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1. Introduction
1.1 Backgn>und and Pornose of this discussion oaoer

Alter many yems of steady movement toward an expanded role for govemment in environmental
regulation, the direction begau to shitl recently. Under the influence of ideas favoring a reduction or
abandonment of “the old command and control @em”;

and in response to huge debts and deficits that

made downsizing a key component of this new political agenda’; decision-makers in bath the public and
private sectors bave increasingly explored alternatives to regulation, including vohmtq

agreements,

codes of conduct, Memomnda of Understanding, and economic instruments.
These developments bave evoked respooses mnging from celebration to condemnation.
Supporters contend that non-regulatory approaches encourage businesses to go “beyond compliance”; are
more efficient and flexible; and lead to research and innovation to find better production methods based
on Ieading edge technology. * Though critics reject these arguments, and mise concems about the
possible dangers of substiluting new approaches for regulation, thorough consideration of thcse
alternatives is high on the agenda of decision-makers in most parts of the globe. In canada, the National
Round Table on Environment and Economy (NRTEE) has played a leading role in expl6ring the
application of these instmments, and has recently established a Task Force to cany on this work, with
special attention paid to what has been called “greening the budget.”

The budget recommeadations made to date by the NOTEE Task Force on,Economic Instmments
cmstitute a series of very specific recommendations. As set out in the letter of invitation, the purpose of
the October 23 workshop is to genemte discussion whlch Will assist in developing a broader context for
future work on the topic of green budgets. The Task Force. seeks to find a middle ground between the more
narrowly focused, incremental budget measures recommended to date and the wholesale revamping of
govemment budgeting representexl by the concept of “ecological taxation.“’
discussions Will emphasize measmes which cari be taken in the “middle-term”

Accordingly, Workshop
- the 1999-2000 budget

’ These ideas have been labeled “neoconservative”, but over the past decade they bave
informed the agenda of parties and governments from many parts of the polffical spectrum.
’ See for example Mike Kelly. “Market Correction: Economie Incentives for Sustainable
Development.” NRTEE, November 1992. Similar points are made in a very recent OECD
publication, Evaluatina Economie Instruments for Environmental Policy (1997). Claims about the
advantages of economic instruments are typically qualffied by the phrase “in principle” or “in
theoty” because as the OECD reports, “few formal evaluations of economic instruments have
been conducted in member countries.” (p. 10) We Will revisit this point in the Conclusion.
3 See William E. Rees, “More Jobs, Less Damage: A Frameworkfor Sustainabiltty. Growth and
Employment,” and Rees, ‘Taxing Combustion and Rehabilftating Forests: Achieving
Sustainabitiiy, Growth and Employment through Energy Policy,” both in Alternatives, vol. 21, no.
4, ~&/NOV., 1995. The definition of ecological taxation used in this paper appears below.
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(which would bave. to be recommended by the Task Force approximately one year from now) and one or
two budgets a%r that. 4

This middle-term focus rqdres

that the Task Force do two things over the coming year -

Cor&der general principles which should inform budget greening; and then recommend specific budget
actions which flow from those principles. Since the spectics are dependent upon the general principles,
this paper, written at the beginning of this process, is primarily concerned only with the latter. Spxific
budget measores at the level of detail of the 1995 rexmmendation

of the Task Force that Capital Gains

Tax be removed for a particuhu period from donations of ecologically sensitive land are beyond the
pmview of this discussion.
This paper provides background information which sets budget greening within the context of the
historical development of environmental policy and the sustainable development dialogue. It then
discosses ways in which criteria canbe developed to decide which budget instruments shoold b=eapplied to
which policy fields. Alter setting out (in a matrix) a variety of possible budget initiatives in 4 selected
policy fields, we propose a methodology for choosing from among the many options those that appear to
be most feasible in the medium term. We are looking for the “10~ hanging fruit” on the tree of green
budgeting - those measores which appear to be most feasible and potentially effective in the middle term.
What is proposed is a “rational” method of policy development. We recognize, however, that in a
representative democracy political influences Will very properly temper any such approach.’

1.2 Work to date of the NRTEE? Economie Instruments Tank Force
NRTEE’s work on green budget reform and economic instruments goes back to the begimdng of
the decade when it published Working Papers on varions aspects of the topic. (Sec Kelly, 1992; Clement,
190;

and Cassils, 199J.

Several NRTEB members served on the Task Force on Economie Instruments

and Disincentives to Sound Environmenti

Practices. This multistakeholder Task Force was established

in the Febroary 1994 federal budget, but had only part-time vohmteer members and a very shoti reporting

’ The “short-term” is defined as measures for this coming budget (1997-98). This year the shortterm NRTEE focus is on measures related to private woodlots, urban brownfields, and
endangered species on private lands. These topics are not the,subject of this discussion. The
“long-term,” of course, refers to time after approximately 2005.
’ “In all their decisions ministers need to weigh up costs and benefts. Uitimately their choices
depend upon their poliiical judgements, but these should be supported by as much detailed
analysis as possible.” U.K. Department of the Environment, Policv Abpraisal and the Fnvironment
(London: HMSO, 1991) p. 19.
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date.Whenit ended,theNRTBE membersrequested
thata TaskForceundertheNR’IEE be.givena
similar mandateto furtherthework begunin 1994.
In 1995,NRTEE helda workshopto advisetheMinister of Finance“on reformof energy
wereadoptedin the 1996budget.That
taxationandsubsidies”.Sexemlof theresultingrecommendations
same.yearin May,NRTEE established
theTaskForceon EconomieInstruments“to promoteandadvance
theuseof market-based
approaches
for envircinmentiimprovementin Canada.”This TaskForcewasto
work in hvo“streams”.Stream1 involvedcontimdngthepmcticeof conveningammalmultistakeholder
workshopson GreeningtheBudget. Stream2 wouldinvolve “working with stmtegicparmersto
achieveconcreteprogmssin implementingmarket-based
approaches,
goingbeyondthenear-termtax
policychanges.”(ThecurrentWorkshopis a Stream2 activity.)
The outcomeof the 1996Stream1 workshopwasa furthersetof recommendations
to the
Minister of Financeto providetax incentivesto promoteenergyefficiencyandtax exemptionsfor certain
contributionsto EnvironmentalRestorationTmsts6 This workshopalsorecommended
settingup ajoint
NRTEE/FinanceWorkingGroupto considerfbrthertax systemreform.
The 1997Stream1 workshopWill considerspecificpropos& for tax incentivesaddressed
to
bmwnfieldsdevelopment,
endangered
specieson privatelands,andwoodlotswbile the Stream2
workshopconsidersthe approachoutlinedin this paperto a moregeneral,mid-termgreenbudgeting
exercise.
NR’IEE basyetto clar@ the relationshipbetweenthe carrentTaskForceanda newNRTEE
TaskForceon ClimateChangewhich Will corneinto existencein early1998,and Will inevitablyconsider
economicinstrumentssuchasenergypricing andtmdeableemissionspermitsaspart of its work.

1.3Definitions
TOavoidconfusiondurhtgtheworkshopdiscussion,primatytennsaredofinedbelow.It is
mognized thatthereis no onecommonlyaccepteddefinitionfor manyof theseterms,especially
“sustainabledevelopment.”The definitionusedhemleadsto an emphasisuponresonrceconservationand
wasteandpollutionpolicyfields.Anotherdefinitionwouldleadthedecision-making
processconceming
budgetgreeningin a dilTerentdirection,but theprocessoutlinedbelowfor decidingon specilïcbudgetrelatedmeasmescouldstill ba successtülly
used.
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The mostimportantdistinctionto bearin mind for pmposcsof theworkshopdiscussionis that
behveentherelatedbat distinctconceptsof “economiciastroments,”“ecologicaltaxatioa,”aad“budget
grecning:

Sustainabledevelopment:“meetingthene& of presentgenemtionswithoutcompromisingability of
fatarogenerations
to meettheir needs”(theBrunddaoddefinition) essentiallyinvolvesconserving(and
where possible enhancing) three forms

of capital: (1) economic/manufactured;

(2) human/adtural,

(3)

nafwal; andleamingwith respectto eachof theseto “live off theinterest”.’ While recogaizingthat
uhimatelythe sostainabilityof all threetypesof capitalis inter-related,for thepmposesof this “mid-term”
budgetgreeaingexercisewe haveplaccdmajoremphasison sustaiaingnatoralcapital,which is doneby
decoupling increases in matertal living conditions jwn

increased throughput ofenergy and materiais.

Budgetproeess:decisionma!&g conceminga govemmcnt’srevenues
andexponditores
for the coming
year. (This termdoesnotreferto implementationof thosedccisioas.)Theterms“revenuebudget”and
“eqendihue budget”arecommonlyusedto distinguishthetwo aspectsof theprocess.
Program expenditare:any expondihueby a federaldepartmenfincludingits own staffingand
administrativecosts,costof providinggoods,servicesor information.
Tax expenditure: anyreductionor deferralof any’taxowcdto thefederalgovernment.
Emissioncharge:aaymandatory paymentto thefederalgovemmentwhich is relatedto the useof nature
asa siakfor thedisposaIof wasteor pollution. Aa examplemight includea federalraxon machtonneof
hazardoasor solidwastesentto disposal.For parposesof administrativesimplicity, sachpaymentsmight
bereqairedasa licensingfeepayableto theregnlatorydepartmentwhich is mostoftena provincial
enviromnentdepartment.Sucha provincialemissionchargeis beyondthescopeof this discussion.There
is nojuridical or ConstitutionaI
reason,howcver,thatemissionchargescouldnotbe imposedby the
federalgovemment.

’ See “Greeningthe Budget Program History”. NRTEE (n.d.)
’ Cf. Pearce’s definition: Yhe achievement of sustainable development requites ‘bonstant capital
stocks’ where ‘constant: must be construed to mean constant or increasing. Weak sustainabiliiy
demands that the overall stock of capital be ‘constant’, with na special regard being paid to
environmental capital. Strong sustainability requires that both the overall stock and the natural
stock be ‘constant’.” David Pearce, Blueprint 3: Measurina Sustainable Develooment (1993) p.
27
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Producttax: anytax wbich is relatedto thedesignof a productandis to bepaldby eitherthe
manufactureror porchaserof thepmduct. @biscategotycombinesthe conceptsof a maoufachuers’and
salestax.) An examplemight includea tax on disposable
cameras,intendedto providean incentiveto
manufactureandporchasefewerof them in comparisonto nondisposablecameras.
A “pmduct” is distingoishedfrom a “resowce”by vitie of bavingbeenprocessed
to somedegree.Those
cuttingdowntreesin the foreatpsy a pmvincial stompagefee,but wouldnetpaya wod prodwt tax, as
definedhere,until thetreehadbeenprocessed
into lumberto bewed asaninput in the mmwktming
pmcess.
Other taxesandcharges: all othermandatorypaymentsto thefedemlgovemment.Examplesinclude
custotnsdutiesandall formsof licensmgor oserfees.It shouldbenotedthatthesecategoriesdo net
includeanyform of “resourcetax,” definedaspaymentsmadeto thestatein exchangefor the right to
extractfmm name materialssuchasfossilfuels,fisb, met& or wood.Sinceresowcetaxationis a
primarily provincialjorisdictlonit is excludedfrom this discussion.

Thefactorcommonto ail five budgetcategories
is theintentto provideeithera positiveor negative
financialincentiveto bebaviourchange.In this respecteachof themconstitotesa typeof economic
instrument.
economicinstruments: “Eccnomic instrumentscari be definedas instruments that a@èct costs and
benefits ofalternative
that isfmourable

actions open to economic agents, with the effect of injluencing behaviour in a way

to the environment.“s The OECDidentifiesfourtypesof economicinstruments:

chargesksxes,
sobsidles,tradeableemissionpermits,anddeposit-refimd
systems.The first two typesare
clearlybudget-related
andarebighlightedin tbis paper.
ecologlcaltaxation: taxationintendedto achieveboththepurposeof generatingrevenueandchanglng
behavioux.Increasinglyrhis tem~ is being u.sed to referto a systematic (as opposed to piecemeal) shift in
the entire tax structure “~awayfront income, VAT andpayroll taxes and towarak consomption taxes,
inciuding environmental taxes. ‘j9

’ This definition is taken from Environmental Policv: How to Anolv Economie Instruments,
OECD, Paris 1991, p. 10. The typology appears now to be standard for OECD. It is (>utlined in
the two most recent publications, Fvaluatinglnstruments
for Environmental Policy, and in
Sustainable DevetoDment: OECD ADDrOaCheS for the 21” Century, bath published in 1997.
’ Francois Bregha et al, “Ecological Fiscal Reform: A Review of the Issues”. Final Report of
Resource Futures International to NRTEE, November 1995. Note that the term environmental

green budgetiag:

this is perhaps the loosest term of ail. It has had a variety of meanings, even in the

Canadian context. At the time of the Green Plan, it was associated with the id& of reqoiring an
environmental asscssment of all major budget mesures, and thus focosed entirely on process.
Subsequently, it bas referred to substantive actions soch as the ose of economic iostrmnents or the removal
of sobsidies to environmentally anfriendly products or activities. For our pmposes, we cari define it as a
form of budgeting comprised
enhancing the level

of revenue generation andpublic expenditure bawd on maintaining or

of natwal capital, with taxes and subsidies designed to encourage income and

savings, and discourage consumptio~ and waste.

sustainable development friendly budget: a budget comprised of measores which provide an incentive
for behaviour change in the direction ofsustainable development, as defined above. (Note that a Mer
definition of sustainable development that encompassed all3 forms of capital would considerably broaden
ouf discussion.~ ”

The porpose of this section is to describe the way in which government budgeting is coming to be
seen as another policy instrument which cari be ased to assist in making the transition to sustainability.
The section ako reviews progress to date, both in Canada and other jarisdictions, in putting this new
wnceptualization

into practice

tax is itself rather complicated. According to “Environmental Taxes and Green Tax Reform”,
(OECD, Paris, 1997) “There is no univemally-agreed definkion of what constitutes an
environmental tax...” (p. 17) Focus varies between the explicit and implicft reasons for
implementing the tax and the actual environmental effects of the tax. *A report prepared by
EUROSTAT uses the following definition: “A tax falls into the category of environmental if the tax
is a physical unit (or a proxy for it) of something that has a proven specific negative impact on the
environment, when used or released”. By this definition, eco-taxes could be defined as those
charges or taxes designed with a spectfic environmental objective in mind, and could fall under
the larger umbrella of environmental taxes, which would then also include those taxes which were
not specifically designed with an environmental objective in mind, but have ended up supporting
an environmental objective in the end.
” According to a number of scholars and practkioners, the next phase of development Will involve
shiiing form green or ecological fiscal reform to the broader agenda of budgeting for
sustainabiliiy. See for example the forthcoming work by David Pearce (Blueprint 4.) Presumably
this broader agenda Will need to be addressed in the forthcoming Sustainable Development
Stmtegy of the federal Department of Finance.
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2.1 The budaet as wlicv instroment
Arguably the most reliable indicatom of govemmental policy wmmitments

and public policy

priorities are budget expendihues. Politics and, govemment are satomted with words and statements.
Indeed, some scholars claim that “politics is talk”. Langoage helps sbape the way social pmblems are
seen and onderstood, OI in more carrent terminology, political discoorse affects the construction of
political reality. But in the final analysis, whatever govemments say, the budget reveals in a
fimdamentally important way what they are actually doing.

The implications of this fact were bmught forcefolly to the attention of tbe Standing Committee
on Environment and Sustainable Development in the cotie

of their discussion of a “Sustainable Budget.”

They chose as the headnote to their report, “Keeping A Promise: Toward a Sustinable Budget”, tbe
following quote: “The fedeml budget and the ovemll framework of fedeml tax incentives is the stmngest
statement of a govemment’s priorltiea and direction. Bot the overpowering signals these now send point
away from an enviroomentally sostainable future.“”

The Committee went on to identi@ two key factora

which in their opinion are hampering the “transition to a sustainable economy in Canada”. One is that
“the costs of environmental pollution and resouxe depletion are not reflected in the prices that Canadians
pay for products.” The other is that “market prices in Canada (and in other counuies) are pushed even
lower by a variety of govemment sobsidies and other meaaures.” @. 2) This pattem continues despite
stated commitments to support sastainable development as outlined in the “Guide to Green Govemment”
and in the legislation establishing the Commissioner for the Envimoment and Sustainable Development.

It follows that major policy reforms of the kind reqoired to ensure that govemments support
sostainable development Will neceasitate signi!ïcant changes in the budget. The term “green budget
reform” captures (in part) this thmst and provides avantage point fmm which to critically assess existing
and pmposed budget initiatives. A new scholarly journal [ RO~M Gale, ed., Environmental Taxation and
Accountinl

waa recently established to provide a forum for analysis and discussion of this new appmach

to budgeting. Still in its infancy, the idea of green budgeting emerged in the transition to a “new
economy” dming which govemments have reexamined the very mots of govemmental involvement in the
economy in response to both new ideas and tough economic realities of large and gmwing debts and
deficits.

After years of ascendancy, idoas favoming the shriokage of govemment are now being called
into question at the same time as deficits are tuming into smpluses. We are again in transition, and this
entails bath challenges and opporhmities. In looking ahead to the onfolding of public policy in tbe early
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partof thetwenty-firstcenhuy,it is worthoutlioingthe rang.2of policy instmmentsavailableto
govemments.
Policyinstrumentsavailableto govemmentscaobe classilledin manyways.A carrentpublic
policyintroducto~text dividcstheminto “voluntruy,”“ mixed,” and“compulsoty,”andthenprovides
sab-categoxies
asfollows.‘*

relianœonfamily andconmnmityactionto meetpolicy objectives
. relianceonvohmtaryorganizations
to mcetpolicyobjectives
. relianceonprivatemarketsto meetpolicy objectives
Mixed instruments

informationandexhortation
subsidies
auctionof propertyrights
tax andusercharges

regslation

publicenterprises
directprovision
Most taxonomiesrely on someversionof this spectmmof vohmtaq to compulsotyaction. The “Guideto
GreenGwemment” @p.14- 15)offersa simplerclassificationwbichdividesthemasfollows:
vohmtxy approaches
informationandawareness
tools
economicinstnunents
directgovemmentexpenditom
commandandcontrol
Budgetinstrumentsincludethe third andfoorthcategories
in this list of instruments.Analysisof
govetnmentbudgetsasaallymakesa distinctionbehveenthe expenditurcbudgetandthe revenuebudget
” Stephanie Cairns, “Green Advice for the Federal Government”,
January/Februaty
1995, p.21. (Quoted on p.1)

Environment

Network News.
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and between the three phases of the budget process - preparation, adoption and execution.‘3 This paper is
concemcd with bath expendihw

and revenue, but ooly with the prepamtion phase. Although the altimate

test of the efficacy of a green budget is the associated behaviour change on the part of botb state and
societal actors in the direction of swtainability,

the process of implementing budget devisions is not

directly considered here.

2.2 Budget Greeoing to date in Canada
How bave these various policy nwsures been applied to the aahual environment in Caoada?
Policy intended to coasewe natoral resources and reduce waste and pollution has traditiooally relied on
exhortation;

public spending on such tbings as sewage waste infrastmchue;

and command regulation,

based on law. Economie instmments sach as taxes, oser-fees and deposit-refand systems bave also been
ukd to at least some ext$nt. The intent has been to change behavioor more than to generate revenue to
support the activities of govemment aad for the most part they bave been administered by provincial
environment departments [ need to check/clari@] separate from the provincial budgeting proces~.‘~
Economie instruments bave always been seen to include tax measures, but taxation of natoral resoorce
extraction has been excluded from the defioiticm. The 1992 Economie Instruments Discussion Paper, for
instance, “does not address the issue of appropriate pricing of natnral resoaxes, or the related issue of
appropriate pricing of electricity.“‘s Tradeable permit systems bave also been txaditionally seen as
onrelated to the budget process. The budget was not a central concem of the environmental economic
instrument dialogue, as it developed daring the late 1980s and early 1990s.
Although the tenn economic instruments has generally excluded resowce pricing, the concept
has been included under the rubric of “fa11 cost pricing,” which bas been discussed or applied in several
areas including water pricing. There the argument is made that the charge paid to monicipslities
sapplying water to residential or industrial consumers shoold at lea.%caver the capital and operating costs
of the good sopplied. The concept does not depend upon valuation of the resoorce but iostead, like any
user fee, sees the charge as simply lxing sotlicieat to caver associated cost.~.‘~ The ides of fol1 cost pricing
bas also been discussed in relation to energy (involving such issues as the cost of decommissiooing
nuclear geaemting stations, or accounting for air pollution associated with thermal generatioa);

and also

‘* Michael Hewlett and M. Ramesh, Studvina Public Policv: Policy Cycles and Policy Subsystems
(Toronto: Oxford University Press, 1995) p. 82.
” See Chapter 26, The Sudgetary Process, in Kenneth Kernaghan and David Siegel, Public
Administration in Canada (Scarborough: Nelson, second eo’ition, 1991). pp. 563-610.
” Exceptions include the “gas guzzler” and “beer-cari levy” fiscal instruments implemented by the
Ontado government; give cite
” Canada, Economie Instruments. p. 2.
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to transportation(whemcostcomparlsons
behveentravelin SingleCkcupancyVebicles[SOV’sJand
variousformsof publictransitattemptto factorin suchindirectcostsasair pollution,congestion,and
madconstructionandmaintenance.)”

AlthoughCanadahasnettakenasmanystepsto greenthefederalbudgetassomeof the
juridictions reviewedin thenextsection,signillcantprogresshasbeenmade.As discussed,by the early
1990sthefocusuponeconomicinstmmemswhichmight beusedby environmentdepattmentshad
broadened
to a concernfor stmcturalincemivesto unsustainabilitybuilt inta theeconomyby federaland
provincialbudgets.During thepastcentmy,Canadianeconomicdevelopmentbasbeengmundedin
varionsformsof stateassistance
to the resourceextractionindustries.Begirmbtgwith thewritings of
HaroldInnis in the 193Os,this hasled to an ongoingdialogueamongstCanadianacademicsandpolicy
makersreapectingtheimplicationsof this relianceuponstapleeqort. Sustainabilityaddeda new
perspective
t0 that discussionby drawingattentionta theproblemof inappropriateeconomicsignaissent
by governments
astheypursuecmrbasicindustrialstrategyof resourceextraction,followedby at le&
someminimal degreeof processing,andthenglobalsale.
By tbetime of the 1993election,this awareness
hadincreasedto thepoint of inclusionin a party
platform.TheLiberalRedBookpmmiseda “comprehensive
baselinestudyof federaltaxes,grants,and
subsidies,in orderto idem@barriersanddisincentivesto sonndenviromnemalpractices.”(cite)The
newlyelectedChretiengovemmentarmotmcedin theFebruaty,1994budgetthatthis promisewouldbe
addressed
thmughcreatlonof theTaskForceonEconomieInstmmemsandDisincentivesto Sound
EnviromnentalPractices.The fermsofreferencefor theTaskForce,announced
by theEnvironmentatid
FinanceMinistersin July, 1994,rqrired it to reportby Novemberof tbatyearon speciiicmeasures
for
the 1995budgetandto advlcein moregeneraltermson longer-terniissues:
Basedon consideratiotts
includingthepolluterpaysprinciple,competitiveness,
sectotaland
regicmalimpacts,environmentaleffectiveness,
practicalfeasibilityandanyotherconsiderations
the task
forcedeemsappmpriate:
identi@workableoptionsfor implementatiottof otteor moretnarket-based
instruments
for theachievementof established
enviromnentalgoals,for possibleconsideration
in
consultaticms
leadlngup to the 1995budgetwhereapproprlate;and

” For a ditiussion of one method of setting water charges, see Peat Manvick and Partners,
Desion Factors and Data Reouirements for Water Wiihdrawal Pricina and Effluent Charges,
report prepared for the Ontario Ministry of the Environment, April, 1988.
” On the latter point see the research report on full cost accounting published by the Ontario
Transportation Collaborative. [give reference]
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ident@areaawheremarket-based
instrumentscouldbedeve,Iopcd
andimplemented
overa longertime fmme, andproposestepsthat couldbetakento advancethe
development
of instrumentsin theseareas.(TaskForceR~~OCp. 44)
TheTaskForce.conaistedof thirty-twovohmteers,representing
the relevantsectors,and
functionedwith verylimited financialandstaflïngresources.
It wasunableto carryout anysortof
baselinestudybut, giventheseconstrainta,did a gwd job of presentingbaththebasicissueandadvancing
a numberof specitïcrecommendations
andoptions(thelatterwereissueson which consensus
couldnot be
reached).TheTaskForcedid recommenda methcdfor canyingout abaselinestudy,discussedin section
4, below.A listing of theTaskForcerecommendations
andoptionsis asfollows:

no penaltyRRSPwithdrawalsto $5,000for residentialretrofit
tax andexpendihwemeasures
to pmvidea levelplayingbehveenrenewableenergysourcesand
fossil fuels
extendflow throughsharesto renewableenergyto promoteinvestment
duce spendingon nuclearindushy

incometax reductionsfor transitpassesgivenby employersto employees
increasefederalgaatax by hvocentslitre anddedicatethe revenues
. fedemlsalestax on gasguzzlervehicles
Gov.opemtions
vanousprocurementmeaslxe-s
eliminatesubsidizedparking
Agriculture

Conservation

Other
tiuce customdutieson importedpollutioncontrolequipment
: leveltax playingfield virgin andrecycledmaterials
As discussedabove,theNRTEE TaskForceon EconomieInstrumentswasestablished
to Mer
the work of the 1994TaskForce. This work wasalsofurtheredin 1995by the StandingCommitteeon
EnvironmentandSustainable
Development,chairedby MP CharlesCaccia After hokiingpublichearings
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in December,of thatyear,the Committeeissuedits report,titledKeeoinga Promise:Towardsa
Sustainable
BudE&. The Committeealsosoggested
a methodfor doinga baselinestody,discwed below,
andadvanccdspccif~crccommendations.
A list of thoscfollows:
Energy
endsupportfor commercialnuclearindostry,transferthatspendingto
rcnewableenergy
endsubsidiesto thepetrolemnindustry
sevenrecommemiations
by Pembinafor tax levelfield behveenfossil foel andrenewable
no fmther tax expenditoreon oilsandsdevelopmcnt
Mining
reduccacceIerated
write-offsfor explorationanddevelopment
expenses
optionsfor otherwaysof reducingtax benefitsfor mining industry
levelplayingfield tax virgin andrecycledmetals
: newtax expendiW in form of deferralof tax owedon mining reclamationfondsontil that
money spent
Aglicoltore
increasespendingonassistance
to farm transition
. considereliminatingtax relief givenfuel etbanolmadefrom corn
Transportation
transitpasses
increasegastax 2 centslitre
salestax on gasgnzlers
‘. reviewsubsidiesto roadandrail construction

From 1995to thepresent,themajorimpehtsfor budgetgreeningbascornefrom thework of the
NRTBE!TaskForce,outlinedabove.Althoughnotasdirectlyrelated,two othercwrent initiativesbave
implicationsfor thegreenbudgetprocess.The first is creationof the officeof Commissionerof
EnvironmentandSustainable
Dovelopmentandthercquirementthatdepartments
complete,by the endof
this year,Sustainable
D,evelopment
Strategies.ThoscplansWill inevitablyrepuireconsiderationof the
typeof spendingandtaxpolicy measoreswhichWill bediscwsedat the October23 workshop.
Thesecondintluencecornesfrom theneedto preparethe Canadianpositionfor thethird meeting
of partiesto theFrameworkConventionon ClimateChange,wbichwill b-eheldin Kyoto,Japan,this
December.Federalandprovincialministersannouncedin Decembcrof lastycarthat Canadais not likely
to meetits internationalcommitmentto stabilizecarbandioxideemissionsby the endof theCentury.(give
cite andreferencespecific8% overforecast)The climatechangeissueis a perfectillustrationof thehvo
aspectsof swtainabledevelopmentdiscussed
in tbis paper.The Canadianpetroleumindwtry andothers
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bave made siguificant progress in reducing per unit emissions tbrough increased efficiency - but those
gains bave ben swallowed up by greater increases in over-all volume of production. It appears that we
cannot simply keep on doing what we do now but beiig more efficient at it ifwe wish to,stabilize
emissions. ‘*

Thus we sec that over the past decade, from the time that economic instruments began to be
actively considered, the budget bas moved from a peripheral to a central position in the array of toc&
available to govermnents as they work to bring about the transition to sustainability. At the same time, of
course, it has been a central topic in Canadian political debate, which bas been preoccupied ~4th the issue
of pubic debt. The next stage of the deficit and debt reduction process is forezast to occur in the 1997-98
budget, when for the first time in several decades the federal govermnent Will generate a smplus.
Discussion has b=egunnow on the use to which those surplus funds should be put, with opinion divided
amongst the tiee available options - debt reduction, spending or tax red~ction.‘~ The LiberaI Paxty took
the position, in the 1997 election campaign, that one halfof auy surplus would go to new progmm
spending, with the remainder divided in some fashion behveen debt reduction and lowering the tax rate.*o

This bas hvo major implications for the green budget pmcess: (1) major subsidy rexiuction is well
underway, and therefore support to unsustainability Will be a less pressing issue; (2) there Will be more
zoom for provision of positive financial incentives to sustainability, either through direct or tax
eqenditwe.

For instance, using the example of renewable and non-renewable energy supplies, the

playing field Will bave been made more level, and the oppoWty

Will exisc in a way it did not before

” This failure of the 1995 NationalAction Programon Climate Change,which relies primarily
upon the policy.instrumentsof exhortationand voluntarism,raisesthe question of whether budget
measures,such as a carbontax, shouldbe implemented.A carbontax, in turn, rekindlesin the
minds of westernersmemories of the hated National Energy Programof the Trudeau era. Can a
Canadiangovernment,,inthe face of immediate and latent separatistthreats from Quebecand
Brkish Columbia, afford to again stoke the fires of westernalienation?
” In a lively pane1discussionon the CBC television Sunday Reportprogram (9/29/97)Judy
Rebick presentedthe arguments in favour’of increasedprogramspending (particulartyon social
programs,health and educatffn); while Steve” Harperof the National Citizen’s Coalition argued
in favour of debt reduction. At no point in the debatedid anyone mention the option of greening
the budget. However Harperused the term sustainabilityand unsustainabilty at several points to
buttress hll insistencethat it would be ~irresponsible
to “futuregenerations”to leave them saddled
with a large debt. In his words increasedsocial spending would undermine“financial
sustainabiltty”.
zoEdward Greenspon,“Liberals’puzzle: Who gets what?”The Globeand Mail, September 20,
1997. p. A 10.
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annualsurpluseswereavailable,to tilt it in thedirectionof sustainabilityby providingvariousformsof
financialsupportto renewables.
In short,tire focusof the greenbudgetdialogueWill shift, in thecomingeraof annuafsurphrs,
from eliminatingsubsidiesto unsustainabili$’ - which providedthe wrongpositivefinancialincentivesto providingtheright positivefinanciatincentivesandto providingnew,negativeincentives.
In RedBook2, theLiberaIpartymadethefollowing statementaboutits accomplishments
during
its previoustenurein officeandits plansfor thefuture: “The Liberalgovernmenthassupported
sustainable
developmentandenvironmentalprioritieswith changesto taxes,grants,andsubsidies.For
example,we baveimprovedthetax treatmentfor renewableenergyandprovideda tax incentivefor the
donationof ecologicallysensitivelandfor conservation
purposes.
The sustainabledevelopmentstrategies
that entergefrom eachfederaldepartmentWill identifyfwther opportunitiesto integrateenvironmental
decisionsinto economicpolicy. Reaearch
to ensure thatthetax systemsupportssustainabledevelopment
Will continue.”Now in its secondmandate,theLiberalGovemmentwill haveampleopporhmityto fultïll
this promise.
2.3Budgetareeningto datein otheriurisdictions
Sincethe 1992EarthSummit,govermnents
worldwidebaveaddressed
the challengeof wtainability
usinga varie@of approaches.
Many countrieshaveexperimented
with numerousmarket-based
mechanistns
(suchasconsumptiontaxes,eliminationof subsidiesfor environmentallydamaging
activities,sndtradableemissionpermit@1~4th
varyingdegreesof environmentalandeconomicreaults
(OECD1997b).
Market-based
budgetatynwsuresfor environmentalprotectionattemptto internalirepreviously
externalcostsof environmentalservices.In theory,properlydesignedmechanismsaffecteatimatesof cost
andbenefitof alternativeactions,influencingdecision-makers
to makeenvironmentallysuperiorchoices;
andtheydo SOat a lowertotal costto bothgovemmentandbusinessthancommandandcontrol
appmaches.Academicdiscussions
andtheoreticsJ
justificationsof thebene& of market-based
mechanismshavebeenaccumulatingdramaticallyoverthepaat25years(Daly 1996,JenkinsandLamech

*’ In the absence of a completed baseline study, it is Micuit to determine the extent to which
such subsidies have been removed. In its report “Keeping a Promise...“, the Standing
Committee showed that there had been substantial decreases in federal support to
‘unsustainable” forms of energy production, and an increase in support for energy efficiency and
alternative energy. But the problem is far from gone in this sector, and ti remains in several other
sectors as well. (See for example Bregha et al, 1995, p.8)
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1994).Emphicai evidenceof these.benefitsgatheredfrom real-worldapplicationsbasbeenslowto
follow, however.

In this sectionwe providea corsoryinventoryof budgetgreeningmeasores
which bavebeentakento date
aroundthe world,with a focuson OECD nations.As pointedout earlier,thereis no oniversallyaccepted
definitionof environmentalbudgetingmeasures.
In this paper,wecharacterize
budgetiostrwnentsas
falling into oneof 5 categories(definedabove)for the purposes
of constroctingourmatrix in section4.
At present,the OECD,EuropeanCommission,EUROSTATandtheInternationalEnergyAgencyare
workingtogetherto developa nniversaldefinitionof environmentaltaxesanda statisticalframeworkto
providea clearerpictoreof the revenues
andenvironmentalimpactsof the taxes(OECD 1997a).This
frameworkWill alsoenablecross-countty
comparisons
andfortheranalyticalstodiesof thedata.(See
Table 1).
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Recognizingtbe importanceof consistency
with categorizations
publishedby theOECD andIISD, wc
providea tableshowinghowwe bavewed theirinformationto illwtmte thewetùlnessof oor mat&

TABLE 2: Number of Budget GreeningMeasuresin usein OECD countriesas of March

The numbersin theboxesaboverepresenttotalamountsof thebudgetgreeningmcasoresin usein ail 28
OECD countries,asreportedin OËCD(1997).

leidin Table 1.

Environmentalinvestmentslaccelerated
depreciation,Other ilhir Transporttaxesor charges
sud Landfili taxeswere not includedin the abovechartdueto difficulty of categorization
giventhe limitedinformationprovidedin the OECD (1997) document.
Numbers
in theboxescorrespond
to the taxmeasorenombercdin TABLE 1 above,adaptedfrom OECD
(1997a):
Numbers26,32 and40 bavebeenletl outpendingfmtber discussionandcategotition.
Solidwastecooldgoundereitherresources
or wastebot we choseto puttbescunderresoorces.

Accordingto theOECD, budgetgreeningmaybeconsidered
at threelevels. Thehighest of theselcvels
(wbichwe bavedefinedaboveasecologicaltaxation)msoltsin tbetruc integrationof environmental
concemsinto govemmentfiscal stmchwe.Gmetdngat tbis levelinvolvesthe identification,elimination
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ador modificationof exlstingdistortionaty,directandindirect,subsidiesandtax provisionsof negative
environmentalimpact. The numberof suchsubsidiosandtax provisionscummtly in effectin canada
aloneis staggering.Action at this levelbasoccorredin only a few OECDmembercoontries,namely
Belgiom,Sweden,Demnark,NotwayandtheNetherlands(OECD1997).Action in thosocoontries
rangesfrom the.establishment
of “greentax commissions”to compreheosive
tax reforma Thesecond
highestlevelof budgetgreeninginvolvesa restmcmringof existingtaxesin an attemptto alterrelative
prices. Examplesof this typeincludeWerential taxeson motorfuelswhich bavebeenintroducedin
mostOECDcountries.Theffiird levelof budgetgreeninginvolvesthe.intmductionof neweco-taxeson
pdlnting andscarce-msource-extmcting
products.EachOECDcoontrybasintmducedsomesortof ecotax onproductsor emissions(OECD1997).
Comprehensive
budgetgreeninginvolvesactionat all threelevelsof greentaxation,alongwith the useof
othereconomicinstrumentssuchastmdeableemissionspermitsandrogolations.The ultimatevision is an
economicsystemwith revenuebasedon consomptiontaxesinsteadof incometaxes. Sucha systemWill
discouragesociallyondesimbleactivities@ollution,resourceextraction,consomption)andencourage
sociallydesirableactivities(employment,income,savings).
PROGRAMEXPENDITURES& TAX EXPENDITURES
Boththesetypesof expendihues
arepositiveincentiveinstmmentsandinclodesubsidies,gmntaandtax
allowances.Theseinstmmentsprovidea financialincentivefor individu& to undertakean activitythey
wouldnet otherwise.Identhjkg environmentallydamagingpublicandtax expendihues
androplacing
themwith envimnmentallybeneficialonesmayces& in a lowerlevelof publicexpemiihueasthe costof
unmstainableactivitiesriseswith theincreasingcostsof re.sources
etc.
Investmenttax incentivesfor pollutioncontrolare directedtowardtheporchaseof capitalgoodsand
servicesfor regulatovpollutionprevention.Suchincentivesincludespecialdeprcciationfor pollution
wntroi equipment,acceleratexl
depreciatioo,
andtax credits.Thesetypesof tax incentivesbavebeen
intmducedin Japan,Korea,Taiwan,France,Germany,theNetherlamlsandCanadato providea balance
behveenenvironmentalconsidemtions
andindostrialcompotitiveness
(JenkinsandLamech1994~12,Gale
andBang1995Netherlands).
In Caliiomia, tax credi~enabledthedevelopmentof theworld’smostsuccessfalrenewableelectrical
energygenerationprogramificludingsolar,wind, gwthermal,biomassandotherrenewableeleztric
generationtechnologies
(GaleandBarg 1995).
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In Denmark,govermnentinwatmentin wind energyfmm 1979to 1989basresokedin thecreationof a
conm&cially viablealternativeenergysource. Govemmentcontributionsincludeda 30%investment
sobsidy,an electricitytax repaymentschemeandfondingfor researchanddevelopmentin wind
technology(GaleandBarg 1995).
The Canadienprairiesarecorrentlybeingreplenished
by thePermanentCaverProgramwhichprovides
cashsubsidiesandgrantsfor theconversionof landsat risk of soi1degradation
from agricultoral
practices,by plantingperennialforagesand/ortrees(GaleandBarg 1995).
The CommonAgricultoralPolicyof theEuropeanUnionis beingreformedusingcompensation
paynwnta
andsobsidiesto offseta transitionfrom a pricesupportpolicyto aninwme supportpolicyfor farmers. A
swtainablefarming practices
similar initiative is alsooccwring in theUK. Thepurposeis to encourage
andtiorestation to decrease
foodproductionsurplusesandenvironmentaldegradationdueto overintensivefanning(GaleandBarg1995):
In themid 198Os,Gem&y intmduceda programto teducecaremissions.A feebateschemeincorporated
tax di&rentials favoaringcompliancewith low emissionsstandards,
tax exemptionsweregrantedfor cars
registeredwith catalyticconvertws,andcashincentiveîwereprovidedfor retmfitsof existingcarswith
catalyk converters(GaleandBarg 1995).
EMISSIONCHARGES,PRODUCTTAXES & OTBBRTAXES & CHARGES
Effluentchargeson solphu dioxideemissions,tax diiTerentiation
behveenleadedandunkadedpetrol,
userchargesfor publicwastedisposaI,depletiontaxesonmineraIexploitationands-page feesfor
timberdemonstrate
howtheseeconomicinstrumentsareosed(Btiier, 1992p2; GaleandBarg, 1995
~12;OECD, 1994~18;Owens,1993~708).
OECD(1997)showthatconsomptiontaxeasuchF ValueAddedTax (VAT) arepresentlymaintaininga
high profileasbothrevenuecollectinginstrumentsandinstrumentato inlluonceconsumerbehaviour.
Environmentaltaxesareconsomptiontaxesdesignedto chargeosersfor envimnmentalseticea or debts
previouslyabsorbed
by societyasa whole. This concept,wbichcaritheoreticallymiserevenueswithout
aeating economicdistottionswasfirst intmducedby economistArthur Pigouin 1920(Pigou1920).
More recentlythe concepthasbeenadvancedby thedoubledividendtheo~~whichstatesthatby
substimtingconsomptiontaxesfor incometaxes,environmentalprotectionmaycorneaboutat litde or no
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cost. WhetherPigouviantaxesareindeed“non-dtstoaing”,andhencethekey assomptionunderlyingthe
conceptof thedoubledividend,arebathb=eing
questioned
by a few economists.’
Theshift towardsconsmnptiontaxesis mostevidentin Demnark’s1993tax reformswheretheneedto
shirttaxationawayfmm wageincornewasstressed(OECD1995~13,Andersen1994).
Denmark,Finland,the Netherlands,
NorwayandSwedenbaveail introducedsomesortof CO2tax. In
1993,Demnark’s16taxes/excises
with environmentalimplicationsgenerated7.30%of total tax revenue
(OECD 1995).TheDanishgovermnentalsoannoonced
plansto sobstantiallyincreaseenergytaxesover
theperiod1994-1998(OECD1995).
Budgetneotraliostromentsinvolvetheredistributionof revenues
andincludedeposit-refond
systems,
.feebates,
anddistributivecredits.Environmentalgainsrealizedfrom theapplicationof suchinstrmnents
mayactoallylowerthe levelof govemmentspendingneededto payfor the socialeffectsof pollution.
Popolarexamplesof this typeof instnunentincludethedeposit-refond
systomsfor beveragecontainersin
manystatesof theU.S.since1971;andtax for fuel conservation
fimt introducedin Ontarioin 1989(Gale
andBarg 1995,JenkiosandLameoh1994).Anotherexampleis the conceptof tradableemissions
permit&a versionof which wasimplementedby theUSEPAin themid 1970s(OECD 1997b)

3. Greeninpthefederalbudget

The pmposeof this sectionis to presentthetwobasicvariableswhich Will bethesobjectof
discussionat theOctober23 workshop- federalbudgetinstrumentsandpolicyfields - in verygeneral
tenns. It beginswith a brief discussionof someof thejmisdictionalconstmintsaffectingfederal
govemmentactionin theenvironmentfield. The~followingsectiondiscosses
waysin which the
govemmentof Canadamight decidewhich instrumentsWill be appliedto which policiesin the mediomtennbudgetg&ning process.

Today,in a globalii economyfonctioningwithin an emergingsetof rolesestablished
by
varionsfonnsof intematiooaiagreement,thegovemmentof Canadacaribethoughtof asthe hamin the
jmisdictlonalsandwich.Somerelativelynewanduntestedconstmintsexistaboveif at theinternational
’ See in particular(Morgenstern1996)
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level,wbile below,at the provincialIevelarefoundtheveryfamiliar andwell knownde jure anddejücto
constraintsof Canadianfederalism.It is not possibleto provideanydefinitivedescriptionin this short
spaceof eithersetof constmh~ts
andwhatfollowspresentsonly thetwo majorconstraintsof relevanceto
this discussion- subsidyof exporisandresourcetaxation.

Generallyspeaking,the internationaltradeagreements
to whichCanadais partyrquire that
domesticandfomigngoodsbegiveneqti treatment.Underthe WorldTradeOrganisationregime,sqme
traderestrictionsinvokedfor environmentalprotectionpmposesareallowed.A subsidyprovidedto
domesticmmmfacturers
which wasnetequallyavailableto theircompetitorswouldnetbe allowed.In the
reversecaseof a tax imposedoponCanadianmanofactorers,
which placedthemat a competitive
disadvaotage
in comparisonwith importa,a customsduty,refermdto asa ‘borderadjustmenttax” is
trade-legal.Altematively,revenuegenerated
by sucha tax couldbeusedto lowerothertaxesappliedto
thatindustriaIsector,thusremotingthecompethiveness
disadvantage.
In summary,international
agreements
at this time do netundalyrestrictfederalbudgetgreeningmeasores:On thecontrary,in
severalareasinternationalagreements
baveargoablystrengthened
theresolve(ii net the hand)of the
federalgovernmentto takeactionconcerningproblemssuchasozonedepletionandCarbonDioxide
emissions.

Theprovinces
The Canadianconstitotionallowsthefederalgovemment muchgreaterfreedomto tax thanit
doestheprovinces,which areprecludedfrom indirecttaxation,with oneimportantexception:“exceptfor
Mural resourcetaxes,thefederalgovemmentis wnstitutionallyentitledto levy anykind of tax...“* This
is of particularrelevancefor budgetgreening,sincetheover policythrustdictatedby the ne& of
sustainabilityis to increaseenergyandresourceprkxs asa meansof givingfinancial incentivesto greater
efflciencyof use.
Beyondthe letterof theconstitotionallaw, theprovincialclaim to exclusiverightsto resource
taxationrevenueswasprobablystrengthened
by thefederal-provincial
conflictsoveroil revenuessome
twentyyearsago.Perryrefersto the “conflictsthataroseoverenergypricingandtaxationin Canadaas
petrolemnpricesrosefollowingOPECactions,first in 1973andagainin 1979.Both levelsof govemment
weredeterminedto capturethegreatestpossibleshareof theresultingincrementi, clashesoverpricing,
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ratiooing,revenuesharesandoil conservation
anddevelopment
wereconstant.“’Becauseof the intense
westerndislie of theTrudeaugove?ent NationalEnergyProgmm,anyform of wbon tax pmposedat
thefederallevelis liiely to encounterstiffprovincial opposition.During the nextfew yexs, asCanada
againfacesnationalunity challenges,that oppositionWill inevitablya&ct federalpolicy. Any signitïcant
relianceon reaourcepricingto assistin the transitionto sostainabilitywill baveto be donethrougha
coordinated
nationalprogram,relyingon provincialtaxing powers.

3.2Budgetinstruments
A policy instrumentis usedby a govemmentto influencetbebebaviourof stateandnon-state
actorSin ways$dch Will accomplishpolicyobjectives.While the nextsectiondiscosses
potentialcriteria
whichcaribeosedto selectinstruments,tbis sectionsimplyattemptsto classifybudgetinstrumentsas
definedabove.The first levelof classification,of CO~I&is thedistinctionbehveenexpenditureand
generatiqnof revenue.

3.2.1Exuendihue
Platmedexpendihnesin the 1997-98fedemIbudgetcaribe samman
‘wt asfollows:
1) paymentsto otherlevelsof govemment
2) paymentsto individoals
3) programspending
4) publicdebtcharges!
Analystsagreethattbetransitionto swtainabilityWill, in thelong-tenn,repuireincreasedsocial
equitywhich basimplicationsfor thefirst two categorieslistedabwe -- paymentsto govemmentsand
individualsintendedto achievea moreequitabledistributionof CanadianweaIthamongstregionsand
classes.As setout abwe,tlds discussionof medium-tenté
budgetgreeningis limited to fesource
consomptionandpollutionandwastegenerationandfor that reasonexpenditurein the form of payments
to govemmentsandindividualsis net examinedhem As we baveseeo,debtanddeficit reductionand
budgetgreeningmeaswesbavebeeninterconn&edoverthepastfew years.Beyondverygeneral
commentuponthe implicationswhichgreeoingmoaswesbavefor theratio of expendihreandtax
revenue,and.resnltingneedto borrow,however,thefowth spendingcategory,public debtcharges,also
’ Ontario Fair Tax Commission, p. 92.
aJ. Harvey Perry, Taxation in Canada (Toronto:CanadianTax Foundation,1990),p. 158.
24

lies largelyoutsidethe paleof this discussion.This discussionis limited, accordingly,to program
expendihtre.
Therearetnanywaysin which programexpendihtremight bebrokeninto sub-classifications.
At
this broadlevelof generalization,
however,weneedotdyconcemourselvea
with two: (1) direct
expenditure,and(2) expendihrrein theform of foregonerevenue,conunonlyreferredto astax
eapendihue.

3.2.2Revenue
Againdrawinguponthe 1997-98budget,theforrnsof revenuegenetatedto supportthefederal
govermnentactivityrepresented
by tbis listing of policyfields caribesumman
‘7.4 asfollows:
personalincometax
corporateincometan
employmentinsurancecontributions
goodsandservicestax
customsimport duties
otherexcisetaxes
othertaxes
non-taxrevenues

The questionof,whetheremploymentinsuranceis a form of tax or a truc i nmrancesystemandits
relationshipto otherformsof socialsecurityraisesissuesfar beyondthe scopeof this analysis.While
centralto the subjectof ecologicaltaxationanditsobjectiveof reducinglabourtaxation,it, andother
payrolltaxes,neednotbeconsideredin the contestof the 1999-2000
budget.Bothfonns of incometax,
andthe conceptof reductionsthroughtax expendihrre,
areobviouslycentralto this discussion.The
potentialuseof theGSTto influencethe behaviourof manufachuers,
in termsof suchthingsasproduct
deaign,or consumers,
particularlywhencombinedwith labellingprograms,is alsocentral.Border
adjustmenttaxesintendcdto ensurecompetitiveness
by applyingthe samegreentax to importsasto
domesticmanufacturera
areanothersetof instrumentswhich arenowunderactiveconsideration(need
cite).Thus,customimport dutiesmustalsobeconsidered.
As discussed
above,userfeesbavea precise
definitionandaregenerallynet considereda tax. For thesepurposes,however,theyWill be combinedwith
‘ Canada, 1997-98 Main Estimatee, Patl 1 (Ottawa: Supply and Services, 1997), p. il.
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otherformsof penaltytaxation(tax intetidedto providea negativeincentive)andall Will simplybe
referredto asa penaltytax.
Thuswe areIeft with thefollowingclassilïcationof revenuebudgetinstruments:
persondincometax
corporateincometax
. manufacturers’
tax
.salestax
importtax
.pe=et=
For pmposesof theOctober23 discussion,we soggestthatan evenbroaderIevelof
generalizationbeused. As setoutabovein section1.3(Definitions)we bavegroupedtherevenue
instnunentsinto thzeecategories:emissioncharges,producttaxes,andothertaxesandcharges.
Sinceresoorcetaxationis a primarily provincialjmisdiction it is excludedfrom this discussion.
3.3Policvfields
HO~,then,shooldwe classi&policyfiekls?Oneobvionsstartingpointis the listing of ministries
in theMain Estimates.Eachmini- administersa numberof progmmsintendedto achievea setof
pdicy objectiveswhich arese-en,
by thoseresponsible
for the curent govemmentalorganizationaldesign,
to lx. sticiently relatedto oneanotherto begroupedinto a singleadministrativeunit.’ Eachminis@,
therefore,caribetakento representa singlefedemlpolicyfield. Whatbecomesmoredifficolt is the
questionof the extentto which eachof thosefields shooldthenbebrokendownto .sub-catego&a.
A
listing of majorfcderalpolicyfields,which in someinstancescombinesspendingby a numberof
ministries,is asfollows:
agricultare
. heritage
. environment(wasteandpollution) [alsoincludesparks]
. govemmentadministration
. fisherics(largelycoastal)
fore@ al%irsandtrade
health
humanresourcedevelopment

Indian affairs mid northern development
iodostry
justice
national defenoe
naturd resourcea (excluding fisheries)
public works
. mspofi
veterans tiairs
employment insurance

A Guide to Green Government [pp. 15 - 161 provides recommendatioos for ways in which the
federal government cao reduce the environmental impact of its own activities. The focos here is upon the
ways in which the budget cari be osed to provide financial incentives for societal actors to take similar
actions. Accordingly the policy field “government administration” listed above (which includes such
spending areas as Governor General aod Parliament) is excluded from this discussion. Which of the
remaining sixteen policy fields should be the subject offmther

more detailed consideration?

As discussed in section 1, above, the definition of sustainable development osed by most analysts
gces beyond the specifïc fields of resource conservation and waste mioimization, and encompasses such
things as intra:and inter-generational equity.’ Because of the medium-tenn perspective brought to beau
hem, the emphasis is more opon the nataraI environment than social equity. Policy fields to be considered
at the October 23 workshop, accordingly, cari be divided into hvo groups - all those related to resources
and waste. in the first group and all others in the second.

This distinction, however, is diflïcolt to make. The ioherent logic of the sustainable development
dialogue is that environment and ecooomy are very much interconnected. TO draw a line behveen the two
by dividing federal policy fields into two groups is Ums not really possible or desirable and the distinctions
made are somewhat arbitrmy. Energy policy, for instance, is of central importance to bath environment
and economy, which is what makes climate change an international issue far more intmctable than
’ We recognize that there are many other possible ways to categorize policy fields.
’ ‘The lasting contribution of the Brundtland commission is that, through the introduction of the
sustainable development concept, societal devetopment objectives have been broadened to
include: ._. the recognttion of the importance of equky, both through time, wkh the notion that
future generations should not be disadvantaged by the actions of present generations
(intergenerational equfty), and in the sense that the wants and needs of one group in society
should not be met at the expense of the wants and needs of other groups (intrageneratiinal
and
interregional equtty).” Barbara Heidenreich and Mark Winfield, ‘Achieving Sustainable
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protection of the stratospheric ozone layer. Two other policy areas, agricoltme and wrtation,
usually seen as straddling this aMrary

are

divide. The implications of pollution for human health mean that

at le& part of tlmt policy field must also be included in the sostainabiIity gmuping.

Further di&ulties

mise from another of the central insights of sustainabIe~development. We are

now very aware of the two-way connections linking local and global. This means we mast consider
whether we are greening the fedemI budget in order to ensare the sustainability of that part of the globe
we cd Canada or the whole thing? Obvioasly Canada cannot be sastainable ifthe remainder of the world
is net, and SOwe must b-eworking for the sustainability of bath- but what relative priority do we give to
each in the budget? This Will b=ea crucial question for discussion at the October 23 workshop but we cari
say, at a minimum,

that the policy field of foreign tiairs and trade - including international aid -- must

be considered in the context of medium-term budget greening.

Final% another key insight fiomthe theory of sostainability is the importance of “taking time serioosty”
in a way that modem western coltore bas never done before. We may not be able to emulate the
aboriginal commitment to “planning for seven generations”, but we do need to lii OUI heads and look well
into the next Century to appreciate some of the imperatives emerging today. Ifwe wish to take steps now
and in the next few years that Will tmly iead us down the path to sostainability and ensure that we do net,
in fobïlling our need.?, “preclude the possibility of future generations meeting their needs”, then we Will
require some vision of wbat the longer term could be, some sense of a desirable, sustainable future. We
Will revisit this challenge in the Conclusion of this pap-er.

Retoming to the categorization of policy fields, it is possible to aggregate these categories even
forther (as we did with the revenue budget) and thus move to a broader level of generalization. Doing so
results in four basic policy fie&:

energy
resources
. waste and pollution
foreign aSairs, trade and international aid

Development in Canada,” in David Estrin and John Swaigen, Environment on Tria1 (Toronto:
Emond Montgomery-CIELAP,
third edttion 1993).
’ Our economy and society are not set up to address needs SO much as wants. Uitimately
sustainabiliiy Will have to corne to grips with this distinction. Current levels of consumption in the
wealthy countries are egregiously unsustainable if they were generalized to all countries in the
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Al+ough development of the medium-tem~ recommendations by the fall of 1998 Will need to
address bath policy fields.and budget instruments in more specilïc detail, we suggest that at this early
stage the underlying principles cari best be considered in these very general terms.

3.4 eatrix - instnunents!poli~

The pqose

iïelds

of the matrix is to allow the reader to easily visoalize the budget instrament/p&q

field options being considered, at this very broad level of genemlization which considers only five policy
fie&

and four budget instruments.

Table 3. Matrir

Instrument

Program. Exp.

Tax. Exp. Emission Tax

Product Tax

Other

Policy

energy

1

2

3

4

5

resource

6

7

8

9

10

wastd
pollution

11

12

13

14

15

fore@

16

17

18

19

20

This simplfied matrix outlines an array of twenty possible budget meakes.

Stardng in the top

left corner and moving from lefi to right, examples -- for illustration purposes only -- of each are:

world. We in the North seem driven by what Thomas Hobbescalled “the restless desire for lhing
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1. grantsfor energyconsen>ation
throughbuilding insulation
2. tax exemptionsfor same
3. chargeon caxixndioxiderelcasefrom fossilfuel combustion
4. pmducttax onenergyinefficientappliances
5. federallicensingfeeon nucleargeneration
6. federalgmutsto defraymunicipalrecyclingcosts
7. tax exemptionsfor purchaseof moreefficientfisheryor mauufacturingtecbuology
8. federalpertonnetax on solidwastedispo.!al
9. tax on virgin newsprint
10. customdutyon importedvirgin newsprint
11. researchdevelopment
gmutsfor pollutionpreventionchangesto productionprocesses
12. tax expendihues
for same
13. federalemissionchargeonlargevolumetoxic substance
discharges
to surfacewaters,regulatexi
by provinces
14. a productdesigntax on disposable
productssuchascameras
15. customsdutyon same
16. increaaed
paymentsto theglobalenvironmentalfacility
17. tax exemptionsfor greenindustriesexportingpollutionconttolequipment
18. federalemissionchargeson substances
afkting globalenvironment,egCFC’s
19. [??]
20. customdutytax onimportaof b-everages
( mtionaleis to discourage
movingvolumesof water
aroundthe globe)

for possibleinclusionin the 1999-2000
budget?In the next
How do we prioritizemeasures
sectionwe suggestonepossiblemeansfor choosinga combinationof budgetinstrument(s)andpolicy
field(s).
after thing.” This cannot continueindefinitely.

4.

Baniersando~wrtonities

How do govemmentschoosepolicyinstruments?Howsbould govemments choosepolicy
instrwnents?The distinctionbehveenthesequestionstypiiïesthedifkrencebetweenacademicandapplied
policyanalysis.Doring thepastfew decades,
scholarsbavedevotedconsiderable
attentionto explaining
thefactorswhich influenceinstmmentchoice.sAlthonghperspectives
vq, almostail recognizethat
policyis made,at hoart,througha processof negotiationbetweengovemmentagenciesandthe societal
actors(suchasbusinessfirtns or labourunions)whosebehaviourtheywish to intlnence.Thereis a
reqpition, therefore,thatthe interestsandpowerof societalactorsinevitablyinfluenceinstrnment
choice.
Appliedpolicyanalysisasdone,for instance,by govemmentdepartments
developing
recommendations
for cabinetrecogoizesandtakesinto accountthis essentialvariable.“Political
acceptability”or somevariantof thephraseis almostalwaysincludedin a list of factorsto be considered
whenchwsingbehveena law or tax. Whetherin govemment,indusy, researchinstitutesor interest
groups,profession&developingpolicybavean obligationto gobeyondself-interestandconsiderin a
rationalmarinerwaysin which diEerentchoicescaribestservea broaderpublicinterest.Although
recognizingtbat it is anidealwhich Will alwaysbetemperedby political realities-- as shooldbethecase
in a reprektative democracy-- theymostexplicitly stateandusecriteriafor considerationof options,
includingthe importantvariableof instrumentchoice.
Threecriteriaareoftenseenasthe mostbasic
(1) effectiveness
- ability to achievethe policyobjective;
(2) efficiency(3)

faimess-

costof achievingthatobjective;
variouseqnityissuesassociated
with acbievingtheobjective.

Ekonomics,of course,prescribespolicyinstruments~4thspecialemphasison efficiency The
insightthatwe cariachievethesamelevelof environmentalprotectionat a lower nettotal costis whathas
givenriseto thediscussionof economicinstrumentsasan alternativeto commandandcontrol
regulation.’FkonOmistsmayalsocombinethefirst hvocriteriainto theconceptof “cost-effectiveness.“‘O
’ give cites
’ See Pierce and Turner, Economiesof Natural Resourcesand the Environment
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Otherperspectives
usedfor bothacademicandappliedpolicyanalysisdo moreto takeinto accountthe
distributionof cost,andthusincorporatethecriterionof faimess.If a programor instrumentcariachieve
the policy objectiveonlyby concentrating
attendantcostsuponthedisadvantaged
or oneparticularregion
it Will beviewedlessfavourablythananotherwhichspreadstheburdenmorewidely.The othermajor
aspectof the“fairness”criterion,of course,basto do with processandtheextentto which suchvaluesas
transparency
or accessto thedccision-makingprocedureateincluded.
Anothertestcommonlyusedin policydevelopment
is cost-benefitanalysis.Suchthingsasa
RegulatotyImpactAnalysisStatement,preparedduringdevelopment
of anynewproposedregulation
atlowa cemparisonto bemadebehveenthe costsimposedupontheregulatedindustryandthe societal
benefitswhich it is hopedWill result.The principleusedis thatbenefitshouldexceedcostandthosehvo
conceptsform the only criteriaapplied.
Anotherapproachis commonlyfoundin environmentalassessment
decision-making.The
potentialimpactsassociated
with a propos&suchasa solidwastelandfill andthealternativesbeing
considered(suchasa landfilI in a differentlocation)areclassifiedundersuchheadingsasnoise,increased
traffb, or lossof agriculturalland.UsuaUythrougbconsultationwith thoseaffected,thesecategoriesare
thenrankedin priority order.Comparisonbehveentheoptionscarithenbemade.
MorespeciRcallyin termsof oursubject,boththe 1994TaskForceandthe 1995Standing
Committeerecommended
methodsfor decidingon options,
1994TaskForce:A “framework”is recommended
which caribeusedto: (1) “identifybarriersto sound
enviromnentalpractices”;and(2) to determinewhich barriersto soundenvironmentalpracticeato
eliminateor reduce,takingaccountof environmental,economic,socialandimplementation
considerations.”
TOidem@ barriers,“soundenvironmentalpractices,” “environmentalpriorities”and“sectoral
environmentalobjectives”baveto lx identitïed.It is suggested
tbis caribedoneusingexistingliterature
andagreedpolicy - cg,for thefirst the pollutcrpayprincipleandfor sectoralobjectives,the RedBook
objectiveof pmtectingthe stratospheric
ozonelayer.

” For a recent evaluation of solid waste packaging policy which uses the single criterion of costeffectiveness, see Donald N. Dewees, “Cost-Effectiveness
Analysis of Packaging Waste
Management Options,” background study for Donald N. Dewees and Michael Hare, Packaaing
Waste Reduction in Canada: An Assessment of Policies. Markets and Mvths, University of
Toronto, Instiiute for Policy Analysis, May, 1997.
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TOdeterminewhich ba&xs to eliminate(ie, prioritizethoseidentified)a seriesof criteriaareused.
Informationpertainingto thepotentiaieliminationof eachbanieris gatheredunderthefollowing
headings:(1) environmentalbenefitsfrom elimination;(2) economiccc&; (3) fiscalimpact;(4)‘impact
on socialpolicy objectives;(5) administrativeandimplementationfeasibility.
Prioritiesarethensetby ditiding thebarriersinto threegroups:
benefitenvironmentandalsobenefitsocialandeconomicobjectives;
benefitenvironmentandimposesocialandeconomiccosts,but still netbenefit;
benefitenvironmentbut at a netover-allcost.
The first groupis givengreatestpriority,thesecondlessandthethird even1~.

1995StandingCommitteeRewrt: The Committeerecommended
a procedarefor doingthe“baseline
stndyof federaltaxes,grants,andsobsidies,in orderto identifybarriersanddisincentivesto sourd
environmentalpratices” promisedin the 1993RedBook.That proc.xiureis:
bring togetherofficiaisfrom EnvironmentFinance,NatomlResources,
Agriculhue,Fisheries,
Transport,Indus@,Health,InternationalTrade,andHumanResources
Developmentto develop,tluough
public consultation,a methodologyfor thebaselinestudy;
“Departmentalprogmms,practicesandtax policiesshouldbemakedaccordingto their likely,
environmentalimpact,andthe oneswith thehighestmnkingshoaldbe.givenpriority in termsof
analysis”
thesemnkingsshouldbe reviewedby theCommissionerof theEnvironmentandSustainable
Development.
The methodfor mnkingenvironmentalimpactsis netdiscussed.

Thesetwo pmceduresrepresenta goodstartingpoint,but needto befmther developed.In t&ms
of thefirst, morethoughtne& to begivento theway in which thecriteriaareusedto dividebarrier
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elimination options into groaps. For instance, they are implicitly all given equal weight and that aspect
needs to be fmther coosidered. The ranking of environmental impacts soggeti
‘report is extremely ditlïcolt.

by the 1995 Committee

There is no societal agreement that saving the Atlantic cod fishery is more

important than eliminating persistent toxic substances. Lie every policy decision, comparison of options
at that level of genemliition,

with no identification of distribution of costs and bonefits, is of little

assistance.

4.2 One wssible aooroach
Building upon tbose approaches, we suggest, as a starting point for workshop discussion, a
procedare which follows two steps: (1) divide the potential measores into those which cari be readily
implemented in the medium term and tbose which cannot, and; (2) apply three basic criteria to prioritize
those in the first group.”

Identifiing

medium-term meanrres

Measures are included in this groop ifthey are either:
largely within federal jmisdiction, or
already under development.

Prioritizing those meawres
TO do tbis, we most: (a) decide on critoria; and, (b) decide how the critoria Will be applied.

The basic question facing tbe Oct. 23 workshop and fiom tbere tbe NFSEE Task Force is how to Select
tbe budget measore,s to recommend for the 1999-2000 budget. From OW matrix, a “budget measure” is
” We have excluded revenue generation as a criterion, instead assuming that measures Will be
selected on the basis of their contribution to the sustainability objectives underlying this exercise.
Note that the concept of “revenue neutraliiy” cari refer to three diierent taxation practices;
taxation the proceeds of which are plowed back into the program; taxation which brings the same
total revenue to a government because any increases in one area Will be offset by decreases in
another (through tax relief); or taxation which has the same incidence or impact on the taxpayer
because ‘an environmental tax would be exactly offset by some compensatory measure so that
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identiiïed through specitïcation of botb the policy field (or sabfield, to whatever level of detail is desired);
and budget iostmment (again, or subiostroment). How best to make this selection? Clearly the varioua
theoreticai possibilities must be ass&sed compamtively to identi@ whose wt are most promising. But
promising for what? By what cr@ia does this assessment proceed? How mach weight should be given t
each criterion? Herein lies the key, becaase once. the criteria are chosen and weighted, their application to
the cells of the matrix becornes a fkirly mechanical pmcess. The selection of budget meaaares follows
automatically.

Thus the most usefuI outcome of the Oct. 23 workshop is consensus or identification of disagreement on:
(1) criteria; and, (2) relative weighting of those criteria.
Of course we are not the first groap to attempt such an exercise. Faf from it. Indeed some attempt to
weigh policy options is as old as policymaking itself. As we have pointed out, there are some well
established criteria for policy development, including instrument choice:

(1) effectiveness - ability to achieve policy objective;
(2) efficiency - cost to regulator and regolatee; net total societal cost, ie, includes both plus
externalized effects of a given policy measare;

(3) faimess - in relation to varions eqoity issues,
These traditiona

criteria repuire modification and expansion ifthey are to be applied to tbe federal budget

to aasist in the transition to sustainability. ”

(1) effectiveness - In this case, defined as the ability to achieve sastainable development. That term is
defined for theae parposes as “meeting ne& of present without compromising ability of fatore
genemtions to meet their ne&”
iticreased throughput

of energv

which is done by decoupling increases in material living standardîfrom
and materials. That in tom is done in two ways:

the individual was no worse off.” See F. Bregha et ai., “Ecological Fiscal Reform: A Review of
the Issues”. Final Report to NRTEE by Resource Futures International, November 1995, p. 19.
‘*A very recent OECD publication proposes an evaluation framework that includes environmental
effectiveness, economic efficiency, administration and compliance costs, revenues, wider
economic effects, “soft” effects (e.g. changes in attitudes and awareness), and dynamic effects
and innovation. See Fvaluatina Economie Instruments for Environmental Pdicv. OECD, 1997,
Chapter 7.
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by increasingefficiencyof theproductionprocess(nowtermedeco-efficiency);
in this case
“materialliving conditions”caribemeasared
in wonomictermsby GDP. Jastaswasthecasewith
energyconservation
in thelate 197Os,wework to achievetheexistingpolicygoalof GDPincmasewhich
tint

in tarn protidesemployment,andmoregenerallyimprovedmaterialliving standards.Tbis first approach
caribethoughtof asdoingwhatwearedoingnow,but moreefficientlyandthereforewith less
throughput.It carionly carryos partway alongthetransitionpath,however,shweefficiencyincreases
alone,giventhefactsof rising globalpopulationandpercapitaproductivity,areunliiely to avoid
unacceptable
resourcedepletion/pollution
effects.For that reason,a secondapproachis alsoneeded.
second,doingthingsdifferentiy;eg, in additionto makingmotorvehiclesasefficientaspossible,we
searchfor waysto redocetheir totaluseby promotingtheuseof publictransit,encouragingorban
intensiiïcation,etc.
This secondapproachmisestheissueof eqoityin a waythefirst approachdoesnot. Sinceincreased
efficiencyreducescostsfor ail concemed,distributionof thatbenefitis not a pressingissue.The second
approach,however,misestotalcostsandthusdistributionof thatcost(eqoity)bec0me.s
an issuewhich
mustbeaddressed.
Howto do SOis discussed
in termsof tbe“fairness”miterion,below.
2) efficiency

a) costto thefederalgovemmentto tinister
budgetmeasure

a given

b) costto thoseaffectedof changingbehaviourin response
to the measure,eg,costif obtalnlnginformation
c) nettotalcost,egreduced(or enhanced)
Canadiancompetitiveness
and
resoltingcostto Canadianeconomy
3) faimess

to theextentpossible,usetheexistingcriteriaappliedto
budgetsfor tax andexpendihue.
policy
. tax - progressitity:tax rateis relatedto ability to pay
expendihne- regionaleqoality;classprogressivity
(reverseof tax,expenditareis relatedto need)
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bothcaribethoughtof as“distributiveeqaity”OIsimply
“progressivity’

Thusthe.standardcriteriabavebeenmoditïedin temu of boththepa~&alarpolicy objective(swtainable
dwelopment)andthe instmmem(budget).
Fmthercriteria,whicharebasicallysub-setsof theabove,alsofollow from this modification.Theyare:
(4)jmisdiction; (5)reduceexistinginwntivesto onsostainability
beforeputtingin placenewincentives
for sastainabilit$;ami, (6) give.prioritiesto measweaalreadyin thepipeline.A brief explanationof each
follows:
4) Jmisdiction:
Givepriority to meawes which fall solelywithin federaljmisdiction, and
thereforedo notrequireinternationalor provincialharmonisation.ThefedemlgovemmentWill liiely be
moreeffectivein thoseinstances,andremovingthewst of harmonizationcertainlycontributesto
efjiciency.
Almostnothing,of course,is parelyfederal,beyonddefenceandthepostoffice.
Policyfields mightbethoughtof ason a spe&um from federalto sharedto provincial.Thuscoastal
fisheriesaremorefederalthansolidwaste.
In termsof budgetinstruments,thefedemlgovermnentbasa freehandto apply
anysortof mam&ctming or sale8tax or put in placeanykind of incometax expenditore.Energyand
reaource
taxation,on theotherhandmustbe hannonizedwith theprovincesandtax or directexpenditore
sabsidiesmaybaveinternationaltmdeagmementimplications.
Incentives:
Existingincentivesto unsostainability,suchastax expenditureor direct
expendihxesof variouskindsto a fishing industrywhich is muchlargerthanthe resowcebase,area cost
to thefexieralgovemment.Removingthemmuetsthefirst of thethreee#?ciency criteria. Economists
wouldargueit alsome& thethird, sinceit movesthe economytowardefficiency.
Pipeline:

Again,measmesalreadybeingdevelopedmeetthe efficiencycriteria.

Leavingasidefor themomenttheissueof criteriamnking,this leadsto mcommendedcriteriaasfollows:
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1.decreaaed
resoorceconsomption,wastegenemtiondueto a) increasedproductionefficiency;
b) otherreasons;
2. cost:(a)govemment;(b) thoseaffect@(c) total;
3. progressive
distributionof cost;
4. federaljmisdiction;
5. mmoveexistingsobsidyto onsustaiaability;
6. akeadyin pipeline.

Thereis no easywayof decidinga priority mnkingfor these.The simplest(butnot necessarilythebest)
wayto usethemis to treatthemasquestionsto be askedof eachbox in thematrix. For eachyesanswer,
onepoint is given- theboxwith themostpointswios,andthatpolicy/instmmentcombioationis
recommended
for the 1999-2000
budget. Mach morediflïcult, but oltimatelymorerewarding,is to
attemptto “weight”eachof theaecriteria. This weightingmaybedoneat a generaltheoreticallevel; or
moreparticularlywith respectto thespecificproposaiunderdiscussion.
ln thefirst instance,thequestionsareaskedof eachof the~low-hanging
matrix boxes,with a scoreof zero
givenfor a yesandonefor a no. Scoresareaddedandpriority thusestablished.The.secondapproachWill
requirea moredetaileddiscussionof eachcriterionin relationto the specificmeasore.

5. Conclusion
Dming thepastfive yeux, sigaificantenvironmentalgainshavebeenmadeasa resultof subsidy
eliminationassociated
with defmitredaction.Althoughtheprocesswasnot explicitly drivenby
environmentalpolicyobjectives,it wasan excellentexampleof thewaysin whichsostaioabilitymeasores
caricomplementothersocietalconcems.NO~,aswe movefrom theeraof annualdeficitsto that of
surpluses,
we hopethis complementarityWill continue.Any newprogmmor tax expendihues,
made
possibleby a revenuesurplus,shouldbe madein wayswhich assistin thetransitionto sostainability.
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Despiteourfocuson themediomterm,someattentionnmstbepaidto a vision of a moredistantfuture.
In his inimitablemam~er,Yogi Berragmspeda fondamentaltroth whenhe said,“If youdon’t know
whereyouarepoing,you mayneverpetthere.”
Wherearewe going? Whatis OUIlonger-tenovision? DavidPearcehasprovidedwhat hecalls a
“possiblemap” of thetransitionfrom (Stage1)Ultra WeakSustainabilitytbmugh(Stage2) Weak
Sustainabilityto (Stage3) StrongSostainability.Stage1 is characterized
by “miner tinkeringwitb
economicinstromenta”in a societaicontextof “dim awareness
andlittle mediacoverage.”Stage2
involves“substantisJ
restructmingof microeconomicincentives”accompanied
by “widerpublic edwation
for futurevisions.” Fioally Stage3 features“fol1economicvahmtion; greenaccountsat businessand
nationallevel;gmn taxes; offsets”.”
We arecwrently somewhere
in Stage1. TOmoveaheadWill reqoireseveraldevelopments,
includingan
increasedonderatanding
of greenbudgetingonthepartof policy-makers,themedia,andthegeneral
public. In the initial phases,moreevaloationis needed,andthis suggesta
theimpOrtameof settingup
pilot programswhoseimpactcaribecarefollyassessed.

” David Pearce, Blueorint3: MeasurinaSustainableDevelooment,Table 12.1, p. 186.
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Appendix:

Emissions Trading in the Context of a Green Budget: issues

to be considered
(Note: A general level of familiarity with emissions trading is assumed.

Thus. this Write-up

does not include a descrtption of the mechanics of emissions trading.)

Overviewof Emissions Trading
The concept and practice of emissions trading is now more than 25 years old. It was intiially
introduced in the United States in the early 1970s as a means of bringing flexibility and cost
savings to environmental

compliance requirements,

in particular to the United States’ Clean Air

Act. Early use of this economic instrument focussed on initiatives to manage American
air pollutants’ (sulphur dioxide, particulate matter, carbon monoxide,
organic compounds,

‘criteria

nitrogen oxides, volatile

ozone and lead). Several of the more celebrated uses of emissions trading

in the United States include the removal of lead from gasoline (eady 198O’s), reduction of use of
chlorofluorocarbons

(late 1980’s). and the American Acid Rain program (initiated through the

1990 Clean Air Act Amendments).
Experience

with this policy tool is increasing,

and consequently

are being addressed by the tool, and the range of applications
has been used to manage

is increasing.

pollutants that lead to poor air quality (in particular,

volatile organic compounds
phosphorous

a gmwing number of pollutants

and carbon monoxide),

from sewage treatment

Emissions trading
nitrogen oxides,

emissions to water systems (e.g.;

plants and agriculture).

Emissions trading has also been

proposed for use with such diverse pollutants as toxics (e.g.; mercury) and refïllable containers.
and is a central strategy in the current global warming / greenhouse
been applied at the regional, state, multi-tiate
consideration

at the provincial and federal level in Canada currently.

newly evolving area of global warming environmental
regulation.

It has

and federal level in the United States and is under

TO date, apart from the tentative attempts to demonstrate
international

gas reduction debate.

greenhouse

management,

trade of a pollutant in a more traditional and established

gas offset potential in the
there has been one
area of environmental’

Ontario Hydro, as part of the Ontario Pilot Emission Reduction Trading project,

purchased four hundred tonnes of nitrogen oxide emission reduction credits from the Michigan
based electric utility Detroit Edison Company in 1999. This patticular trade serves to highlight
the potential for a market based approach, such as emissions trading. to deal with pollution
issues that are transboundary.

international

and /or global in nature.

Results Achieved Throughfhe Use of Emissions Trading
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There are two well established benefits that result from the use of an emissions trading
approach:
i) increased flexibility in how an emissions source complies with environmental

requirements;

and,
ii) lower costs for achieving this compliance.
On the other hand, beneftts to

Both of these benefïts favour the sources emitting the pollutants.

the regulating agency and public interest are not as well deftned, but potentially

include:

.

earty reductions of polluting emissions due to the incentive nature of the policy tool;

.

availability

of better information,

information

to document

.

due to the requirement

of providing emissions

emissions reductions when participating

a possibility of a more streamlined

(les-s costly) administrative

agency in overseeing and managing

in a trading program;

effort by the regulatory

the trading program as compared to a command

and control approach;
l

greater innovation

in methods and technology

used to achieve environmental

objectives;

and,
.

the possibility of engaging polluting sources more readily in discussions on,tighter
environmental

objectives (due to the flexibility and lower cost of the emissions trading

approach versus a regulatory or command

and control approach).

Two key drawbacks to emissions trading, typically noted by regulatory agencies and environment
/ health public interest groups), include the uncertainty that it introduces in terms of achieving an
environmental

objective, and the acceptance

it promotes of the recognition

of propedy rtghts

related to pollutant emissions.
It is clearly noted that the success of an emission trading program, in achieving the disparate
objectives of industry (compliance flexibility and lower compliance
public interest advocates
objectives),

(credible achievement

is directly dependent

costs) and regulators and

of reasonable I signiftcant

on the design and implementation

environmental

features of the program.

It

must support:
.

an active market;

.

encourage participation

.

function with a minimum

of sufftctent numbem of sources in the market;
of intervention

and in a timely manner (minimize any delay in

processing credit creations and uses);
l

be implemented

in a reasonable time frame; and.

.

be capable of tracking and assessing impact on the environment

in temts of overall

levels of emissions.
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Experience

to date with emissions trading programs has cleady demonstrated

Will not ensure the achievement
the environment
developed

of environmental

In order for there to be a benefit to

from emissions tradtng programs, the programs must be integrated

regulatory compliance

means of enforcing requirements
conjunction

objectives.

structures that include established
and prosecuting

with other environmental

regulatoty,

violations,

compliance

economic and voluntary

Acid Rain Allowance

flexibility for industry.

Program and RECLAIM (nitrogen oxides

the environment

length of time involved

instruments.

costs and increasing

and sulphur

dioxide)

trading

claiming success in meeting stated

/ health public interest community

in achieving environmental

must work in

But in some cases such as the United States’

program in the Los Angeles area, despite authorities
objectives,

into Weil

emission targets. provide

and the programs

Emissions trading has proven effective at reducing compliance
environmental

that trading itself

objectives,

have raised objections

to the

and have noted that sometimes

the situation was made worse when the trading programs tiere fïrst implemented.

Despite haVinQ

As well, the extent of implementation

of emissions trading is still limited.

national emissions trading initiatives,

national programs that are intended to support the

development

and a greater than 25 year history of experience

of state level programs,

tool, fewer than two-thirds of the states have trading programs in place currently.
that are up-and-running

several

with this

And programs

tend to address only a small fraction of the total emission inventory

the pollutant in that jutisdiction.

TO date, it has been predominantly

of

used with larger industrial

sources (stationary sources), which represent only a fraction of the total range of sources and
contributing

to emissions.

For example, trading programs for nitrogen oxides and volatile

organic compounds

tend to include sources that account for less than ten per cent of the

emission inventory,

and actual trading and use of emissions reduction credits typically accounts

for less than Qve percent

of the emission inventory

using an open market approach and are attempting

(although some of the newer initiatives are
to involve small sources in the trading

program).
Types of Emission Trading Approaches
There are some key distinctions

to be made between the two basic types of emissions trading

programs, open market and cap and allocate.
(or very few) limitations

In an open market approach,

on which sources are eligible to participate.

The diversity in types and

sizes of sources that cari participate increases the potential cost difference
pollutant,
the market.

which

in tum strengthens

But this diversity

the market

also increases

and broadens
the number

the base

of specific

there are usually no

for reducing a

of possible

reduction

participants

strategies

in

that may
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be undertaken

and makes the task of determining

difficult and resource intensive.

the validity of the reduotion strategies more

In the open market approach there are no pre-established

on the quantity of emissions allowed (although there ideally are environmental

limits

objectives that

help to create a demand for emission reduction credits), and sources voluntarily

choose to create

or use credits based on their needs and the state of the market (price and ‘quality’ of available
credits).
A cap and allocate program on the other hand Will identify the set of sources that are required to
participate and Will allocate ‘allowances’ to these sources.
pamcipating

Trading then takes place between the

sources, based on the allowances each has been allocated (this is the basis for the

United States’ Acid Rain Allowance Program).

This approach limits the diversity and number of

sources involved, but cari still provide compliance

cost savings and flexibility.

ensuring the validity of reduction strategies is more manageable
market program(due

to there being a more homogeneous

cap and allocate approach introduces a signifïcant

The challenge of

than in the case of an open

set of strategies to consider). but the

challenge in temrs of setting the initial

allocation of emission allowanoes.
Fedefal and Provincia/ Responsibilites

As noted above, emissions trading programs need to be integrated with existing policy initiatives
(regulatory, economic and voluntary instruments,
order to be effective.

and environmental

Thus there must be consideration

undertake the development

objectives

and targets) in

of which level of govemment

should

of an emissions trading program, based on the nature of the

pollutant involved (local, regional, transboundary

or global impact, and the seriousness

impact - ranging from a negative impact on the natural environment
on human health), and the level of govemment

to a potentially

that has responsibility

of the

fatal impact

for regulating that(those)

particular pollutant(s) and / or the sources that emit the pollutant(s).
Possible Linkages Between Emissions Trading and the Federal Budget

Before addressing the role the federal budget might play in developing
Canada, oonsideration

must be given to the appropriateness

emissions trading in

of using emissions trading as a

policy toot, along with other regulatory. economic and voluntary tools. for achieving
envimnmental

objectives

in Canada.

Research and assessment

which emissions trading Will prove advantageous

of the circumstanoes

under

to Canadian society is needed.

TO a large extent, the connection that emissions trading may have to the federal budget is
govemed

by interpretation.

Despite being an economic instrument, the use of emissions trading
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is driven by policy levers that are not part of the budget process.
driving (encouraging

The most critical lever for

the use of) emissions trading is the setting of emissions targets or limits. A

second important policy lever is the preparedness
‘emission reduction credits’ for compliance

of the regulatoiy agency to accept the use of

purposes.

Thus the potential role that the budget cari play in the development
somewhat limited.

Nonetheless,

through both expenditure

of emissions trading may be

the budget cari influence the development

and revenue instruments.

of emissions trading

In the case of expenditure

instruments,

the

role is an indirect one. Program spending. that increases the capacity of the institutional
framework to manage emissions trading programs, Will support the development

emissions

trading programs in Canada. ‘This cari take the form of providing resources to promote:
.

the development
availability

.
.

(creations, transfert,

the improvement
allocations

of a registry (a central location for recording information

of information

uses and retirements),

on credit

price, etc.);

in the emissions inventory (to assist in determining

the

or emission limits required);

the improvement

of modelling capability (also to assist in determining

the allocations or

emission limits required); and,
.

assurance of suftïcient capability to effectively
achievement

Revenue instruments

of environmental

monitor, enforce and report on the

objectives.

cari possibly play a more direct role in supporting the development

emissions trading in Canada.

of

TO the extent that there are emissions taxes in place presently, a

cap and allocate approach cari be considered in place of emission taxes.

Instead of using a

financial disincentive

on the emissions (a

to encourage

lowering of emissions, a limit is plawd

‘cap’) and the trading program is used to promote cost effective and flexible ways of continuing
to operate within those emission limits.
A second role for revenue instruments

is to establish emissions charges which Will raise the

revenue needed to finance the program spending outlined above.
The rationale for pursuing such initiatives is linked to the extent to which the government
determines

there to be a need, and demand, for the development

of more flexible, less costly,

but less certain mechanisms for attaining environmental objectives in Canada. Since emissions
trading programs require a developed regulatoty and compliance framework to be effective, it is
critical to ensure that such a framework

is in place initially before aggressively

pursuing

emissions trading itself.
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