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Summary

THIS PAPER IS AN INVENTORY OF EXCITING POLICY IDEAS — SOME POLICY “STICKS”,
but mostly policy “carrots” — for encouraging new investment in BC’s resource sector. Instead of a piece-
meal approach, what is needed is a comprehensive strategy for getting investment — from many places and
in different forms — to move the resource sector towards a more viable 27d responsible position.

Investment is crucial in any industry. It is a prerequisite for job creation and productivity improve-
ments. New investment is also necessary if BC’s resource sector is to adopt new environmentally-friendly
technologies and move up the value chain, thereby providing resource-dependent communities with
both economic stability and environmental sustainability.

When corporations mount campaigns to protest what they call government intervention, they often
do so by using the media to “inform” the public about government intrusion into the business world
generally, and the activity of the markets more specifically. One of the more unfortunate consequences
of this activity is that the public, in whole or in part, begins to believe that government is nothing but a
nuisance to business.

The investment strategy outlined in this paper challenges BC’s resource corporations to enter into a
new social contract with British Columbians, by working cooperatively with the government that rep-
resents them. This approach concedes that there are changes government can make in order for resource
corporations to more effectively operate in this province. However, it also argues that corporations have
responsibilities too.

But a new approach also involves looking for alternatives to the present industrial and investment
structure. BC must develop alternative sources of investment. The more options a government has to
choose from with respect to managing its resources, the more bargaining power it has with each entity
wanting a piece of those public resources.

Recent investment patterns

The resource sector in BC was plagued throughout the 1990s by a lack of investment. Forest companies
have invested just enough to counter the depreciation of their aging machinery. Opportunities to be-
come more efficient and productive in pulp and to move up the value chain in solid wood have been
foregone, leaving the industry in an uncompetitive and unstable position compared to forest companies
elsewhere in Canada and abroad.

Metal mining companies have dramatically reduced their exploration expenses. Some, like Placer
Gold, have pulled out of the province altogether, preferring to invest in existing mines in locations like
Chile, with dubious environmental and labour records.

The trend in the commercial salmon fishery has been towards consolidation of the fleet and invest-
ment in salmon aquaculture. The major salmon farmers in the province — including BC Packers, one of
the “big three” wild salmon fishing companies — are now multi-nationals that have turned their invest-
ment dollars towards operations in Chile, Norway, and the U.S.
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Results of the investment slowdown

The slowdown in investment is unsettling for several reasons. The first is that real investment — invest-
ment in physical things like machinery and buildings rather than stocks, bonds, and other paper invest-
ments — leads to increases in productivity. And productivity gains across an economy eventually translate
into job growth.

A second result of the decline in investment is that BC is still too dependent on basic commodity
production: lumber, pulp, salmon, gold, and copper. Yet value-added production in fish and forest
products is the only way to sustain growth on a fixed resource base. Non-renewable resources like metals
can only be made more renewable by taking advantage of their durability through reusing and recycling
them. In BC, we have not sufficienty engaged in any of these activities by failing to invest in the
manufacturing and marketing of value-added products.

Finally, there has not been enough investment dedicated to becoming more environmentally sustain-
able. On top of environmental performance, investment in resource use efficiency and “clean produc-
tion” can lead to cost savings and an opening-up of markets for environmentally-friendly products.

Towards a new investment strategy

The policy ideas presented in this paper are intended to re-capture the wealth generated from our public
resources and put it back to work accomplishing the goals outlined above: increased productivity and
innovation, a commitment to value-added production, and greater environmental sustainability. Most
people, including corporate executives, acknowledge that there has been a lack of investment in British
Columbia. However, the investment strategy that is outlined in this paper is not the one generally cited
in our daily newspapers — namely tax cuts and decreased regulation. Government can assist resource
corporations in fulfilling their objectives, but government concessions should never be a blank cheque.
If corporations argue that decreased taxes or lower resource rents will lead to increased investment, then
any concession must be tied to an ironclad commitment that industry will make those investments.

This paper also reminds policy makers that there are other potential investment players besides the
large corporate sector who can develop natural resources and create wealth and stability for resource-
dependent communities. Communities themselves, co-operatives, workers, the small business sector,
First Nations bands, and public finances can all be a source of investment capital, and are frequently less
willing to compromise the long-term ecological integrity of BC’s natural systems or the health of the
people of the province.

Policy alternatives

The policy alternatives proposed in this paper would go a long way in generating new investment in
BC’s resource sector. Some ideas are specific to one resource sector, while others apply to several natural
resources.

In order to increase investment in value-added wood products, the provincial government should:

* ban the export of raw logs from Crown land;

* provide tax credits to forest companies investing in value-added production, with the revenue
coming from increased stumpage rates; and

* make more wood available to small firms wanting to manufacture value-added products by re-
forming the Small Business Forest Enterprise Program and establishing more log yards.

Canadian Centre for Policy Alternatives




Pulp mills can be encouraged to meet Zero-AOX regulations (eliminating chlorinated toxins from their

effluent) and become closed-loop by:

providing low- or zero-interest loans to pulp producers wanting to invest in closed-loop technology;
and

extending the deadline on the Zero-AOX Law (with a firm end date), but implementing a tax shift
policy that increases the cost of AOX emissions, with revenues used to give tax credits to companies
investing in compliance.

For reasons of social justice and putting an end to uncertainty in BC, the provincial and federal govern-

ments should:

negotiate interim agreements with First Nations people and, as part of treaty settlements, provide
them with resources to develop forestry plans and market ecologically-friendly forest products.

In fisheries, the two levels of government should work together to:

implement a progressive royalties system in all fisheries, with the revenue being used to diversify
fishing economies and develop and market locally-based, sustainable fish products.

The province should also:

mandate a future ban on open net fish farms and — in the interim — implement a tax shift policy that
increases fees for open pen licenses and grants tax credits for the purchase of closed containment

technology.

In order to generate a more sustained flow of capital from non-renewable resources, the provincial

government should:

establish a trust fund by pooling a portion of resource royalties and taxes from oil, gas, coal and other
mining operations, with the capital used for economic development projects within the province;
and

amend the Mines Act so that companies developing a non-renewable resource must pay a commu-
nity transition bond, to be used by the community and workers for transition once the project is
completed.

Finally, a diverse array of policy mechanisms can be used to generate investment. These policies include:

establish a Provincial Resource Investment Bank to collect revenue from various resource activities
and BC investors, and extend favourable financing to investment projects evaluated through a trans-
parent, competitive bidding process;

pass enabling legislation for communities to develop economic development plans, and help com-
munities acquire the capacity to realize them;

establish performance requirements for companies receiving government grants or subsidies, with
penalties (a requirement to pay back the grant or subsidy with interest) for companies that fail to
meet those requirements;

implement policies that facilitate and encourage the development of employee share ownership
plans in BC companies.

This list is not exhaustive. These and other policy ideas are elaborated upon in Re-Capruring the Wealth.

All are hopeful and realizable policies that together form a compelling investment strategy to reinvigorate

BC’s resource sector.
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Origins of the CCPA
Resource Economics Project

RE-CAPTURING THEWEALTHIS THE THIRD IN A SERIES OF CCPA STUDIES AND POLICY BRIEES
dealing with the economics of BC’s resource sectors. This report is a follow up to the first publication,
Follow the Money: Understanding the Crisis in BC’s Resource Sector. As the name implies, the first study
documented the social and economic instability of BC’s resource sector in the 1990s. It also argued that
the crisis occurred partly due to reluctance by resource corporations to adequately invest in their BC
operations. Re-Capturing the Wealth builds on that analysis by providing an inventory of policy alterna-

tives to reinvigorate investment in BC.

The Resource Economics Project began when the Centre’s BC Office was approached by a coalition
of labour and environmental groups meeting under the auspices of the Vancouver and District Labour
Council (VDLC) Environment Committee. This coalition requested that our Centre undertake re-
search into BC’s natural resource sector. Attracted by the Centre’s solid research reputation, these organi-
zations asked the CCPA-BC to conduct an economic analysis of BC’s resource sector, with the hope
that the resulting research may help to move the public policy debate beyond the jobs-versus-environ-

ment dichotomy. The CCPA agreed and the Resource Economics Project was born.

The CCPA established an advisory group for the project, with representatives from many of BC’s
most prominent environmental groups, resource unions, and the First Nations Summit. The advisory
group has been an invaluable source of understanding and analysis, and our project, in turn, has pro-
vided a unique meeting place for these different organizations to share information, exchange policy
ideas, and begin to find common ground in the long-term search for more stable and secure resource
communities. Early on, the advisory committee identified investment as an area of particular interest,
specifically how investment can be captured to ensure that the wealth generated from BCs resources is

re-directed towards the future economic and environmental well-being of all British Columbians.

Dale Marshall has been the resource policy analyst since early in 2000 and authored all three pub-

lished reports.
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Introduction

THE DEEPLY ROOTED PROBLEMS OF BRITISH COLUMBIA'S RESOURCE SECTOR WERE
investigated in an earlier CCPA publication, Follow the Money: Understanding the Crisis in BCs Resource
Sector.! The report found that international factors — mostly low prices for many commodities — not BC
resource policies, were to blame for the economic and social instability that occurred in the 1990s in
much of BC’s resource-dependent communities. A second conclusion from the report was that corpo-
rations exacerbated the problem by investing in increased commodity production elsewhere in the
world, rather than moving up the value chain here in BC. This happened in forestry, mineral mining,

and salmon aquaculture.

Despite the global nature of many companies’ poor performance, corporate executives waged a
media campaign against the last provincial government to “streamline” environmental protections
and reduce corporate taxes, and demanded more “flexibility” from their workers. The government,
on the defensive, reacted in piecemeal fashion by rolling back some regulations and keeping others in
place, decreasing industry costs when pressure mounted. Yet resource corporations are still not mak-
ing sufficient investments in the right areas, such as becoming more productive and efficient, moving
up the value chain, applying new environmental technologies, and improving environmental per-

formance.

Some of the concessions that resource corporations are requesting of the provincial government
are valid — they can help to increase efficiency and profitability without compromising the sustainable
management of our resources — and need to be considered by political decision-makers. But the first
important theme to emerge from this paper is that concessions from government cannot be a blank
cheque. A healthy resource sector can only be realized when policies require that profits be re-invested

in BC. In short, governments must enter into a broader social contract with industry.

A second theme is that the provincial government must use the public resources it has within its
control to strike a better deal with industry. Government must take seriously the social contract that
it has with its citizenry, and ensure that they are the main beneficiaries of economic activity in the
province. This is not, of course, the strategy spoken about in the boardrooms of this province or
written about on the pages of our newspapers. It is a different type of strategy, one that encourages
active government participation rather than the laissez-faire approach of letting markets determine
the management of our natural resources. This strategy must challenge corporations to make neces-
sary investments, but must also consider alternatives to waiting for them to act. An alternative strat-
egy must involve creative policy tools for fostering investment from many sources — private sector,

public sector, co-operatives, First Nations, and communities.
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Which leads to the third major theme of this paper: for governments to bargain effectively with
industry, they must have other options — namely a more comprehensive policy approach to invest-
ment and economic development. Too often governments assume — to the benefit of industry players
— that transnational corporations are the only potential source of needed investment. Government
must think outside the box, realize that investment can come from many places, and let transnational
corporations know that they are not the only game in town. There are social pools of capital that can
be tapped to produce required investments. Communities, co-operatives, First Nations, small indus-
try, even workers themselves acting collectively are all sources of capital that can be supplemented
with public investment to create vibrant but responsible resource sectors. The provincial government

should foster investment from those actors in order to broaden its economic development strategy.

The fourth and final theme has to do with sustainability. Being dependent on investment from
transnational corporations that expect a greater than 12% rate of return is clearly unsustainable. We

need an investment regime that gives us more options than this model of commerce.

From a government’s perspective, investment policy is key to meeting the public policy goal of
economic development and job creation. This is because, traditionally, provincial governments have
economic development goals and strategies but no investment policies, whereas companies have
investment strategies but no economic development plans for the communities in which they oper-
ate. Governments need to bridge this divide between the public and private benefits of investment. In
this context, the argument that governments should stay out of the private sector in order for invest-
ment and innovation to occur is false. The corporate sector needs government, and the state is deeply
involved in the success of resource corporations. Instead of a race to the bottom, investment can and
should occur within a system that also takes into account important social factors such as jobs, social
programs, and environmental protection. In fact, a healthy economy is one that creates prosperity

and meets the social needs of its citizens.

This paper, a follow-up to Follow the Money, is an inventory of hopeful and realizable policy
alternatives for re-capturing the wealth generated from our public resources, and putting it back to
work higher up the value chain. Some of the ideas are policy “carrots”, while others are “sticks”. All
would have the result of increasing community economic, social, and environmental security on a

resource base.
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SECTION

1 Why does
Investment matter?

10

We hear a lot about investment and what is re-
quired to obtain it. Investment is central to the
functioning of an economy. It increases produc-
tivity and economic growth, produces more and
better jobs, and increases prosperity. But it is worth-
while to take a look at the cause and effect rela-
tionship of these various economic outcomes.

First, we must define what investment is and
what it is not. It is spending money on the pro-
duction of goods and services in order to create a
flow of products for consumption. Essentially, it
means foregoing some present wealth to build the
potential to create more wealth in the future.

In his book Paper Boom, economist Jim
Stanford points out the difference between what
he calls “real” investment and financial invest-
ment.” He defines real investment as investment
in the purchase or construction of physical things:
tools, buildings, machinery, and raw materials.
Because what the company or individual is buy-
ing is an actual physical entity, it requires not only
people to conduct the transaction, but also to build
and deliver it. The implications for economic ac-
tivity, including job creation, are significant.

By contrast, financial investments involve the
buying of stocks, bonds, or mutual funds by com-
panies and individuals. These transactions are in-
tended to facilitate real investment, by channeling
people’s savings into the hands of companies and
providing them with needed capital. Unfortu-
nately, too often that capital is used for either
speculation or to make other financial investments,
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like merging with or acquiring other corporations.
These simply involve a transfer of wealth from
one entity to another, with no money going to-
wards the purchase of anything real. This type of
paper investment delivers very little in terms of
real economic progress.® As will be seen in Section
1.5, BC’s resource companies have been much
more active with respect to financial investments
than they have been with real investment, espe-
cially investment that goes beyond simply replac-
ing old or failing machinery and infrastructure.

1.1 The productivity edge

The reason businesses make real investments is in
order to make profits from that investment. For
existing operations, a big part of real investments
involves becoming more productive. Productiv-
ity is essentially the turning of inputs — raw mate-
rials, labour, and physical infrastructure — into
outputs, the goods or services produced by the
business, for consumption. By investing in newer
equipment, a business can become more efficient
at using raw materials so there is less waste (of
materials and of capital required to purchase these
materials), can make workers more effective at
performing their tasks, or change the production
process to one requiring less time, energy, or raw
materials. The overall goal is to increase outputs
or decrease inputs or both.

In general, more capital-intensive operations —
businesses that have made more real investments
— will be more productive, leading to economic




growth for the firm and, potendally, higher wages
and salaries for its employees.* In fact, economet-
ric analyses — which use sophisticated economic
models to determine cause and effect relationships
— show that differences in the capital intensity of
various firms explain the majority of their differ-
ences in productivity and the majority of their dif-
ferences in earnings.’ In other words, the more
capital a firm invests in its activities, the greater its
productivity and profits.

1.2 Growth and jobs

At the level of provincial or federal economies,
economic growth creates new employment.® In
North America and much of the western world,
this was most evident in the immediate post-World
War II period, when economies and the number
of jobs grew at astounding rates. Since the 1960s,
however, the rate of economic growth (and the
rate of job growth) has continued to decline.

What is interesting about the 1990s is that the
economic expansion that happened in Canada
through much of the decade (until 1997 or so)
did not result in the expected level of job growth.
Part of the explanation has to do with high inter-
est rates, especially in the first part of the decade.
But another big reason is that firms operating in
Canada have focused more on making financial
investments — in the form of acquisitions, take-
overs, and mergers — foregoing the job-creating
impact of real investments. Foreign take-overs of
Canadian companies have also been on the rise.
The increased capital mobility brought on by free
trade in all its incarnations has certainly facilitated
these developments. The deregulation and explo-
sion of financial markets also played a role, mak-
ing paper investment more attractive than real
investment. Meanwhile, company executives re-
alize the public benefits of real investment — a
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strong economy and employment growth — and
so they press governments for concessions in ex-
change for their investment dollars.”

Governments can respond to this pressure in
several ways. One approach would be to heed the
demands of businesses and investors and move
toward a “business-friendly” investment climate,
by cutting regulations and corporate taxes or fur-
ther liberalizing the economy. By doing this, gov-
ernments hope that businesses will take the in-
creased revenues that flow from these changes and
make real investments. However, the result of this
leap-of-faith approach is often higher returns for
financial investors, not a boost in real investment
or increased employment.® In fact, some econo-
mists argue that the cause of mass unemployment
is an increasingly unregulated, internationalization
of the economy and governments’ focus on mak-
ing their domestic firms more competitive over
the social goals of full employment and the in-

vestment required to attain it.”

Governments have alternatives at hand. Because
investment brings such important public benefits,
governments need to take an active role in pro-
moting investment spending. In essence, invest-
ment is too important to be left to self-interested
businesses and investors.

With respect to BC’s resource industries like
forestry, fisheries, and mining, both labour un-
ionists and environmentalists are understandably
nervous when discussing productivity and growth
as the goals of investment. For people working in
these industries, which rely on finite supplies of
natural resources, increased labour productivity
means a loss of jobs.! For the same output, in-
creased labour productivity necessarily means less
employment. Productivity increases in the early
1990s, for example, meant massive job losses in
BC sawmills. For advocates of environmental pro-
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tection, growth means that more of BC’s cher-
ished natural spaces and wildlife are consumed by
industrial activity and that more water and air
pollution result in higher risks to human health.

So long as our resource companies exist within
a capitalist economy, however, the solution to these
dilemmas is not to stop investing and growing,
Rather, the solution is to generate more economic
activity from the same limited resource — that is,
to invest in manufacturing more, higher value-
added products within BC, in a more environ-
mentally-friendly manner.

1.3 The value in value-added

Value-added production is possible in many of this
province’s resource sectors including forestry, fish-
eries, mining, and energy. We seem to hear about
it most in the forest industry, likely because the
possibilities are so rich in this sector. One sub-
sector of value-added forest products is secondary
manufacturing in the solid wood industry. This
includes remanufacturing, millworking (making
doors, windows, and moulding), and making en-
gineered wood products, cabinets, furniture, pal-
lets/containers, and other wood products. Detailed
analysis of forest sector manufacturing shows that
greater economic activity and greater employment
result from producing higher valued products.
Secondary manufacturing also produces more fa-
vourable returns compared to the primary forest
industry.'? This is especially true during years like
1998, when the price of forest-related commodi-
ties like lumber are low.”® These reasons are why
we have had the continued — yet largely ignored —
call from both the labour and environmental com-
munities for resource corporations to move up the
value chain. If we are to have a successful and sta-
ble resource sector, this must become a major goal
of our province’s investment policy.

Some forest companies with operations in BC
do engage in value-added production; they just
don’tdo it here in BC. For example, Weyerhaeuser
has a large research and development facility in

Re-Capturing the Wealth

Tacoma, Washington but none in BC. Daishowa
produces and uses BC pulp to manufacture paper
in Japan. Not surprisingly, the U.S. and Japan re-
spectively are where those forest companies are

based.

Another objective that can be embraced by dif-
ferent stakeholders, including business, is resource
use efficiency and “clean production”. Efficiency
gains and the use of cleaner processes can often
lead to cost savings due to less reliance on costly
material inputs or pollution abatement technolo-
gies." It also opens up new markets for environ-
mentally-friendly products. There is growing evi-
dence that environmental sustainability does not
need to come at the expense of jobs or competi-
tiveness. These types of innovations, however, do
require investment, in this case in both the research
and development of new technologies and the
purchase of new equipment. Though the required
investment is sometimes made for other reasons
(e.g. to reduce costs), often what is required is the
push of environmental regulations, a policy tool
that business interests are, unfortunately, often
strongly opposed to.

One development that brings together in-
creased environmental responsibility and the so-
cial and economic benefits of value-added is eco-
certification. Eco-certification has had a much
higher profile recently in both British Columbia
and Canada and is being increasingly embraced
by our resource industries. This trend is most de-
veloped in the forest industry, but is also present
in fisheries, and is slowly gaining momentum in
mining as European consumers press mining com-
panies to accept “cradle to grave” responsibility
for their minerals.

When done right, there can be environmental
and social benefits to eco-certification. Eco-certi-
fication can preserve the integrity of terrestrial and
aquatic ecosystems while harvesting from them.
It can also increase employment in those activities
and open up markets for producers of eco-certi-
fied products. A perfect example is Shawood Lum-
ber. Since the Langley sawmill certified its opera-




tions through the Forest Stewardship Council
(FSC), it cannot produce enough of its cedar lum-
ber to satisfy European demand".. However, it
must be remembered that eco-certification is still
a market-based approach to resource extraction,
one that does not necessarily lead to ecological
sustainability per se or an increase in employment.
The certifying body, and its principles and how
they are applied, will play a big part in determin-
ing the outcomes.

1.4 The role of
environmental regulations

Often there are complements, not trade-offs, to
being efficient that involve both the public inter-
est and corporate responsibility.'® One example is
with respect to environmental laws. When new
environmental regulations are being proposed,
industry frequently claims that it can't afford them,
that they will make them less competitive, and
occasionally that they will have to shut down and
lay off workers if regulations go through. The re-
ality is that the corporate sector always overesti-
mates the cost of adhering to new legislation."”
Forgotten in their analysis are the environmental
benefits that result. Even less discussed is the real-
ity that the economy can thrive by introducing
environmental legislation.

Jim Stanford likens the struggle to solve our
environmental problems to the way we deal with
natural disasters."® The economy often booms
immediately after disasters. The reason is invest-
ment. Governments usually commit money for
emergency aid. Industry reluctantly invests dol-
lars that it didn't foresee and would not have spent
otherwise. The result of this spending is produc-
tivity gains, economic growth and job creation.
Wouldn' it be nice, Stanford asks, if we could have
all these positive economic outcomes without hav-
ing to actually experience a disaster? The answer
to this rhetorical question is that we can, by treat-
ing the increasing environmental problems we face
as we do a sudden flood or earthquake, and spend
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money to fundamentally shift our industrial ac-
tivities towards environmental sustainability.

Itisalso possible for those industries to increase
their productivity and revenues. Michael Porter
and Claas van der Linde, in a paper published in
the Harvard Business Review, concluded that “prop-
erly designed environmental standards can trig-
ger innovations that lower total cost and improve
value.... This enhances productivity and makes
companies more competitive, notless.””” An analy-
sis of different industries has found that there is a
weak association between investment in environ-
mental abatement technologies and greater returns
on investment.”

This does not mean that environmental legis-
lation will automatically lead to greater competi-
tiveness. At the very least, though, the two are not
mutually exclusive. That is not to say that any and
all environmental legislation is appropriate or that
we don't have to be careful about how we craft
environmental policy. Governments need to be
clear about what their objectives are in implement-
ing legislation, and consistent in their approach.
A careful analysis of the environmental problem
in question is required in order to understand the
intertwined factors that are involved. When mak-
ing the final decision on where action will occur,
governments must be visionary, not piecemeal.

There is a role for industry to play in how to
achieve environmental goals. The key is for gov-
ernment to implement laws that allow industry
to be innovative in meeting those goals.”’ When
environmental policy is designed and enforced in
a manner that is conducive to stimulating inno-
vation, the easier it will be for industry to find
least cost solutions.” In short, it doesnt serve the
business lobby’s interests to oppose every single
environmental initiative. By continuing to be in-
volved — but with a greater commitment — in the
discussions over how to solve environmental prob-
lems, industry can play a part in provoking mean-
ingful change that also fits within its mandate of
generating profits and return on investment.
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1.5 Evidence of an
investment slowdown

Historically, those who invested in the resource
sector were in it for the long haul. They under-
stood the dynamic nature of the industry, be it
forestry or fishing or mining or energy. Markets
— especially commodity markets — were cyclical
bug, in the long run, resource corporations made
substantial profits and their shareholders made
good returns on their investments. These inves-
tors also understood that the key to long term
success was an investment strategy that increased
productivity.

Lately, there has been a shift in the sharehold-
ers who invest in resource corporations. Increas-
ingly, these shareholders are institutional investors
who are looking for higher and quicker returns
from their investment dollars. When the BC for-
est industry announced a $600 million profit in
1999, a Globe and Mail forestry reporter blunty
stated “A 12% return is considered break-even in
the industry, but...the province’s figure was only
half that.... The industry is, in effect, still losing
money.”* In short, we are told it is no longer
enough in the era of globalization for resource
corporations to have profits. Profits have to trans-
late into increased share prices. The resource cor-
porations are therefore urged to focus on remain-
ing cash-rich, so they can pay dividends to share-
holders or purchase capacity elsewhere. Another
option for companies to look good to investors is
to use capital to retire debt. These strategies, in-
tended to keep share prices buoyant, are at odds
with real investment and are doing nothing for
the long-term viability of our resource industries.

BC’s forest industry is plagued by under-capi-
talization.?* Comparing BC’s investment levels to
that of forest companies in the rest of Canada re-
veals this. Throughout the 1990s, BC forest com-
panies have barely maintained an investment to
depreciation ratio of 1:1.” The industry went from
average expenditures of over $2 billion per year in
1988-1990 to under $900 million per year in
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1997-1999 (the data for 2000 is not yet avail-
able).? Capital expenditures actually dropped be-
low depreciation in 1998 and 1999.% Investment
in the rest of the country has been considerably
higher?, enabling other companies to not only
replace aging machinery and infrastructure but also
to move up the value chain, buy the newest cost-
saving technologies, and overall to become more

innovative.”

A recent report by Ernst & Young criticized
the forest policies of the province and the forest
companies themselves for not moving beyond the
production of two-by-fours.*® The report con-
cludes that BC could easily capture 5% of the $200
billion market for value-added products in con-
struction alone. However, a $5 to $8 billion in-
vestment would be required. Instead, BC is mov-
ing in the other direction, closing value-added
plants® and increasing its raw log exports. Raw
log shipments from Vancouver have increased ten-
fold, from 75,000 tonnes in 1995 to 770,000
tonnes in 1999.%

At the beginning of the 1980s, BC enjoyed a
cost advantage in pulp over most places in the
world, while mills in Ontario and Quebec were
amongst the most expensive. Since then, eastern
companies have invested in their mills and now
turn fibre into pulp at much cheaper rates than
BC.%* One analyst has calculated that the BC pulp
industry requires $3 billion dollars in investment
over the next four years in order to become com-
petitive.**

It’s not like BC pulp mills and sawmills are suf-
fering from a lack of capital. There was enough
cash floating around for a merger between
Weyerhaeuser and MacMillan Bloedel, the Tembec
acquisition of Crestbrook, the Canfor takeover of
Northwood, and Pope & Talbots acquisition of
Harmac’s and Weyerhaeuser’s pulp operations. As
one industry analyst describes it, the investment
community applauds companies acquiring exist-
ing assets while remaining skeptical of any new
capital expenditure, even for cost-effective expan-
sions in value-added production.’®




Mining companies have also neglected to in-
vest in their future viability in BC. The industry
has been restructured so that junior mining com-
panies are now doing most of the risky explora-
tion.*® Shareholders, more than ever, can play the
lottery, hitting it big when the “juniors” do. Its
the ultimate in speculation. Exploration in BC is
still down overall, from $300 million in the early
1990s to $25 million last year.”” The transnationals,
meanwhile, are content to purchase existing mines,
preferably in locations where labour and environ-
mental standards are lower than in BC. Placer
Dome, a BC-based company, now has no opera-
tions in BC but several in Chile, which has opened
up its mining operations to foreign investors in
the last ten years.

In the West Coast fishery, the trend has been
for the larger companies to invest in aquaculture
(or fish farming). The “big three” fishing compa-
nies have been consolidating the fishing fleet and
BC Packers has been increasing its investment in
salmon aquaculture. If this technology wasn't so
devastating to the marine ecosystem, salmon fish
farming might be a justifiable way to increase ocean
productivity. As it stands, the only reason this in-
dustry is viable, considering the high costs of feed
and antibiotics, is because the large ecological costs
are being externalized. Those paying the costs,
economically speaking in any case, are wild salmon
fishermen.

The result of not making needed investments
has been well documented in Follow the Money.
They include cyclical patterns of boom and bust
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that follow commodity price swings, ecologically-
unsustainable resource extraction, and unrealized
economic potential. On the other hand, there are
many overlapping objectives that can be accom-
plished with a strong investment strategy. Invest-
ment in productivity and innovation can make
our firms more efficient and less wasteful. Invest-
ment in value-added production gives us a larger
economic bang for our natural resources buck,
creating jobs and stability for resource-dependent
communities. And environmental goals — less re-
source use and less pollution for example — are
entirely compatible with these economic and so-
cial objectives.

The rest of this paper explores policy alterna-
tives to move BC’s resource sector in this direc-
tion — towards economic, social, and environmen-
tal sustainability. It begins by looking at three
major resource sectors: forestry, fisheries, and
mining/oil and gas. The final section addresses
ways that policy and legislation can be used to
prompt resource corporations to be more respon-
sible to their workforce and the communities in
which they operate. This section also presents
options that enable workers, communities, co-
operatives, or First Nations people to control their
destinies by diversifying local/regional economies
or transferring to them control of the resource
base. Each policy idea presented can be imple-
mented on its own or, more appropriately, in con-
junction with others in order to address the many
problems plaguing BC’s resource industries and
communities.
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2 Forestry
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BC’S FOREST RESOURCES ARGUABLY HAVE
the most potential for contributing to new and
creative directions in resource policy. BC still has
valuable forest resources, these resources have a
plethora of potential end uses, and their value and
utility are reflected in the fact that the majority of
BC’s exports are products of our forest industry.?®
Potential policy alternatives in forestry include pro-
moting value-added manufacturing, encouraging
eco-certification, and tenure reform.

2.1 Value-added
opportunities in forestry

The provincial government has to adopt a two-
pronged approach in order to get more value out
of BC’s forests. First, the province has to make it
feasible, i.e. more profitable, for the big forest com-
panies to manufacture value-added forest prod-
ucts rather than merely commodities such as lum-
ber and pulp. Second, smaller firms making value-
added products must be able to access wood in
order to make those products.

2.1.1 Solid wood

The very first mechanism that the province should
use to increase the value of our forestry products
is to ban raw log exports. It is an unfortunate real-
ity that those companies able to remain profitable
during low commodity price cycles are not only
those making value-added products, but also those
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exporting raw logs. In 1998, for example, compa-
nies that managed to stay afloat included
TimberWest, whose primary activity was to cut
trees and export them.” In the short term, this
strategy works for some companies, but the eco-
nomic prosperity of the province is curtailed in
the long run. Log exports should, therefore, be
allowed only in the very narrow circumstance
where there are net, value-added returns to B.C.*
It is also important for the provincial government
to work with its federal counterpart to restrict raw
log exports from private land, since private land is
the major source for these exports.

This ban would obligate BC forest companies
to at least engage in minimal processing of that
timber. More wood would also be made available
(potentially at a lower price due to increased sup-
ply) to firms wanting to go beyond commodity
production and produce fine wood products.

Unfortunately, the North American Free Trade
Agreement (NAFTA) and the World Trade Or-
ganization (WTO) present potential obstacles.
Under these trade liberalization agreements, it is
possible that restrictions on raw log exports could
be considered an unfair subsidy to the BC indus-
try, or an illegal “performance requirement”, by
not allowing the free flow of logs. The BC gov-
ernment must, however, move forward with pro-
gressive policies that are in the best interest of the
BC forest industry and British Columbians (see
A Word about NAFTA).




POLICY RECOMMENDATION: The provincial
government should ban the export of raw logs
from Crown land and work with the federal
government to do the same with raw log
exports from private land.

Simply restricting raw log exports, however, is
not enough. The government also needs to put
into place incentives for the larger forest compa-
nies to make long-term investments in
remanufacturing and other value-added activities.
One way to do this is to increase the stumpage on
all wood but use the increased revenue to give tax
credits to companies making investments in value-
added production. This would not only address
the allegation of subsidy coming from south of

the border, but also provide the capital to move the
industry up the value chain.

POLICY RECOMMENDATION: The provincial
government should provide tax credits to forest
companies investing in value-added production,
with the revenue coming from increased
stumpage rates.

The coastal producers of solid wood products have
been hit hard recently, not only because of low allo-
cations of export quota under the Softwood Lum-
ber Agreement, but also because of changing market
demand in Japan. The devastation of the earthquake
in Kobi has meant that BC’s coastal hemlock has
fallen out of favour with Japanese homebuilders.

A word about NAFTA

Ever since the signing of the North American Free Trade Agreement (NAFTA) and the creation of the World
Trade Organization (WTO), it is difficult to develop policy without wondering if and to what extent this
policy violates these trade liberalization agreements. This is especially the case in the resource sector,
where commodities are traded globally and the bulk of production and trade comes increasingly from
multinational players.

Some of the policies put forward in this paper are potentially NAFTA- or WTO-challengeable.
Considering the U.S. claims of dumping and subsidies against BC's forest companies — despite two past
rulings in Canada’s favour on similar charges — it appears nothing is above being challenged. However, one
of the more important aspects of these trade agreements has to do with “national treatment’ which
essentially dictates that all companies, foreign and domestic, must be treated the same. None of the
policies proposed in this paper violate this requirement.

Nonetheless, there are some policies proposed in this paper that are contentious from a free trade
perspective. Performance requirements for companies wanting lower tax rates, government-funded
infrastructure projects, environmental regulations generally (witness the Ethyl Corp. vs. Canada case), the
provision of tax credits in exchange for investment commitments, and mandating the use of eco-friendly
products are all open to allegations of violating free trade as it has been defined.

This self-doubt surrounding policy development epitomizes the “regulatory chill” that has been warned
about by critics of trade liberalization. It must be resisted, and here is why: we cannot close ourselves off to
considering smart, progressive policies that would produce clear benefits to British Columbians because of
trade bureaucrats in Washington or Geneva. If and when any of these policies is challenged by self-
interested trade partners, our governments must do what they can to defend their ability to govern in the
interest of their citizens. If these disputes become overly onerous and costly — and especially if we lose
them — then the only recourse is to renegotiate or rescind trade agreements and reestablish sovereignty
over our country’s economic and social policies. The alternative is to continue to be bound by trade
agreements that have questionable merit in the first place.
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CASE-IN-POINT: Forest Renewal BC

Forest Renewal BC was created in 1994 as a result of the softwood lumber dispute between the U.S. and
Canada. American negotiators believed that Canadian forest companies were subsidized due to our Crown-
based forestry system. Instead of money leaving the province in the form of export tariffs, BC raised
stumpage rates on timber cut in the province, and channeled these funds into FRBC.

The original intent of FRBC was a good one. FRBC was to make investments in the type of activities that
lead to a stable and healthy forest industry: appropriate silviculture, so that second-growth forests grow on
forested land; rehabilitation of watersheds and streams impacted by forest practices; producing more value-
added forest products; funding research and development to have a foundation of knowledge to continue
with the above activities; and retraining and compensating workers that lose their jobs in the industry.
Some have criticized FRBC for taking on tasks that should have been the responsibility of the forest
companies in the first place. There is some validity to that argument, but given that the revenue was
generated from “super stumpage” — stumpage above the standard level of resource rents — the pooling of
money to enable needed investment was a laudable approach.

The reviews of FRBC’s performance have been mixed. One success has been the level of research
conducted by FRBC — studies of how to create more value from the forest industry, how to grow more
trees in areas allocated to forestry, and how to conduct forestry in more environmentally sensitive ways.
FRBC's silviculture program — ensuring that a healthy second growth forest grows on recently deforested
land — created some short-term employment. FRBC has also provided some important training to forestry
workers, has had significant First Nations participation in its programs, and has made important investments
in firms interested in value-added production. It funded the creation of research and educational programs
such as the University of British Columbia’s Centre for Advanced Wood Products Processing.

But there have been shortcomings too. The Auditor General of BC was critical of how the Corporation
spent its money in the silviculture program.# It also failed to use its funds to leverage significant corporate
investments for silviculture or value-added activities. Perhaps most importantly, FRBC has entirely
abandoned workforce activities such as training, one of its more important functions.

In the last few years, FRBC has been operating with fewer resources than in the past. Recent decreases in
stumpage have meant that revenue for FRBC has declined from $470 million/year in1995-1998 to less than
$200 million presently.*?> Consequently, FRBC has focused the majority of its efforts on silviculture and
watershed restoration. For example, this year 86% of its expenditures will be in these two program areas.®
In order to provide FRBC with sufficient operating funds (and in order to avoid tariffs imposed by the U.S.),
increased stumpage needs to be allotted to FRBC.

A review of FRBC should be conducted in order to determine how the organization could better deliver
results in its original program areas. An emphasis on increasing value-added production should be one of
those priorities. Other barriers to moving up the value chain — accessing wood to be used in making fine
wood products, for example — need to be addressed. Another priority should be to create transition
programs so that workers laid off in the forest industry can fill positions where they are being created, in
value-added production and in community forest projects. Silviculture programs have been successful and
should continue to be conducted. Finally, FRBC's environmental activities — rehabilitation of streams and
watersheds — should continue. However, the provincial government should develop strong legislation
around forest practices so that streams and landscapes are not degraded in the first place.

More info: www.forestrenewal.bc.ca
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Kiln-drying hemlock is one way to recapture
market share in Japan. Kiln-drying increases the
hemlocKs strength and reduces the extent to which
it warps. The government and industry need to
work together to invest in developing kiln-drying
technology and make it feasible. A strategy to fund
this value-added project can be worked out, and
might include some help from Forest Renewal BC
(FRBC). Priorities for FRBC need to be re-evalu-
ated given its historical performance and its re-
cent decrease in operating revenue (see Case-in-

point: Forest Renewal BC).

POLICY RECOMMENDATION: The provincial
government should establish partnerships with
coastal hemlock producers to invest in kiln-
drying technology.

Making wood more accessible to those want-
ing to produce value-added products is also fun-
damental to moving the industry up the value
chain. A survey of firms who produce value-added
solid wood products revealed that one of their
major problems is accessing wood that meets their
requirements.* The Small Business Forest Enter-
prise Program (SBFEP) was conceived to allow
small players to openly bid on wood that could
then be used to make fine wood products within
the province. This program was intended to ex-
clude the larger forest companies, but it has be-
come common practice for these companies to
work with a logging contractor to make bids and
obtain wood.** Also, the individual parcels of wood
that are available for cutting are so large — between
1996 and 1998, for example, the average sale of
solid wood in the North Coast forest district un-
der the SBFEP was 13,000 cubic metres® — that
smaller firms have to become medium-sized log-
ging companies as well as value-added manufac-
turers.”” The solution is to reform the SBFEP in
order to truly allow fibre to get into the hands of
the smaller players who are interested in manu-
facturing finer wood products and not just into
the larger forest companies wanting to feed their
sawmills or pulp mills.

Another solution is to establish log sort yards,
where firms can buy smaller volumes of specialty
wood. Yards like the one in Revelstoke have been
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shown to increase the volume of wood going to
the value-added industry.® Two other benefits re-
sult from improved fibre access. A study of the
Vernon log yard found that a majority of the tim-
ber sold there was harvested using alternatives to
clear-cut logging.”” Also, wood gets sold at a higher
price, generating greater revenues for the wood
harvesters as well as the provincial government.”’
Of course it would be impossible — and indeed
undesirable — to have all BC’s wood go through
these log yards and thus be dependent on unpre-
dictable market forces. However, this mechanism,
on a limited but expanded basis, can help develop
niche markets for quality wood products.

Another barrier to increasing secondary manu-
factured products is marketing.’! It is expensive
for smaller, value-added firms to market to poten-
tial overseas customers. The provincial government
should build partnerships with industry to pro-
mote BC-made products that have potential in
overseas markets. These include laminated hous-
ing components in Japan, cedar garden furniture
in the EU, and window and door components in
selected European countries.”

POLICY RECOMMENDATION: The provincial
government should make more wood available
to small firms wanting to manufacture value-
added products by reforming the Small
Business Forest Enterprise Program and
establishing more log yards.

A more radical reform in BC forestry would be
for the provincial government to break up the
chain-of-command that allows firms to cut trees,
operate the sawmills they go to, and also engage
in value-added activities. Under this policy, forest
companies would have to concentrate on one ac-
tivity alone and sell off their other operations over
a given time period, say 5 years. Some major for-
est companies have already made the move to-
wards concentrating on a core business®, and this

would further the trend.

By de-linking the production process from log-
ging to value-added production, the fibre would
have to change hands, and all companies — in-
cluding those who want to engage in higher value-
added production —would have equal access to it.
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Higher quality wood would gravitate towards those
operations that want to add the most value since
they would be more willing to pay a premium
price for it. Mills would also be able to specialize
in producing a given finished product and there-
fore would not be restricted by local wood supply.

This policy would necessarily displace the cur-
rent one of tying appurtenance clauses to logging
licenses, obliging logging companies to run logs
through a local mill. So long as no logs were ex-
ported raw, jobs would be preserved within the
province. Being able to get the right log to the
right mill would enable forest product companies
to engage in more specialized and value-added
production®, which would also create more jobs.

2.1.2 Pulp

The pulp sector also has options for moving up
the value chain. BC needs to diversify its product
mix beyond pulp and newsprint. Given the tree
species found in BC, lightweight-coated paperand
folding boxboard are two viable options for the
province.” There is also an emerging environmen-
tally-conscious international market made from a
totally-chlorine free production process. The diffi-
culty remains getting any company to purchase
the required equipment to produce these products.
Here again, though, options exist for BC’s pro-
vincial government. The first option should be to
attempt to work with industry to aid them in be-
coming more profitable, in exchange for agree-
ments to invest some of that profit in cost-effec-
tive and beneficial investments. When pulp prices
are high, for example, the price for wood chips
and pulp logs — inputs for making pulp — tend to
spike as well. Part of this is because of increased
demand, but many suspect that price gouging is
also to blame. For example, during 1995’s high
price cycle, the cost of wood chips increased by an
astounding 200%.%¢ The government can use pro-
visions within the Forest Act to set the range of
acceptable fluctuations for chip prices. In exchange,
the pulp companies should agree to invest a por-
tion of profits made during good times in tech-
nologies for value-added paper products.
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POLICY RECOMMENDATION: The provincial
government should use the Forest Act to set
the range of acceptable fluctuations in chip
prices in exchange for an agreement from pulp
producers to invest in paper making when
pulp prices are high.

The fallback plan for a government facing cor-
porate disinterest or resistance is to capture a por-
tion of profits made by the industry at the top
end of pulp price cycles on behalf of the public,
and to use these profits to fund the needed invest-
ments. The pooled money can be used to offer
no-interest loans to any company wanting to buy
a papermaking machine. Depending on the funds
available, the government could even enter into
partnerships with pulp companies and facilitate
the required purchase.

2.2 The trend towards
eco-certification

The newest and, seemingly, most significant trend
in BC’s forest industry in the past year has been a
move towards eco-certification. Hardly a month
goes by without an announcement that another
forestry operation has received an eco-certified
stamp of approval. This is undoubtedly a positive
development for the industry. Nonetheless, if the
trend is an attempt by the industry to gain sup-
port from the environmental lobby with the least
amount of effort, the investments might be made
in vain.

The difficulty arises from the different types of
certification that are available. The most ecologi-
cally-rigourous certification standard, and not sur-
prisingly the one preferred by environmental ad-
vocates, is the Forest Stewardship Council (FSC),
an internationally recognized label. The two la-
bels that have been pursued the mostin BC, how-
ever, are those from the International Standards
Organization’s environmental management system
(ISO-14,000) and the Canadian Standards Asso-
ciation (CSA). It is possible that the forest indus-
try is using the ISO and CSA standards as a step-
ping stone for achieving stricter eco-certification
labels like FSC. If this is not the case, their efforts




are unlikely to result in cooperation from envi-
ronmentalists, who have already convinced doz-
ens of major U.S. companies — wood retailers like
Home Depot and Lowe’s and homebuilders like
Kaufman & Broad and Centex Homes — to give
preference to FSC-certified wood.”’

The BC governments role should be to sup-
port FSC certification, but only after the FSC’s
10 principles have been fully developed and
adopted, and if those principles show thatan FSC
certification will mean progressive, ecologically-
sound forest practices. At the time of publication,
the details of FSC's certification standards for BC*®
are being discussed and debated.

The provincial government can support eco-
certification by providing incentives for compa-
nies to pursue environmental certification and by
developing markets for that wood. When assign-
ing tenure rights, the government should give pri-
ority to those bidders that have committed to be-
coming eco-certified or have certified other op-
erations in the past (tenure reform is discussed
more thoroughly in Section 2.4). Another policy
“carrot” would be to reduce or eliminate the sales
tax on eco-certified products. This would make
the price of such products more competitive and
give consumers an extra incentive to buy respon-
sibly. Regulations that force BC’s construction
industry to use a minimum proportion of eco-
certified wood would give producers of this wood
an immediate and dependable market.

POLICY RECOMMENDATION: The provincial
government should reduce or eliminate the
sales tax on eco-certified wood products and
require provincial wood purchasers like the
province’s construction industry to use a
minimum percentage of eco-certified wood.

Finally, the government can help companies
overcome the barriers to attaining certification. The
first barrier is that logging companies might not
have the knowledge or the capacity to become
certified. The second is that value-added compa-
nies wanting to become eco-certified might not
know or be able to access companies with certi-
fied wood. Both these barriers can be overcome
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through government-sponsored workshops, con-
ferences, and trade shows. People with expertise
in environmental certification can instruct man-
agement and workers on how to meet criteria for
an eco-certification label. Meanwhile, conferences
and trade shows can put potential buyers of eco-
certified wood in touch with suppliers. Another
approach to overcoming this last hurdle is a web-
based database with information on eco-certified
suppliers.

POLICY RECOMMENDATION: The provincial
government should provide resources
(workshops, conferences, trade shows) to
companies to help them become eco-certified,
and to market and sell their eco-certified
products.

2.3 Investment in closed-
loop pulp production

Like solid wood products, eco-certification in pulp
will entail a “life cycle” or integrated approach.
That is, if eco-certified fibre is used to produce
pulp, the pulp may also be eco-certified. As with
solid wood, the government can provide incen-
tives for eco-certified pulp. Just as importantly,
the BC government should be developing poli-
cies that help mills produce totally-chlorine-free
(TCF) pulp and paper or make their operations
closed-loop. Closed-loop essentially means that no
effluent is discharged into neighboring water bod-
ies, water consumption is decreased by an order
of magnitude, and less mill sludge is produced.
TCF production involves bleaching pulp using
oxygen-based chemicals: either ozone or hydro-
gen peroxide. There are still toxicological risks with
bleaching in this manner, but the elimination of
chlorine in the operations means greater worker
safety, a decrease in pulp mill toxicity, and repre-
sents a big step towards mills becoming closed-
loop.”

Due to a decrease in chemical costs, closed-
loop mills are less expensive to operate than con-
ventional mills.® The only reason it is not cost-
effective for mills to retrofit is because of the in-
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terest charges on the capital required to purchase
closed-loop technology. Obviously, this is signifi-
cant, but governments can help in this process by
providing low- or zero-interest loans to mills want-
ing to make the investment. The mills will recu-
perate their investment and, in the long run, de-
crease their costs. However, the payback period
will be more than a couple of years, so mills will
have to be willing to look beyond a short-term
horizon.

POLICY RECOMMENDATION: The provincial
government should provide low- or zero-
interest loans to pulp producers wanting to
invest in closed-loop technology.

A New Brunswick company, Irving Pulp and
Paper, recently made such an investment.®' Fin-
land’s forest industry has been tremendously pro-
gressive in this respect as well. In fact, though Fin-
land was in a very similar position to BC in terms
of markets, cost, and tree species, the industry there

CASE-IN-POINT: Finland’s Environmental Strategy

The case of Finland pulp operations holds important lessons for British Columbia. Finland’s pulp industry is
the most environmentally friendly in the world. The industry there reacted quickly to environmental
campaigns in Europe in the early 1990s and began producing totally chlorine free (TCF) paper.®? This also
allowed them to move towards closed loop production. Thus, they have been able to increase their share
of a European market demanding eco-certified pulp and paper products. The country also produces a lot
of paper from its pulp, with high proportions of recycled content. And they’ve done this while relying
mostly on second-growth forests — admittedly, much of their old-growth has been cut — and without
increasing their annual cut.

Investments have also made them more efficient. Their mills, larger and faster than BC’s, can turn fibre
into pulp at a cheaper rate than most mills in this province.®® Because of both reduced price and improved
environmental performance, Finland has taken over some of BC’s share of the European market. BC pulp
industry executives, meanwhile, continue to insist that there is no market for TCF pulp and paper and do
nothing to develop one.

The situation that Finland faced in the early 1990s bears some mention. At that time, Finland lost a
major market for its pulp, the Soviet Union, when that country and its economy collapsed. Finland’s costs
were high at the time, with stringent environmental standards and a well-paid workforce. Despite the
difficult times, the industry mounted an investment campaign that launched them to the top of the
world's pulp industry. In the future, both BC and Finland will have trouble competing in pulp against new
mills like Indonesia’s brand new Riau mill, which relies on fast-growing plantation forests. For BC, the
strategy has to be to move towards eco-certified operations and the production of more paper.

How did Finland reinvent itself in this way? Did government policy play a part? Well, not exactly. The
cooperative relationship between government, unions, and the business community was a factor. But
mostly, the Finnish industry realized the finite nature of its forests well before we did. They knew they had
to get as much value from a finite resource as possible. The Finnish business community’s greater
commitment to social responsibility no doubt also played a part.

So what can the BC government do? As outlined in this report, entering into a cooperative relationship
with pulp industry leaders, communities, and workers can no doubt help. What would likely make the
biggest change, though, is the province’s players coming to a common realization that what is required is
an investment regime that makes up for the deficiencies of the past.
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has been able to make great strides towards socially-
and environmentally-sustainable operations. (See
Case-in-point: Finland’s Environmental Strategy).

Eventually, if policy carrots fail, legislation man-
dating TCF or closed-loop production has to be
implemented and enforced in BC. The Zero-AOX
Law (mandating that no chlorinated substances
be discharged from mills) will come into effect in
2002, but pulp mills will not be in compliance at
that point. Extending that deadline would be a
step backwards, but remains the only option for
dealing with this problem.

In order to give mills an incentive to invest be-
fore the extended Zero-AOX deadline, the gov-
ernment can use a tax shift mechanism: taxing the
emissions of chlorinated compounds from pulp
mills and using the revenue to give tax credits for
capital investments in oxygen-bleaching and
closed-loop technologies. Mills would pay more
for their licenses under the Waste Management Act
(how much more would depend on their levels of
emissions of chlorinated compounds), but all of
the increased revenue would go back to mills want-
ing to purchase environmental technologies.

POLICY RECOMMENDATION: The provincial
government should extend the deadline on the
Zero-AOX Law (with a firm end date), but
implement a tax shift policy that increases the
cost of AOX emissions, and use the revenue to
give tax credits to companies investing in
compliance.

One of the reasons given by corporate manag-
ers for their mills’ unwillingness to invest in com-
plying with the Zero-AOX Law is that there is no
market for TCF pulp. If this is indeed the case — it
certainly needs to be investigated and confirmed —
then the provincial government has a role to play
in helping pulp producers develop those markets.
The environmental community’s success in con-
vincing wood retailers to sell environmentally-
friendly products shows they are natural allies in
this endeavor. Together, the provincial government,
pulp producers, and environmental groups involved
in eco-forestry or toxic chemical campaigns should
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invest money and effort in convincing paper pro-
ducers to sell and market TCF paper.

2.4 Forest tenure reform

Much of BC's forest policy is determined through
the tenure system, which governs access to BC's
publicly-owned forested land. The way the prov-
ince allocates tenure determines which companies
will be logging our forests, where and how much
they will be logging, and what rights and respon-
sibilities those companies have with respect to the
province — its people, its resources, and its ecol-
ogy. We are fortunate that a vast majority, 96%,
of our province belongs to the public (although
much is claimed by First Nations, and thus, while
ownership will remain “public”, we will likely see
a transition from the Crown to collective or shared
aboriginal tite). As such, our government has a
responsibility to ensure that British Columbians
benefit from any activities undertaken with this
land and its resources.

This is the premise behind calls from progres-
sive groups that our forestry tenure system be re-
formed. The economic, social, and environmen-
tal costs of BC’s present forest industry need to be
acknowledged and addressed, and no place seems
more appropriate than with the tenure system.

2.4.1 Tying tenure to performance

The provincial government needs to be clear with
forest companies about what the goals of forestry
should be. These have been outlined above. First
of all, companies who harvest our trees should be
urged to invest sufficiently in their operations so
that they are able to be innovative and produc-
tive. Part of this involves larger-scale investments
that lead to resource efficiency gains, not just re-
placing machinery when it fails. Companies also
need to invest in adding value to forest products
or making wood available to those who want to.
There has to be a willingness to invest in becom-
ing more environmentally-friendly, through eco-
certification. Finally, BC’s corporations need to be
more responsible to their workers and the public.
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According to the Forest Act, the government is
entitled to demand that these objectives be met
when assigning or renewing forest licenses.* Last
year’s Forest Policy Review recommended a mecha-
nism for getting these assurances from industry. It
suggests that the provincial government enter into
discussions with industry, communities, and First
Nations in order to develop a framework for For-
est Stewardship Agreements.> The Agreements
would include provisions for management prac-
tices, ways to monitor and audit those practices,
plans for eco-certification, and provisions to in-
crease value-added manufacturing,

POLICY RECOMMENDATION: The provincial
government should develop Forest
Stewardship Agreements by entering into
discussions with industry, communities, and
First Nations people.

Unfortunately, the current tenure system
mainly assigns rights to timber extraction, with
little regard for the responsibilities that should be
associated with these rights. Forest companies have
even obtained forest licenses by promising to make
a needed investment in their operations. Canfor,
for example, obtained a 20-year cutting license in
the Fort St. John area by promising a $32 million
upgrade of their Taylor, BC sawmill. Three years
later the investment still hasnt been made, but
with no apparent consequences for Canfor.

It is good policy for the province to extract in-
vestment promises from forest companies in ex-
change for cutting rights. However, in order to
ensure that the investment is actually made, com-
panies should be required to post an investment
bond before the license is delivered.

POLICY RECOMMENDATION: The provincial
government should, when assigning forest
licenses, require forest companies to post
investment bonds to ensure that promised
investments are made.

For companies who already have forestry li-
censes and refuse to acknowledge their responsi-
bilities outlined above, one option is to use provi-
sions already in place to remove their tenure.
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2.4.2 Ways to remove tenure

There are at least three mechanisms that the pro-
vincial government can use to take away cutting
rights from forestry companies. When a forest li-
cense expires, the Ministry of Forests and the com-
pany holding the license must renegotiate the terms
of another license. Presently, licenses are often ex-
tended long before their expiry. Instead, the gov-
ernment should wait until the license expires or
begin re-negotiating with forest companies before-
hand. Part of the negotiated settlement should be
getting assurances from the forest company with
respect to its activities, as outlined above. Each situ-
ation will be different and the government needs
to be flexible, basing its demands on the unique
strengths and abilities of the forest company in
question.

Another provision of the Forest Act is that the
annual allowable cut (AAC) of a given tenure can
be reduced by 5% when it is transferred or sold.®
The Minister of Forests can then decide if and to
whom to allocate that cut. In 1991, the Forest Re-
sources Commission recommended increasing the
tenure transfer “claw-back” to 50%.%” This would
give substantial leverage to the Ministry of Forests
to negotiate with the new tenure holder and, if
warranted, to change the direction of forestry at a
greater pace.

The third mechanism involves mill closure. Un-
der the Forest Actwhen a company closes a mill, the
Minister of Forests can reduce the company’s AAC
that is associated with the mill.® No Minister to
date has used this provision.”” In fact, the recent
closing of the Youboo mill was a result of the Min-
istry of Forests removing from Timber West's for-
estry license the condition that it operate this mill.
TimberWest consequently had no downside risk to
shutting down the mill and laying off its workers.

POLICY RECOMMENDATION: The provincial
government should use provisions in the Forest
Act to remove forest companies’ tenure rights —
during license expiry, tenure transfer, or mill
closure — unless they are willing to make
binding commitments to make needed
investments in their operations.




2.4.3 Redistributing tenure

What to do with a portion of tenure once it has
been removed from a forest company? One possi-
bility is to redistribute it to community forest
projects, usually smaller enterprises controlled at
the local or regional level or by local First Nations.
The benefits of doing so include: retaining the
social and economic benefits of forestry at the lo-
cal level; including the interests of local citizens in
management decisions; and incorporating ecologi-
cal values into the way forestry is conducted.”

In 1998, in response to a request from the Min-
istry of Forests, 27 proposals for community for-
est projects were submitted.”! These proposals —
requiring a forest management plan, a business
plan, and evidence of public support — came from
municipalities, regional districts, First Nations
bands, corporations, and co-operatives. Seven were
approved at that time. Others can be revisited as
options for handing over tenure in the future. The
government should also solicit more proposals to
be considered as tenure becomes available.

The difficulty with community forestry arises
with respect to forestry workers. A move towards
community forestry can entail replacing well-pay-
ing, unionized jobs with non-unionized work. This
has resulted in forestry unions viewing commu-
nity tenures with suspicion. However, this does
not have to be so. The Ministry of Forests should
include in the criteria for application for a com-
munity forest license the retention of unionized
workers, both in the forests and at local mills.

Another alternative to community forestry
would be to retire the tenure in order to protect
ecologically important areas or otherwise decrease
the impact that forestry has on biodiversity. How-
ever, this option cannot be entered into lightly, given
its economic and social impact. At the very least,
this option must include, at the front end, a com-
prehensive, fair, and generous just transition pro-
gram for workers who will lose their jobs. The role

of funding this program could be assigned to FRBC.

POLICY RECOMMENDATION: The provincial
government should redistribute tenure to
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community forest projects that have a sound
business plan, will put a priority on sustainable
forestry, and are willing to use unionized
workers in their operations.

2.4.4 First Nations resource allocation

A potential source of investment in forestry (and
other resource sectors such as fisheries) comes from
First Nations bands. Aboriginal land claims agree-
ments will provide First Nations people in many
areas of the province with both access to resources
and large amounts of capital. For example, the
Nisgaa Treaty granted to the Nisga'a rights to har-
vest shellfish, access to forestry resources, and a $190
million Settlement Trust. These resources can be
used by First Nations along with new powers of
self-government to develop community-based re-
source management that meets the interest of their
people.

Beyond negotiating fairly and expediently with
First Nations people, the provincial government has
arole to play in the economic development of First
Nations communities dependent on BC’s natural
resources. First of all, interim agreements are vital
to protecting land and resources so that they are
not depleted by the time a treaty is completed. Sec-
ond, the provincial government must aid First Na-
tions communities in acquiring the capacity to take
over the management of a forest license or fishery.
Many First Nations have a long history of harvest-
ing and managing fisheries resources, but Aborigi-
nal expertise in forestry management is less com-
mon. There are three areas where the province can
build capacity in forest management for First Na-
tions bands that are interested: training in how to
set up and execute forestry plans, aid with develop-
ing value-added wood products, and help in mar-
keting their products to domestic and foreign con-
sumers.

POLICY RECOMMENDATION: The provincial
government should negotiate interim
agreements with First Nations people and, as
part of treaty settlements, provide them with
resources to develop forestry plans and market
ecologically-friendly forest products.
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BC’S FISHERIES, LIKE FORESTRY, ARE A
potentially renewable resource, depending on how
we manage them. The industry, therefore, has
some issues that are similar to those in forestry.
There is a limited capacity for value-added. Eco-
certification for fresh, wild fish should be a man-
agement and marketing strategy. And there are
real possibilities for ensuring this resource is more
locally controlled. Policy alternatives can address
all these issues. However, fisheries differ from all
other natural resources in that they are the last,
true Common property resource.

The recent trend of moving towards a globalized
model of investment has meant that BC'’s fishing
industry is increasingly dependent on commod-
ity prices, since the focus has been on the produc-
tion of cheap fish products for world markets.
Instead, the investment model that is required is a
model of public investment to diversify regional
economies, make independent fishermen viable,
and develop small, local fish-based businesses.

3.1 Adding value to
fishing communities

There are ways to strengthen the economic situa-
tion of communities dependent on fisheries re-
sources. The most effective way to do this is by
making public investments that will invigorate
small business enterprises, diversifying economies
dependent on fishing, and delegating some respon-
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sibility for fisheries management to regional and

local bodies.

3.1.1 Public investment in
community-based fisheries

A strong case can be made for using public funds
to develop or stabilize isolated fishing economies,
some of which have been deserted by the larger
fishing companies. A classic example involves
Canfisco’s purchase of Weston. Because Canfisco
was interested in parts of Weston rather than the
company as a whole, it wrote off the unloading
station in Part Hardy, eliminating precious jobs in
the northern Vancouver Island community.

The corporate abandonment of fishing com-
munities by corporations opens up opportunities
for community members, whose interests are very
different from those of multinationals like Weston
or Canfisco. Rather than returns, they would be
content with a stable local economy and jobs for
their kids. There are three ways the provincial gov-
ernment can play a role in allowing individuals,
co-operatives, or communities to continue their tra-
ditional activities. The first is to provide seed money
for people who want to develop or take over fish-
related economic activities, like the unloading sta-
tion in Port Hardy. Current programs, like the
Community Economic Adjustment Plan, provide
no access to capital or lines-of-credit. Therefore,
those seeing a small business opportunity, even with
awell-developed plan, cannot take advantage of it.




Where it makes sense, the government can also
invest in infrastructure programs that can contrib-
ute to a successful community-based business op-
portunity. For example, the BC government re-
cently assessed the feasibility of building a cold
storage facility in various BC communities. This
is an example of a public investment that can fill a
need for existing fishermen and provide opportu-
nities for others.

Finally, the government should provide busi-
ness training in order to allow people with good
ideas — but not a lot of experience — to develop
skills so they can identify and capitalize on oppor-
tunities in the market. BC technical colleges can
be provided with funding to teach specific courses
on fish-related business skills. Programs should also
be developed for conducting this education and
training in communities where there are no col-

leges.

POLICY RECOMMENDATION: The provincial
government should set up a public investment
program specific to fishing communities to
fund the start-up of small businesses, build
infrastructure where it is needed, and provide
business skills to those interested.

3.1.2 Diversifying economies

There are other ways that fisheries-dependent com-
munities can diversify their economies in order to
build social and economic stability. The first is by
using the principles of community economic de-
velopment. Since this strategy is not specific to
fishing towns and villages, it is discussed in Sec-
tion 5.3.

Another approach is through value-added strat-
egies, including eco-certification, in the fishing in-
dustry. The provincial government should give
fishermen and others in their communities the
resources to both develop new fish products and
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to market them to local, domestic, and interna-
tional clients. One alternative in this respect is well-
handled frozen fish that can pass the requirements
for eco-certification. As in forestry, the certifica-
tion process has as much to do with marketing as
it does with sustainability. The BC salmon indus-
try is pressing to get their fisheries certified with
the Marine Stewardship Council, mainly because
Alaska has certified its salmon industry.”> The BC
sockeye, chum, and pink fisheries will likely re-
ceive certification, but the chinook and coho in-
dustries are doubtful.

Regardless, there are opportunities for open-
ing up markets for wild salmon. As fisheries col-
lapse around the world and farmed fish become
more and more prevalent, there will no doubt be
an increasing demand for wild salmon and other
fish caught in sustainable ways. During the salmon
season, the potential exists for the live sale of fish
to restaurants wanting the ultimate in freshness.
The reason that farmed salmon has gained such a
market presence, however, is that restaurants can
provide these year-round. An alternative that has
not been fully realized is the frozen-at-sea wild
salmon that can provide year-round high-quality
salmon to restaurant tables. Again, the provincial
government — through Fisheries Renewal BC or
other mechanisms — should cooperate with local
producers to market wild fish products originat-
ing in BC's oceans and rivers.

Another mechanism for diversification is to
allow fishermen to hold licenses in more than one
fishery. This will secure incomes received by fish-
ermen of a given community, provide employment
on a more year-round basis, and stabilize local
economies. However, adopting sustainable fish-
eries management requires that we not fish “down
the food web.” The Department of Fisheries and
Oceans (DFO) must resist the temptation to de-
velop fisheries for species that serve as food for
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other commercially viable fish, no matter what
the short-term economic benefit might be. An
ecosystem-based approach must be used in order
to preserve all species and the overall fishing in-
dustry.

Fisheries Renewal BC (FsRBC) funds many of
the above strategies (see Case-in-point: Fisheries
Renewal BC). The money to operate FsSRBC origi-

nally came from the budget of Forest Renewal BC
and BC Hydro. The funds going to FRBC have
substantially declined in the last three years, due
to decreases in provincial stumpage rates. FsSRBC
has consequently had to rely on funding from the
province’s general revenue. In order to continue
and potentially even expand the FsSRBC program,
a system of royalties should be developed for all

CASE-IN-POINT: Fisheries Renewal BC

Fisheries Renewal BC is a Crown Corporation created in 1997 by an act of the Legislature to attempt to
revitalize BC's fish resources. Its mandate is to fund programs in two main areas. The Salmonid Renewal
Program (SRP) funds activities that produce more fish — through habitat work like watershed monitoring
and habitat restoration and enhancement — and foster sustainable employment.” The Development and
Diversification (D&D) program funds the development of value-added products, new fisheries opportunities,
and the improvement of selective harvesting.”

Originally, FsSRBC'’s $10 million budget was taken from FRBC ($22.7 million over three years) and BC
Hydro ($7 million over two years) revenue. Given that many of FSRBC's activities — especially the Salmonid
Renewal Program — were linked to damage from forestry and hydroelectric generation, this was an
appropriate relationship. Unfortunately, funding for the program is now taken exclusively from the
province’s general revenue stream.

An audit of the SRP found that the quality of the work was “sufficiently high to expect that the Program
is contributing to FsRBC’s objective.”” However, it is difficult to evaluate in the short term whether the goal
of the project — producing “more fish” — is being met. Enhancement programs should be seen as a stopgap
measure but, like food banks for the poor, have become institutionalized. The long-term goal should be to
move away from programs such as fish hatcheries and productivity enhancement through fertilization.
Instead, as mentioned with respect to the FRBC program, the priority should be to stop stream habitat
degradation by better management of destructive activities in the first place.

An Auditor General’s report on the D&D program is expected this year, and will give the public an
indication of how effectively the program has been run. The strategies of the program, however, can be
commented upon.

Increased funding for value-added activities in isolated areas of the BC coast is much needed. An
emphasis on conservation in fisheries is warranted, but the effect on rural and remote communities has
been considerable. For example, there used to be a dozen canneries in Rivers Inlet alone, but there are now
only three or four on the entire coast.”® The strategy must be to develop new fisheries and have the fish
landed in places other than Vancouver and Prince Rupert. Partly, this can be accomplished through changes
to the licensing system, but coastal communities also need help developing value-added industries and
marketing them to the rest of the province and abroad. Research that improves selective harvesting and
decreases by-catch would also be useful.

More info: www.fishrenewal.gov.bc.ca
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species of commercially caught fish to compen-
sate British Columbians for use of this public re-
source. The system should be a progressive one,
increasing with the number of landed fish. Fish
landed in remote fishing communities and by
owner-operators should be subject to an abated
charge.

POLICY RECOMMENDATION: The provincial
government should work with the federal
government to implement a progressive
royalties system in all fisheries, with the
revenue being used to diversify fishing
economies and develop and market locally-
based, sustainable fish products.

3.1.3 Devolving power from the DFO
and fishing corporations

There is a role for a federal regulator in the West
Coast fishery. The resource itself is a federal Crown
resource and so it is proper and just to have a fed-
eral body, the DFO, governing the resource in the
best interest of all Canadians. There are practical
reasons as well, namely that the Pacific fisheries
include migratory species that cross international
boundaries.””

However, the DFO should work in coopera-
tion with communities to set up regional man-
agement boards and devolve some of its manage-
ment responsibilities to these boards.”® There are
compelling reasons to do this. One is that the di-
versity of fish species, needs, and resources in vari-
ous regions requires more than DFO’s historical
one-size-fits-all approach. Also, communities are
willing to commit resources to managing fisheries
and ensure equitable resource sharing when they
are given decision-making responsibility.” Success-
fully managed fisheries often result from this type
of approach.

POLICY RECOMMENDATION: The provincial
government should work with the federal
government to establish regional management
boards for all BC fisheries.
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Another way to ensure sustainable fisheries and
economic viability for fishing communities is to
reduce corporate concentration and redistribute
access to the fisheries to communities, both Na-
tive and non-Native.** In the salmon industry, for
example, license redistribution that favours trollers
and gillnetters must occur. An experienced fisher-
man can operate these smaller boats in a much
more selective manner than the massive seiners
can, thus decreasing the by-catch of species that
are low in numbers. Seiners also employ only two
to three times the fishermen per boat that
gillnetters or trollers do, but catch fish in far greater
proportions.®!

The way to redistribute tenure is through the
licensing system. The license system must first be
made more transparent by having a registry of li-
censes that documents license holders. In this way,
knowledge about who holds fishing licenses and
what communities they belong to would be ac-
cessible to the general public.® In addition, licenses
should only be made available to owner-opera-
tors. This removes the ability, now present in the
Pacific salmon fishery, for “armchair” fishermen
to purchase licenses and lease them out to real fish-
ermen. It also removes the ability of licenses to
become concentrated in the hands of those who
can afford to buy many, namely the large fishing
corporations. License stacking — the ability of one
fisherman to own more than one fishing license
for a given fishery — should be discontinued for
the same reason. Finally, licenses should be re-
stricted from being sold outside of a given region.
Together, these provisions will guarantee that both
jobs and revenues from a given, local fishery stay
in the area.

POLICY RECOMMENDATION: The federal
government should give priority to small boat,
independent fishermen by removing license
leasing and license stacking, and restricting
fishing licenses to localized regions.
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The sport fishery also needs to be reformed to
avoid licenses becoming concentrated in the hands
of a few local operators. The “concentration of
access and dislocation of decision-making” is be-
coming just as apparent in sport fishing as it is in
the commercial industry.* Operations like Oak
Bay Marine — which holds over 25% of the catch
allocated to sport fishing — continue to grow in
size and influence, squeezing out local lodges. Fish
can be caught around the Queen Charlotte Is-
lands, for example, and the economic benefits sail
away on large ships like Oak Bay’s Canadian Prin-

cess.

3.2 Environmental
Investments to preserve fish

Fishing is heavily impacted by other activities
within the province. Mitigating the impact of these
activities has to be a major thrust in preserving,
and potentially even reviving and expanding, the
fishing industry in BC. The provincial government
can provoke investments that will lead to a de-
crease in the impact on fisheries resources. In some
cases this will require public investment from gov-
ernments, while in other cases, it will mean im-
plementing policies that require investment from
industry.

There are ways to reform forestry so that it does
not have such a large impact. The Forest Practices
Code regulates the size of the buffer zone that must
be left around larger streams. Unfortunately,
smaller streams, even those that are fish-bearing,
require no buffer zone. Larger streams that have
no fish, but that flow into streams that do, also
have no mandated buffer. The largest buffer re-
quired under the Forest Practices Code is 50 me-
tres. By comparison, all forestry conducted on
public lands in the U.S. Pacific Northwest must
leave a 90-metre no-logging strip.* In order to
protect our water and fish resources, all BC streams
must have an adequate buffer zone, whether fish-
bearing or not.
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Another impact of forestry on water resources
is with respect to landslides from inappropriate
logging and road building on steep slopes. A 1997
audit revealed that clear-cutting was the method
of logging used on 97% of slopes with moderate
or high likelihood of landslides.*> What is required
are enforceable regulations to protect landslide-
prone areas from clear-cut logging and road-build-
ing activities. Finally, as mentioned earlier, pulp
mills must be urged towards TCF or closed-loop
production by combining incentives with a fu-
ture ban on chlorine-based bleaches.

POLICY RECOMMENDATION: The provincial
government should strengthen the Forest
Practices Code to increase the buffer left
around streams and eliminate logging on
steep, unstable slopes.

Conventional farming also leads to water pol-
lution. The Fraser River, the most important river
for Pacific salmon, has elevated concentrations of
many pesticides that are used on agricultural land
in the Frasers watershed.® Cattle manure also
contributes to poor water quality in the form of
bacteria, including the infamous E. coli. A pro-
gressive and cost-effective way of dealing with this
is to pay farmers to leave buffers around their farms,
which decreases the amount of pesticides, soil, or
manure that run off of agricultural land into
streams, rivers, and lakes.?”

POLICY RECOMMENDATION: The provincial
government should work with farmers to leave
buffers between agricultural land and water
bodies.

Significant impacts occur at the urban level as
well. Sewage is a major contributor to water pol-
lution, because of both the human excrement and
the industrial contaminants that it contains. Vic-
toria still discharges raw sewage directly into the
ocean, and many of the Capital Regional District’s
sewage treatment plants violate BC’s Waste Man-
agement Act.** Vancouver and Victoria are the only




two BC municipalities without secondary treat-
ment. An investment in sewage treatment is very
much needed in the two most populated urban
areas in the province. Both regional districts have
been taken to court for violating provincial or fed-
eral legislation, but every time the case has been
taken over and then dropped by the BC Attorney
General’s office.”’

The province should work with municipalities
and regional districts to invest in better infrastruc-
ture for sewage treatment. A lack of cooperation
from local governments should lead to penalties
from the province. The federal government, with
its large surplus, should also be urged to contrib-
ute to a much-needed infrastructure program, one
that will solve the root of the pollution problem
and create employment.

POLICY RECOMMENDATION: The provincial
government should work with Vancouver and
Victoria regional districts and the federal
government to develop and implement an
investment plan for secondary sewage
treatment.

The last industrial impact to be considered here
is from salmon fish farming. This industry is un-
sustainable on many levels. A peer-reviewed arti-
cle in Nature last year documented the reasons:
habitat destruction, pollution, the invasion of non-
native species, and the reliance on increasing
amounts of wild fish for feed.”® Canada’s Auditor
General agreed, stating that the Department of
Fisheries and Oceans is not meeting its obligation
“to protect wild Pacific salmon stocks and habitat
from the effects of salmon farming.™" These re-
ports and others directly contradict the industry’s
argument that salmon farming is helping the con-
servation of wild salmon by alleviating fishing pres-
sure.
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The province has had a moratorium on new
salmon farms but has hinted that this will be lifted
in the near future. Despite the moratorium, fish
farm production has tripled in the last decade
through expansion of existing farms and the trans-
fer of licenses from non-active sites to new ones.”
Given the evidence, a different direction is re-
quired. A ban should be placed on open net fish
farms, to come into effect in 2006. In the interim,
the government should encourage the develop-
ment of closed-containment farms by putting a
tax shift into place. This would increase the costs
of obtaining open net fish farm licenses from the
Ministry of Agriculture and Fisheries, with the
revenue used to give tax credits for the purchase
of closed pen infrastructure.

POLICY RECOMMENDATION: The provincial
government should mandate a future ban on
open net fish farms and - in the interim —
implement a tax shift policy that increases fees
for open pen licenses and grants tax credits
for the purchase of closed containment
technology.

All the above suggestions for protecting water
and fish are ways of putting the onus on those
responsible for pollution and habitat destruction.
The province is in essence giving subsidies to in-
dustries and municipalities by not making them
responsible for the true costs of their activities.
These costs — for treating drinking water, fisheries
closures due to high levels of fecal coliform, loss of
jobs due to habitat destruction of commercially
viable fish species, and the unquantifiable ecologi-
cal costs — are instead borne primarily by fisher-
men and coastal communities. Investment in the
right places can lead to the same level of economic
activity but without the environmental impact.
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4 BCs non-

renewable industries:
mining, oll and gas
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NON-RENEWABLE RESOURCES — MINING
and oil and gas production — must be managed in a
fundamentally different manner, taking into account
the reality that every operation will at some point
be shut down. Each project must be seen as com-
plete, notwhen the oil well or mine closes, but when
the community has successfully adjusted to that clo-
sure. Essendially, the idea is to achieve economic
sustainability from resources that are inherently un-
sustainable. In the case of mining there should be a
more concerted effort to capitalize on the durabil-
ity of metals throughout their lifecycle — minimiz-
ing waste and maximizing economic gain and en-
vironmental benefits from re-use and recycling.

4.1 A trust fund approach

One way for a provincial government to trans-
form non-renewable resource revenues into renew-
able fiscal resources is by creating a permanent trust
fund. A portion of resource royalties and taxes is
placed into a trust fund instead of into the prov-
ince’s general operating fund. The idea is to then
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use the fund for capital investment in economic
development or attaining social and environmen-
tal goals. Various rationales exist for this approach:
saving a portion of common property resources
for future generations, moderating boom-and-bust
cycles, stimulating economic development and
diversification, and mitigating social and environ-
mental costs.”® The goals of the trust fund will
determine how funds will be collected, what in-
vestments are made, how it is managed, and how
the dividends are spent.

Revenue going to the fund can be a fixed per-
centage of resource royalties. However, the price
of — and the revenues generated from — minerals,
coal, oil, and gas fluctuate greatly. One way to sta-
bilize the resource royalties going to provincial
coffers would be to have a sliding scale, i.e. a higher
percentage of resource royalties would go to the
fund when prices are high and a lower percentage
when prices are low. That way, government would
lose less revenue when they need it most, that is,
when British Columbians most need government




spending to see them through a recession. Rev-
enues going to the trust fund can also be supple-
mented by placing an excess profits tax on oil and
gas companies. When these companies are mak-
ing windfall profits, as they did in 2000 and surely
will again in 2001, a portion of the tax can be
placed in the trust fund, with the rest being used
to ease the burden for low-income British
Columbians feeling the pinch of increased energy
prices.

The purpose of the trust fund will also deter-
mine how those funds are invested. The goal might
be to “grow” the fund as much as possible, by in-
vesting in stocks and bonds, often in other juris-
dictions. This has been the Alaska Permanent Fund
Corporation’s approach (see Case-in-point: Two
Approaches to Trust Funds). Given the state of
investment in BC, however, the preferred option
would instead be to keep the money in the prov-
ince by investing in both low-yielding economic
development projects and higher-growth shares
in corporations that operate in BC.

Interest on these investments should be used
for social and environmental goals. The first pri-
ority is to aid the transition of workers and com-
munities displaced in the event of a mine or well
closure. A just transition program for workers
would guarantee income for at least three years so
that workers could enter comprehensive and
meaningful retraining programs, go back to school,
or bridge their salary to retirement. Communities
could also apply to receive emergency funds for
economic transition projects or ecological resto-
ration programs.

A management body that is approved by the
provincial legislature should make decisions about
what to invest in and how to use the accumulated
interest. Members of the management team should
include one representative from each of the rel-
evant provincial ministries and a diversity of peo-

Canadian Centre for Policy Alternatives

ple from industry, labour, and public interest
groups. The management team would not be
stakeholders — representatives of their various con-
stituencies — but would be expected to bring their
accumulated knowledge and experience in those
arenas to the table.

POLICY RECOMMENDATION: The provincial
government should establish a trust fund by
pooling a portion of resource royalties and
taxes from oil, gas, coal and other mining
operations; the capital should be used for
economic development projects and retraining
within the province.

4.2 Community
transition bonds

Another way of capturing the wealth from non-
renewable resources is to use community transi-
tion bonds. They appear similar to trust funds but
have important differences in both their raison
détre and the way they are managed. The sole
purpose of the community transition bond is to
deal with the socio-economic impacts of resource
extraction, especially at the end of the project. In
this case, the bonds would be collected, adminis-
tered, and distributed regionally, not province-
wide, with the revenues coming from the mining
or oil and gas company.

The community transition bond would work
much like the environmental reclamation bond
currently in use. The environmental reclamation
bond acknowledges that resource extraction, like
oil drilling and mining, has environmental effects
for which resource companies must be held ac-
countable. It can be argued that resource compa-
nies should also be responsible for the social im-
pacts of their activities, including the social up-
heaval created when a town loses a significant por-
tion of its economic base.
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A company or companies wanting to develop
a reserve should, therefore, have to provide a clo-
sure plan that takes into account the workers and
community in the same way that BC’s Mines Act
requires reclamation planning.” The company
should also post a bond and have a portion of

through the relevant government ministries (for-
merly, the Ministry of Mines and Energy and the
Ministry of Community Development). These
Ministries would be required to work closely with
community members to ensure that the priorities
and needs of the local people are considered.

their revenues from the projectadded to thissum. ;5 |y RECOMMENDATION: The provincial

government should amend the Mines Act so
that companies developing a non-renewable
resource must post a community transition
bond, to be used by the community and
workers for transition once the project is
completed.

The full amount would be placed in secure but
low-yielding term deposits. When the mine, gas
field or oil well closes, the money is to be used for
just transition for the workers.

Because this approach is more community-
based, and smaller in scope, than the trust fund
model, management of the fund would be done

CASE-IN-POINT: Two Approaches to Trust Funds

Both Alaska and Alberta created trust funds in 1976 — the Permanent Fund Corporation and the Alberta
Heritage Savings Trust Fund respectively — to deal with a large influx of revenues generated from high oil
and gas prices. Alaska deposited 25% of oil and gas royalties into the fund while Alberta deposited a
decreasing percentage: 30% in the first 7 years, 15% for the next 4 years, then no further revenue since
1987.% Alberta’s strategy changed over the years because the fund’s management could be modified
through legislative vote, whereas Alaska’s was written into its constitution and could be changed only by
referendum.

The investment philosophy of the two funds was also different. Alaska was interested in growth, and so
investment was made in stocks, bonds, and even real estate, often outside Alaska. Alberta, interested in
economic development, has invested much of the fund’s capital in its Crown corporations; stocks, bonds,
and loans to other provinces; and infrastructure projects within the province.

The different paths taken by the two funds resulted in not-so-different outcomes. Alberta’s fund received
higher revenue in its first decade due to greater oil and gas production, but since 1987 inflation has eaten
away at the real value of the principal, leaving the fund with C$12 billion. Alaska’s slow and steady strategy,
combined with an emphasis on growth has meant that Alaska’s fund is now worth somewhat more: U.S.$16
billion. However, the economic activity created by Alberta’s domestic investment philosophy has resulted in
benefits that are greater than the capital in the fund alone.

Revenue from the funds is treated differently by the two jurisdictions as well. Alaska pays out about half
its revenue in dividends, with each Alaska resident receiving between $300 and $1000 per year. Alberta
chose a collective approach, with trust fund income going towards the province's general revenue. However,
given that the philosophy behind these trust funds is to produce sustainable economic returns from a non-
renewable resource, BC should consider a more equitable outlook; that is, collectively using the returns on
investment to mitigate the social and environmental costs of oil and gas development.

More info: www.northamericaninstitute.org/naminews/issue18/pretes.htm
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In Wisconsin, the environmental reclamation
bond and the community transition bond have
been combined into one fund (see Case-in-point:
Wisconsins Investment and Local Impact Fund).

4.3 Value-added in minerals:
The recycling of minerals

Mineral resources have a critical quality not found
in living resources like trees and fish: they don'
degrade. Both fish and trees have the advantage of
being able to regenerate themselves, but lose out
when compared to the durability of metals. Thus,
pulp and paper can only be recycled so many times
before their fibres become too short to be useful.
Fish products can obviously be used only once.
But minerals are forever. This is the quality that
economies such as British Columbia’s need to ex-
ploit in order to make up for the non-renewable
nature of minerals.

One way to visualize the lost opportunities with
respect to mineral resources is to picture its “chain
of custody”, from mining to processing (smelting
or refining) to use in final products to landfill.
Too often, this is a straight line. This emphasis on
virgin mineral resources over recycled content is
evident in Canada’s Minerals and Metal Policy,
which states that “the pace in growth in demand
dictates that virgin materials will remain the pri-
mary source of mineral and metal commodities.””®
In other words, the federal government does not
appear to be willing to engage market forces to
help direct investment towards sustainable use of
metals. Such an initiative would reduce waste out-
puts as well as energy and water inputs and would
realize greater benefits from an aggressive ‘mineral
efficiency’ approach to the development and use
of our metal resources.
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4.3.1 Social and
environmental benefits

Thankfully, the provinces have authority over the
majority of mining policy decisions, including con-
servation and management. The BC government
should use that power to increase incentives for
closed-loop material flows. There are two com-
pelling reasons to do this. The first are the tre-
mendous job opportunities that exist in recycling.
By capturing the waste stream before it winds up
as landfill, a valuable resource becomes available
to those who want to employ workers and use it
as an input for manufactured goods.

The second opportunity is environmental. The
primary environmental damage from the miner-
als industry occurs while getting it out of the
ground.” Canada’s mining industry creates 650
million tonnes of waste per year, more than 20
times the waste created by households, industries,
commercial establishments, and institutions com-
bined."” Meanwhile, the grade of ore continues
to decline, meaning that for every tonne of min-
eral extracted, increasing amounts of waste are gen-
erated and increasing disturbance to the land oc-
curs. Taken together, mining and smelting use as
much as 10% of the world’s energy.'""

Eventually, the economics of this situation will
dictate a shift to readily available recycled materi-
als over minerals buried deep in the ground. The
reason it hasn’t happened already is because min-
eral extraction is a subsidized activity. In fact, in
1996, the federal government increased tax incen-
tives to the mining industry. Not to be outdone,
the BC government introduced an exploration tax
credit in 1998 and extended for ten years an exist-
ing subsidy for mine development.'” On top of
that, it will cost Canadian governments an esti-
mated $6 billion to properly clean up abandoned
mine sites.'"
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4.3.2 Policy mechanisms

What we need is not a ban on mining but an in-
creased reliance on reusing and recycling minerals
that have already been mined. This can be attained
through policy mechanisms that give incentives

of material processing and use, and that make com-
panies responsible for the full life-cycle of their
products.

Subsidies to mining companies for maximiz-
ing new extraction should be gradually shifted or
simply decreased to offset the unfair competition

for using recycled materials, increase the efficiency

Wisconsin’s Investment
and Local Impact Fund

CASE-IN-POINT:

In 1977, while Wisconsin was revising its mining laws, the state recognized that there were local impacts to
mine development. Its Legislature subsequently passed two laws in order to raise capital to be used to
address the “social, educational, environmental, and economic impacts” of mineral mining.* The first was the
Net Proceeds Tax, which allowed the state to collect both a property tax on the land being used and a
progressive corporate income tax that increased from 3% to 15% of the mining company’s profits.®” This tax
is in addition to other corporate taxes. The mining company also pays a “Notice of Intent” fee and a one-
time “Construction Period Payment” to each municipality, county, and First Nations community that has the
ore body within its jurisdiction.

The Legislature also created the Mining Investment and Local Impact Fund to receive the revenue from
the Net Proceeds Tax. The Fund Board was given the task of distributing the funds within the region that the
taxes were collected. The Board has two ex officio members, the Secretary of Commerce and the Secretary
of Revenue. The other nine members — chosen from locally elected officials and the general public,
including a First Nations person — are appointed by the Governor of Wisconsin.

The Board collected and disbursed approximately $4 million in the last two-year period. Applications are
made by, and funding is provided to, municipalities and counties alone. Local governments are, therefore,
expected to act in the public interest. This is one of the weaknesses of the Local Impact Fund. It assumes
that locally elected bodies understand how all community members will be affected, and know what the
appropriate response should be. It does not allow for other interest groups that are affected by the mining
activity to access funds for purposes that they see as important. These include labour unions that could use
revenue for retraining and educational purposes or community groups interested in an environmental
monitoring or clean-up program.

Highlighting this weakness are the programs that are eligible for receiving funding. Four of the five
programs allocate funds to local governments for costs they incur — the cost of negotiating agreements
with the mining company, the cost of disruption caused by construction of the mine, and infrastructure
costs like roads and signage. The fifth category, called discretionary funding, is where we find social and
environmental activities like job placement services and minimizing the environmental impacts of mining.

Notwithstanding the above weaknesses, the overall goals of this type of program are praiseworthy. It
would not be difficult to modify a progressive policy such as the Local Impact Fund so that it more fully
addresses the social and environmental realities in a British Columbia context.

More info: www.dor.state.wi.us/ra/bie97-99.html
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faced by the recycled materials sector. The provin-
cial government should instead give incentives for
the re-manufacturing and use of recycled materi-
als. The provincial government can also work with,
and provide resources to, the Union of BC Mu-
nicipalities to implement programs that increase
recycling rates.

Another option is to shift the subsidies that
mining companies receive so they are not based
on production levels but rather on the efficiency
with which they extract and use mining resources.
By giving incentives to mining companies to de-
velop and purchase eco-efficient technology, the
extent of environmental degradation will decrease
per mineral extracted. The same is true for com-
panies that produce and design products with those
mineral resources. The decrease in minerals “leak-
ing out of the system” will create jobs at every step.

POLICY RECOMMENDATION: The provincial
government should shift subsidies in mining to
emphasize recycling materials and resource
efficiency.

The provincial government should also build
on the European model of requiring mandatory
product stewardship programs. This would require
companies that produce goods from recyclable
materials to be responsible for the product for its
entire life cycle. Companies — especially ones that
produce large durable goods such as appliances or
automobiles —would be required to have facilities
where people could bring their products when they
are finished with them. This would replace their
inappropriate disposal with the re-use of its com-
ponent materials. It would also encourage manu-
facturers to produce goods that have fewer parts
that can easily be dismantled, and recycled or re-
used. To be successtul, this type of program would
most likely have to be implemented at the federal
level. That in no way takes away the province’s
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responsibility to encourage the Canadian govern-
ment and to cooperate with them to develop prod-
uct stewardship programs.

POLICY RECOMMENDATION: The provincial
government should work with the federal
government and industry to establish product
stewardship programs, making companies
responsible for their products over their whole
life-cycle.

Finally, in order to level the playing field for
renewable and non-renewable resources, sooner
or later, the mineral tenure system will need to be
addressed. Under the free entry’ tenure system
(one of BC's oldest resource laws dating back to
the 1800s), mining companies have a right to stake
their claim on public land and the government
has few options to refuse them the right to mine.'*
In BC, the Mining Rights Amendment Act gives
preferred access rights to mineral exploration over
all other land uses. If we are serious about invest-
ing in sustainability and long-term human and
economic health throughout BC, the “highest”
use of the land must be more fully considered in
all cases. Certainly, there is land for which mining
might be the activity that brings the greatest so-
cial good to the province, but there are situations
where other activities would produce greater so-
cial benefits, like employment with less risk to eco-
system integrity. A fair tenure system that does
not prejudice other land users is a critical compo-
nent of this kind of approach.

POLICY RECOMMENDATION: The provincial
government should amend the Mining Rights
Amendment Act so that all activities, including
mining, are considered on Crown land in order
to choose the “highest” use for each parcel of
land.
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SECTION

5 The big picture: overall
INvestment solutions
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THE PREVIOUS OPTIONS FOR INCREASING
investment, employment, and environmental pro-
tection focused on specific sectors. There are clearly
many policy alternatives that are sector-specific,
but there are also many initiatives with a wider
scope, and that move the entire province ahead in
terms of how we think about and deal with in-
vestment issues in the resource sectors.

The following policy alternatives also broaden
the investment strategy so that it is closer to the
comprehensive approach written about at the out-
set of this report. These alternatives more fully ac-
knowledge a role for public investment where pri-
vate investments have failed to materialize. They
consider investments in social areas such as eco-
nomic development and worker training. And they
include a role for different societal actors — com-
munities, non-profits, workers, and ordinary Brit-
ish Columbians — in contributing to investment
in our resource sector.

5.1 Understanding
investment and planning
for re-investment

The first step in moving BC towards an effective
investment strategy is for government, industry,
and the public to acknowledge that 1) there is a
problem with a lack of real investment in the prov-
ince, 2) detailed analyses of investment spending
are required, and 3) an action plan can and should
be implemented. One way to accomplish these
goals is for the province to form an Economic
Council for the Resource Sector.
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The Council would be a body of 15 to 20 repre-
sentatives from industry, labour, First Nations, and
the non-profit sector. Clearly, these different inter-
ests would not necessarily agree on matters of eco-
nomic policy, but negotiation-type discussions could
eventually lead towards consensus. Since the Council
would have no decision-making power, the provin-
cial cabinet could appoint the Council’s representa-
tives based on their knowledge and understanding
of resource issues, including economics — industrial
strategy, investment, and economic development.
The Council would, twice a year, produce a report
that evaluated the present state of investment and
where under-investment problems exist. They
would also put forward strategies for meeting the
challenges they outline and an evaluation of the costs
and benefits of those initiatives. The provincial gov-
ernment would be required to address the issues in
the Economic Council’s report with a report of their
own. The government’s report would include de-
tails about what initiatives would be acted upon
and when, which will not be implemented and why,
and a progress report on the strategies that have
been implemented in the past. This feedback loop
between government and the Council — essentially
an assurance that recommendations to government
were seriously considered — would ensure that par-
ticipation by private sector interests would be greater
than past endeavors of a similar nature.

POLICY RECOMMENDATION: The provincial
government should form an Economic Council
for the Resource Sector in order to study BC’s
resource sector and make recommendations on
industrial strategy and economic development.




5.2 A Provincial
Resource Investment Bank

In the same way that Forest Renewal BC replaced
some of the functions that should have been un-
dertaken by the forestry companies themselves,
the idea behind an investment bank is to make
investments that resource-based companies of all
stripes are not presently making. A Resource In-
vestment Bank could collect money from various
sources — much of it from a portion of taxes and
rents in the resource sector — and finance much-
needed projects. Some of these would be projects
identified by the Economic Council, but the funds
would all be allocated on a fair and transparent
basis.

5.2.1 Funding the Bank

A Resource Investment Bank could be capitalized
from a variety of sources. Forestry companies
would pay an incremental fee on the timber they
cut, a “super stumpage” rate that would be based
on an index of forest product prices. The increased
stumpage would be small enough to only partially
replace the stcumpage decreases of 1998, and would
be largest when the forestry companies were rid-
ing the wave of high pulp and lumber prices.

A second source of finance could be a tax on
substances that are a concern due to their toxic
nature. Highly toxic chlorinated organic com-
pounds such as dioxins and furans would fit into
this category. So would pesticides and chemical
fertilizers. A tax on these substances is justifiable
when considering the full cost of using or discharg-
ing them. It would also encourage industry to in-
vest in less polluting technologies and for users of
the chemicals to decrease their rate of application
or switch to more benign compounds.

Funds should also come from non-renewable
resource development, similar to the Trust Fund
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proposal discussed earlier. The two projects have
somewhat different objectives and the government
would have to decide what the priority should be
for that portion of oil, gas, and mining royalties.
In order to implement both projects, royalties
could be increased to provide revenue for the Bank
(remember that the Trust Fund proposal did not
involve an increase in royalties from non-
renewables).

A final source of income could be from the
people of British Columbia. Two approaches are
possible. Households and businesses could be of-
fered tax-deductible bonds. These bonds would
have low-yielding interest but would nonetheless
appeal to many British Columbians given their
tax-deductible status. A different approach — one
that would not reduce government tax revenue —
would be to raise capital by selling guaranteed,
dividend-paying shares to governments, pension
funds, and individuals. Shares would be non-vot-
ing, to ensure the public/democratic control of
the Bank. Rates of return would be small, say 2%
to 3% above inflation, but adequate for pension
plan requirements. Though some individuals and
pension fund managers might balk at the lower
rates of return, others would be attracted to a guar-
anteed return and to the Bank’s role as a source of
economic development funds for BC. Many in-
dividuals already invest in lower-yielding, but guar-
anteed, trust funds or ethical funds that appeal to
people’s values.

5.2.2 Using the revenue
The Bank would periodically put out a call for

proposals to the private sector, co-operatives, non-
profits, communities, First Nations, and unions.
The proposals would be evaluated using a well-
developed selection process and clear criteria. A
panel of experts would be given the task of choos-
ing between the various proposals.
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Funds would not necessarily be returned to the
sector that generated them. Instead, the assets
would be distributed to any company or group
proposing capital investments that rank high with
respect to the criteria. Favoured activities would
include manufacturing value-added products.
Projects that increase resource efficiency would be
considered: using technologies that decrease en-
ergy use in a pulp mill, increase the percentage of
wood used at a sawmill, or increase mineral recov-
ery at a mine. Finally, the purchase of environ-
mental technologies, leading to less air and water
pollution, would also be a priority. The Bank could
fund these projects by offering grants or low- or
zero-interest loans to applicants. The Bank could
also buy preferred shares from those companies,
thereby investing in these ventures on behalf of all
British Columbians.

The Investment Bank should also apportion
funds to firms that are developing the technolo-
gies— pollution-abatement, resource-recovery, pro-
ductivity-increasing — that are needed by resource
companies to make them more innovative, com-
petitive, and responsible.

POLICY RECOMMENDATION: The provincial
government should establish a Provincial
Resource Investment Bank to collect revenue
from various resource activities and BC
investors and extend favourable financing to
investment projects evaluated through a
transparent, competitive bidding process.

5.3 Community
economic development

Another approach to creating needed investment
in resource industries is community economic de-
velopment, an approach that is about empower-
ing local communities to meet their own specific
needs.
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5.3.1 What is community
economic development?

Community economic development (CED) has
many definitions and takes on many forms. For
natural resource-based communities, it often
means diversifying the local economy so it is less
dependent on one or two commodity exports.
CED initiatives provide economic alternatives for
communities that are unable to influence the
broader economic and political factors that aftect
resource towns.'” They provide stability to towns
normally tossed around by the boom and bust
cycles of commodity prices. By this definition,
many of the proposals in this report can be char-
acterized as community development. But the
main difference between CED projects and other
inidatives is that CEDs are community-driven.

The first step in a CED plan is often the com-
munity coming together and acknowledging that
there is a problem. Either community members
foresee an end to the industry they rely upon or
they are already ill-served by that industry.

Creating a community economic development
organization (CEDO) becomes the next step. The
form these organizations can take is also broad
and diverse. Usually they are non-profit organiza-
tions but some are run as corporations while oth-
ers are co-operatives. They can be coordinated
through a local government or a board of direc-
tors elected from the community. Regardless, what
they all seem to have in common are community
participation and acceptance, with a structure that
is accountable to that community.

5.3.2 The role of public

policy in CED

The community-oriented nature of CED projects
might lead one to believe that there is no role for
the provincial government. Indeed, the assump-
tion underlying many community economic de-
velopment models is that these projects must be
initiated at the community level in the absence of
government or the corporate sector. In other




words, government policy cannot be relied upon
to provide needed resources or to prompt corpo-
rations to do so. Given the recent past — mills and
mines shut down and fishing boats idled with lit-
tle response from government — this is not a sur-
prising conclusion. What this philosophy neglects,
however, is the responsibility that governments and
corporations have to workers and their commu-
nities. It also neglects the policy tools that are avail-
able to government to empower communities to
undertake economic development projects.

If one looks at what a community’s needs are
with respect to economic development, it is easy
to see how an engaged and committed provincial
government can help. Local control of businesses
and industries, access to Crown resources, and a
capacity to raise capital are required for CED
projects to be successful.'® These can and should
be delivered by a provincial government.

The first step is for the government to create
enabling legislation that gives communities a foun-
dation for developing CED projects and commits
government to help with that development. The
relationship between the government and the com-
munity can be formalized in a community devel-
opment agreement. Capacity building, mostly in
terms of managerial expertise, also has to be part
of governments role for successful CED projects.
Many CEDs will have directors who are commu-
nity leaders — intelligent, committed, and well
intentioned — but who may have little experience
in management or business.

In the case of resource-dependent communi-
ties, CEDOs will sometimes require some con-
trol over forestry or fisheries resources (see Case-
in-point: The Cortes Initiative). Mechanisms for
the provincial government to extend this — forest
tenure reform and changes to fishing license allo-
cation — were discussed earlier. For other commu-
nities the strategy will be to find other ways of
generating economic activity, endeavors such as
tourism or cultural development, which lie out-
side the traditional resource sector.
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Finally, CEDOs have to be given the ability to
generate capital. This can be done in several ways.
A subsidiary of the CEDO can be given the au-
thority to issue community bonds to investors.
The province can help by either giving a tax credit
to investors for a portion of their contribution or
by guaranteeing the principal on the bonds so that
investors carry no risk.'” There is also the possi-
bility for investment by venture capital funds,
based here in BC and elsewhere, and for individual
investors and credit unions interested in socially-
and environmentally-responsible projects.

To reiterate, these types of development projects
cannot be initiated at the provincial level. But given
the capacity, communities themselves can work
to change the economic and social situation they
are in, becoming more self-reliant in the process.

POLICY RECOMMENDATION: The provincial
government should pass enabling legislation
for communities to develop economic
development plans, and help communities
acquire the capacity to realize them.

5.4 Making resource
corporations more accountable
to workers and the public

When corporations mount campaigns to protest
what they call government intervention, they of-
ten do so by using the media to “inform” the pub-
lic about government intrusion into the business
world generally, and the activity of the markets
more specifically. One of the more unfortunate
consequences of this activity is that the public, in
whole or in part, begins to believe that govern-
ment is nothing but a nuisance to business. For-
gotten are the costly infrastructure projects — roads,
highways, sewers, and the delivery of water, en-
ergy and information — that governments under-
take and businesses rely upon. Also forgotten are
government social programs that deliver to busi-
ness an educated and healthy workforce, and so-
cial stability and cohesion.
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Another unfortunate reality is that when busi-
nesses do convince governments to “get out of
the way” — not completely of course, business
interests do want to continue receiving govern-
ment subsidies — the public interest is compro-
mised. The following are policies that the pro-
vincial government can implement in order to
ensure that the public interest is not lost in the

business community’s quest for revenue and prof-

its. Some are “sticks”, but most are “carrots” that
challenge the corporate sector to operate respon-
sibly as well as prosperously. Many involve a co-
operative arrangement between government and
industry, granting the corporate sector some of
their demands in exchange for commitments
from them with respect to their responsibility to
their workers. These constitute investments of a
different kind, in human and social capital.

CASE-IN-POINT: The Cortes Initiative

The Cortes Initiative is a joint proposal put forward by the Klahoose First Nation, the Cortes Ecoforestry
Society, and Weyerhaeuser Corporation to establish a community-based forestry operation on Cortes Island.
Half the island would become the forestry base of the Cortes Initiative, combining Weyerhaeuser’s 1800
hectares of private land with 5700 hectares of Crown land.®® As part of the proposal, Weyerhaeuser would
be compensated by being given access to Crown land elsewhere in BC.

The three parties have together developed a Forest Management Plan and a Business Plan. Their
management plan proposes cutting 4000 cubic metres of timber every year using an ecosystem-based
model of forestry. Landscape level planning, large protected areas, selective logging, and an annual cut that
is well below the potential long-term harvest level all fit within this model. Value-added enterprises would
include kiln-drying hemlock and Western red cedar, and manufacturing moulding. The plan is to eco-certify
the operations through the Forest Stewardship Council, with guidance from Herb Hammond of the Silva
Forest Foundation.

Since the operation is small scale, there will be no need for large capital expenditures that have to be
financed through the extraction of large volumes of timber. Despite the small volumes, however, a
conservative estimate projects the creation of 50 full-time jobs.!® This would be ten times the provincial
average for employment per volume of timber cut. There are also plans for a forestry educational centre on
the island to promote ecosystem-based forestry.

This is a unique opportunity for the provincial government to create community economic development
in a rural area by transferring control of the local forest to the coalition. Like most CED projects, the project
was initiated at the local level, and the Cortes community has demonstrated strong support for the project.
The project would also serve as a Treaty Interim Measure for the Klahoose First Nation, and would become
part of the province’s Community Forest Agreements. It would also be the largest ecosystem-based forestry
operation in the province.

The provincial government can duplicate this model elsewhere in the province by re-distributing tenure
(as described earlier). In the same way that the provincial government should be demanding certain criteria
— like good employee relations and a unionized work environment — from forest companies, they should
make similar demands from community forest projects.

More info; http://oberon.ark.com/~ecofor/Cortesinitiative.htm
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5.4.1 Most Favoured Companies

The government should establish a record of Most
Favoured Companies (MFCs). These would be
companies that maintain a high standard with re-
spect to creating jobs; paying good wages; abiding
by environmental laws; providing decent benefits
to workers, including offering company shares (see
Section 5.5); providing training and upgrading
skills for workers; and implementing policies that
lead to greater job creation such as investing in
value-added manufacturing. These criteria could
easily be quantified, for example contributing 3%
of payroll to a pension plan and 2% to training
and education; having a clean environmental com-
pliance record; making 50% of research and de-
velopment investment within BC; and reinvest-
ing in BC 80% of the revenue generated from BC
natural resources and labour.

There are three purposes to establishing crite-
ria for social responsibility and compiling a list of
Most Favoured Companies. The first is to set out
the parameters for whata government expects from
its business partners. The second is to inform the
public about which companies are operating re-
sponsibly. Consumers are increasingly active in
choosing where their dollars are spent based on
ideals such as corporate responsibility. The third,
likely the most important from businesses” point
of view, is that those companies meeting the crite-
ria would receive a variety of benefits.

First, the province can set up a two-tiered cor-
porate tax rate. Most Favoured Companies would
pay lower taxes. These companies would also re-
ceive preference for government contracts. The
provincial government could use the list of MFCs
as a deciding factor when awarding grants or sub-
sidies, and could encourage other levels of gov-
ernment to do the same. The province can also
allow these companies to issue annual rather than
quarterly reports, partly to encourage companies
to emphasize long-term company health. Cer-
tainly, some of these ideas will be controversial with
both conservative and progressive analysts, but the

Canadian Centre for Policy Alternatives

underlying goals of these initiatives are to move
forward the debate over what constitutes corpo-
rate responsibility, give incentives for companies
to act responsibly, and foster an environment of
cooperation between government and industry.

POLICY RECOMMENDATION: The provincial
government should establish a Most Favoured
Company policy that rewards socially
responsible companies with government
contracts, lower taxes, and fewer reporting
responsibilities.

5.4.2 Subsidies and tax credits

Tax breaks, grants, and other subsidies have long
been a strategy used by all levels of government
for job retention and creation, but they rarely come
with enforceable commitments. A potentally less
controversial alternative to the Most Favoured
Company strategy is simply to tie all government
aid programs aimed at the corporate sector to strict
performance requirements with penalties for non-
attainment of those standards.

For example, all grants aimed at job creation
should be developed in conjunction with, and
endorsed by, the workers of the company:. If these
grants result in layoffs within a given amount of
time, the company would have to pay back the
amount of the grant with interest. Companies re-
ceiving tax credits would have to maintain opera-
tions at the project location for twice as long as
the term of the tax credit. Economic development
aid would come with requirements that the com-
pany stay within the province for at least a spe-
cific, substantial amount of time. Again, violation
of those requirements would result in having to
pay back the amount of the aid. If a firm relocates
within the province its workers should have the
right of first refusal for work at the new location.

Whether considering the Most Favoured Com-
pany or the “tied-aid” approach, there must be a
certain degree of corporate transparency. An au-
dit of corporate operations would have to be con-
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ducted in order to ensure that companies receiv-
ing special treatment from the government were
meeting the requirements set out for those ben-
efits. Jobs created, jobs retained, and wages and

benefits provided would all be a part of this audit.

POLICY RECOMMENDATION: The provincial
government should establish requirements for
companies receiving government grants or
subsidies, with penalties (a requirement to pay
back the grant or subsidy with interest) for
companies not meeting those requirements.

5.5 Employee ownership of
resource corporations

Mechanisms have been adopted in various juris-
dictions for workers, as part of their benefits, to
receive shares in the companies they work for. Pres-
ently, there are over 10,000 firms in the U.S. with
employee share ownership plans (ESOPs).!'°
Company contributions to the employee fund are
tax deductible and payouts to the employee are
vested, that is the employee has to wait a given
number of years before accessing the shares. The
advantage of this system is that the employee is
able to put away retirement funds, the company
retains the ability to invest that capital untdil the
employee leaves or retires, and the employees
gradually increase their proportional ownership in

the firm.

ESOPs have had numerous claims made about
them, including that the company will operate to
a greater degree in the workers™ or the public in-
terest, that workers will become more committed
to their work, and that companies can become
more productive and profitable.'" Some of these
claims are justified. The North American
workplaces with ESOPs that have allowed work-
ers to become involved in the management of the
firm have been found to experience substantial
gains in corporate performance.''? Also, by becom-
ing active in shareholder meetings, resource-based
workers can influence corporate decision-making
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with respect to investment, and direct that invest-
ment towards increased employmentand the long-
term health of the company. However, worker
control is not guaranteed, even when employees
own a significant proportion of company shares.
Many companies remain very hierarchical, with
little opportunity for employee input in the
workplace.'®

A strategy of restructuring the economy to en-
courage ESOPs was developed in Sweden by
Rudolph Meidner. The Meidner Plan for Eco-
nomic Democracy called for a percentage — the
Swedes proposed 20% — of a corporation’s profits
to be pooled into a worker’s fund and used to buy
equity shares in the company.'"* Collective own-
ership of the fund encouraged employees to be-
come active in determining the future of the com-
pany. Under any plan for employee ownership,
the preferred structure for making decisions as
shareholders is the one-person-one-vote system, a
more democratic arrangement than voting by
worker “ownership” of the fund.

Policies can be put into place by a provincial
government to facilitate employee ownership in
resource corporations. In the case of an ESOR
changes to corporate income tax regulations have
to allow a deduction for all funds that go towards
employee shares. ESOPs can also be one of the
criteria required of a Most Favoured Company.
The Ministry of Labour should aggressively pro-
mote ESOPs to business, labour, and educational
organizations, targeting the benefits to be had from
the cooperative approach found in some ESOPs.'*®
Implementing the Meidner Plan would be con-
siderably more difficult, seeing as it would essen-
tially work as a corporate tax, even if corporations
were given a benefit in exchange.

POLICY RECOMMENDATION: The provincial
government should implement policies that
facilitate and encourage the development of
employee share ownership plans in BC
companies.




Conclusions

THE ABOVE POLICY ALTERNATIVES ARE INTENDED TO FORM A NEW APPROACH TO
managing BC’s resources, which, for the most part, still belong to the people of this province. Taken
together, the recommendations put forward a strategy that is less piecemeal, less reactionary, and more

reflective of the economic realities of BC’s resource sector.

This paper presents what is essentially a two-fold approach. First, it sets out to establish a new rela-
tionship between the public and the private sector. It challenges BC’s resource corporations to enter into
a new social contract with British Columbians by working cooperatively with the government that
represents them. This approach concedes that there are ways for the government to make changes so
that resource corporations are better able to operate in this province. However, it also asserts that corpo-
rations have responsibilities too. In short, this strategy urges government to tell the resource industries:
“Invest in value-added production. Invest in worker training, job security, and job creation. Invest in
environmental technologies. Accept these responsibilities, and we will work to make your operations

more profitable.”

The second portion of this new approach involves looking for alternatives to the present industrial
and investment structure. The more options a government has to choose from with respect to managing
its resources, the more bargaining power it has with each entity wanting a piece of those resources. The
provincial government should therefore open up its resources to players other than the large resource
companies. Communities, co-operatives, First Nations bands, and small businesses have unique strengths,
deserve to participate in the management and development of the province’s natural resources, and are

able to make the type of investments needed to attain stability and sustainability.

To reiterate the recommendations made in the paper, the provincial government should:

Forestry:

* Ban the export of raw logs from Crown land and work with the federal government to do the same
with raw log exports from private land.

* Provide tax credits to forest companies investing in value-added production, with the revenue
coming from increased stumpage rates.

* Establish partnerships with coastal hemlock producers to invest in kiln-drying technology.

* Make more wood available to small firms wanting to manufacture value-added products by re-
forming the Small Business Forest Enterprise Program and establishing more log yards.
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Use the Forest Act to set the range of acceptable fluctuations in chip prices in exchange for an
agreement from pulp producers to invest in paper making when pulp prices are high.

Reduce or eliminate the sales tax on eco-certified wood products and require provincial wood
purchasers like the province’s construction industry to use a minimum percentage of eco-certified
wood.

Provide resources (workshops, conferences, trade shows) to companies to help them become eco-
certified, and to market and sell their eco-certified products.

Provide low- or zero-interest loans to pulp producers wanting to invest in closed-loop technology.

Extend the deadline on the Zero-AOX Law (with a firm end date), but implement a tax shift
policy that increases the cost of AOX emissions, and use the revenue to give tax credits to compa-
nies investing in compliance.

Develop Forest Stewardship Agreements by entering into discussions with industry, communi-
ties, and First Nations people.

Require forest companies — as part of their forest license — to post investment bonds to ensure that
promised investments are made.

Use provisions in the Forest Act to remove forest companies tenure rights — during license expiry,
tenure transfer, or mill closure — unless they are willing to make binding commitments to make
needed investments in their operations.

Redistribute tenure to community forest projects that are willing to use unionized workers in their
operations.

Negotiate interim agreements with First Nations people and, as part of treaty settlements, provide
them with resources to develop forestry plans and market ecologically-friendly forest products.

Fisheries:

Set up a public investment program specific to fishing communities to fund the start-up of small
businesses, build infrastructure where it is needed, and provide business skills to those interested.

Work with the federal government to implement a progressive royalties system in all fisheries, with
the revenue being used to diversify fishing economies and develop and market locally-based,
sustainable fish products.

Work with the federal government to establish regional management boards for all BC fisheries.

Strengthen the Forest Practices Code to increase the buffer left around streams and eliminate
logging on steep, unstable slopes.

Work with farmers to leave buffers between agricultural land and water bodies.

Work with Vancouver and Victoria regional districts and the federal government to develop and
implement an investment plan for secondary sewage treatment.

Mandate a future ban on open net fish farms and — in the interim — implement a tax shift policy
that increases fees for open pen licenses and grants tax credits for the purchase of closed contain-
ment technology.
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Mining, oil, and gas:

* Establish a trust fund by pooling a portion of resource royalties and taxes from oil, gas, coal and
other mining operations; the capital should be used for economic development projects and re-
training within the province.

* Amend the Mines Act so that companies developing a non-renewable resource must post a com-
munity transition bond, to be used by the community and workers for transition once the project
is completed.

* Shift subsidies in mining to emphasize recycling materials and resource efficiency.

* Work with the federal government and industry to establish product stewardship programs, mak-
ing companies responsible for their products over their whole life-cycle.

* Amend the Mining Rights Amendment Act so that all activities, including mining, are considered
on Crown land in order to choose the “highest” use for each parcel of land.

Overall resource sector investment:

* Form an Economic Council for the Resource Sector in order to study BC’s resource sector and
make recommendations on industrial strategy and economic development.

* Establish a Provincial Resource Investment Bank to collect revenue from various resource activi-
ties and BC investors and extend favourable financing to investment projects evaluated through a
transparent, competitive bidding process.

* Dass enabling legislation for communities to develop economic development plans, and help
communities acquire the capacity to realize them.

* Establish a Most Favoured Company policy that rewards socially responsible companies with
government contracts, lower taxes, and fewer reporting responsibilities.

* Establish requirements for companies receiving government grants or subsidies, with penalties (a
requirement to pay back the grant or subsidy with interest) for companies not meeting those
requirements.

* Implement policies that facilitate and encourage the development of employee share ownership
plans in BC companies.

The federal government clearly has responsibilities in many of the above areas, including: raw log
exports from private land; First Nations treaty negotiations; management of West Coast fisheries, in-
cluding implementing a royalties system for fisheries and redistributing fisheries licenses to owner-
operators; sewage treatment infrastructure; and product stewardship programs. But most of these ideas

are amenable to the province acting alone or taking the lead.

Together, these policy ideas offer hope. They demonstrate that, if we think outside the box, we can
bring about value-added and environmentally-friendly investment — bringing resource-based commu-
nities renewed stability and long-term sustainability. These ideas show that it is indeed possible to recap-
ture the wealth generated from BC'’s resource sectors, and put it to use creating jobs and strengthening

our environmental protection. &4
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