tion of those revenues that are put into a savings fund. This will help
mitigate the asymmetries caused by the concentration of oil wealth
in Alberta and ensure that the petro-boom benefits all Canadians.

Climate

As a major petroleum producer and exporter, Canada has a special obliga-
tion to take serious steps to establish its credentials as a leader in the world-
wide effort to lower greenhouse gas emissions. To that end, both govern-
ments should:

e Slow the pace of bitumen development to limit the environmental
and social damage;

e toughen environmental regulations and enforce existing regulations
covering oil and gas extraction and transportation;

e put a meaningful price on carbon, as Norway does, through a car-
bon tax and/or a cap-and-trade system;

e eliminate generous tax subsidies to the bitumen industry; and with
these revenues, Canada and Alberta should collaborate on a fund
to encourage and promote carbon reduction activities, research and
development on renewable energy, public transit, and other activ-
ities to hasten the transition to a low carbon economy;
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¢ make carbon reduction and adaptation activities an integral part of
Canada’s international assistance program; live up to its Copenhagen
commitments, along with other leading industrialized nations, to
fund developing country climate change initiatives;

e taking a cue from Norway’s ambitious plan to become carbon neu-
tral, federal and provincial governments should develop their own
plans for the transition to a low carbon society, with realistic meas-
ures to achieve these goals;'®

e as renewables gradually replace fossil fuels, our governments should
be putting in place “just transition” training and other strategies to
enable affected workers to move into green energy and other sec-
tors of the economy.

Building a National Consensus

The federal government, in conjunction with the provinces, territories and
First Nations governments, should convene a pan-Canadian consultation on
energy policy and its impacts on national economic prosperity, inequality,
and climate issues. Norway has been successful in building a public consen-
sus around petroleum policy. Canada’s federal government needs to take a
leadership role in building public consensus around a long-term national
energy plan that would break the cycle of interminable federal-provincial
bickering. “Letting the market decide” will only make inequality worse and
bring the looming climate crisis closer. Doing nothing, on the grounds that
Canada is too decentralized and fragmented a federation for such a policy
to succeed, is also a cop-out.

The federal government should do its best to avoid an NEP-type heavy-
handed approach that would breach provincial jurisdiction. Collaboration
is always preferable to confrontation. At the same time, it should not refrain
from exercising its own jurisdictional responsibilities. Albertans, as Peter
Lougheed once said, are Canadians first. It is the role of the federal govern-
ment to uphold the national interest, which transcends regional interests.

Canadians, John Ralston Saul writes, are united by a concept of citizen-
ship rooted deep in our nation’s history that embraces fairness and inclu-
sion, (and I would add, respect for the environment.)*" If this concept is to
apply to Canada as a whole and not just on province-by-province basis, then
these very difficult challenges must be addressed head-on.
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