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ABSTRACT 

Perverse subsidies are subsidies with a doubly negative effect, incurring both economic 
and environmental costs. Subsidies that encourage human action damaging to the 
environment are perverse because they distort markets and create incentives to behave in 
ways that decrease social welfare. This project proposes a set of recommendations 
towards the development of a strategy for the avoidance and reform of perverse subsidies 
in the federal government of Canada. Key principles for the Strategic Environmental 
Assessment (SEA) of proposed federal subsidy policies are documented, and existing 
federal institutions and processes for SEA are considered. It is concluded that the 1999 
Cabinet Directive requiring the SEA of policy proposals to cabinet should be legislated, 
and should include a requirement for the assessment of socio-economic impacts of the 
proposed policy, to ensure that indirect environmental impacts are considered. The 
evaluation of existing subsidy policies at the federal level is then considered, including 
the potential of the Treasury Board of Canada and the Commissioner for the Environment 
and Sustainable Development to engage in the evaluation of existing subsidy policies to 
identify perverse subsidies. The creation of a new institutional agency, in the form of 
similar to that of a Ministry of State, is proposed to assist existing federal institutions 
move from policy evaluation to the implementation of subsidy reform through phase out 
or realignment. Driving forces and barriers 'to reform are considered. A coalition of 
environmental non-governmental organizations and fiscally conservative organizations is 
proposed as a significant step towards overcoming the existing political barriers to 
reform. Further conclusions and recommendations are presented in the final chapter. 
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CHAPTER 1. INTRODUCTION 

1.1 Purpose Statement 

The purpose of this Master's Degree Project is to propose a set of recommendations towards 

the development of a strategy for the avoidance and reform of perverse subsidies. This set of 

recommendations specifically addresses the unique challenges of assessing and evaluating 

the environmental implications of subsidy policies within the context of the federal 

government of Canada, and may serve to provide useful recommendations to other policy 

making processes within the federal government or other levels of government. 

The framework was created through a primary process of: 

• reviewing academic literature and published government documents on strategic 

environmental assessment, policy evaluation, and the nexus between subsidy 

policy & the environment; and 

• interviewing key individuals within academia, the corporate sector, and the 

federal government public service. 

This primary process was supported by a review of a wider array of related literature, 

including literature on the public policy development process within the Canadian federal 

government, traditional project-based environmental impact assessment, and the international 

dimensions of subsidy policy. The methodology for this approach is set out in Chapter 2. 
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1.2 Background 

Economic instruments are one of the categories of key mechanisms with which governments 

commonly support policy goals. (Noble 2000 at 5) One type of economic instrument is the 

use of subsidies support aimed at specific economic sectors or participants as financial 

incentives. (OECD 1996 at 2-3) 

Whatever the purpose of these incentives, they often cause behaviour that has negative 

environmental impacts. (Pearce and Barbier 2000 at 153) They do so by distorting efficient 

price and incentive structures and therefore preventing the market from operating as it 

otherwise would. This makes it more difficult for governments and decision-makers to 

balance environmental and economic considerations. (Moor and Calamai 1997 at 1) Ensuring 

that financial incentives do not give inappropriate signals about pollution costs or natural 

resource scarcities is an important element of promoting sustainable development. (OECD 

1996 at 3) 

In Canada, the federal government, like other levels of government, provides subsidies to 

sectors of the economy. (Clement 1992 at 4) Many of these subsidies established by 

government today are environmentally destructive. (Moor and Calamai 1997 at 1) Subsidies 

that cause unintended and negative environmental impacts that outweigh economic benefits 

provided can be referred to as "perverse subsidies" because they create incentives to behave 

in ways which decrease social welfare. (Clement 1992 at 3; Barg 1996 at 30) 
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Although there has been significant analysis and discussion in the academic literature of the 

environmental problems caused by subsidies, there has been only limited action. The 

fundamental obstacles seem to be institutional, rather than analytical. (Barg 1996 at 38) 

However, integrated analysis of all aspects of perverse subsidy issues is necessary to lead to 

integrated decision-making. (Barg 1996 at 38) The analysis of perverse subsidies should be 

focused on both evaluating existing subsidies to identify perverse subsidies within the 

existing system and assessing new policy initiatives to help to identify potential new perverse 

subsidies. (Task Force on Economic Instruments and Disincentives to Sound Environmental 

Practices 1994 at 25) In 1994, the federal Task Force on Economic Instruments and 

Disincentives to Sound Environmental Practices outlined a "Framework for Analyzing Public 

Policy Barriers to Sound Environmental Practices." (Task Force on Economic Instruments 

and Disincentives to Sound Environmental Practices 1994 at 25) The framework set out an 

analytical approach that is applicable to analyzing subsidy policies with the intent of leading 

to reform of perverse subsidies. This project uses the framework to provide a basic structure 

for the examination of the challenges of assessing and evaluating the environmental 

implications of subsidy policies within the federal government context, subject to any 

research findings that have led to conclusions that fall outside the structure of the framework. 

Strategic Environmental Assessment' is an analytical tool for evaluating the environmental 

consequences of new policy initiatives, and is increasingly held to have the capacity to assist 

in the process of integrated decision-making. (Partidário and Clark 2000a at 1) A set of 
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principles and existing processes within the federal government also exists to evaluate 

existing policies. 

The political and institutional barriers to action regarding the environmental problems caused 

by perverse subsidies primarily involve the vested interests in these subsidies. Interaction 

among these interests is complex, leading to caution about change by decision-makers. (Barg 

1996 at 24) Overcoming these barriers and removing perverse subsidies or implementing 

alternative policies could create a 'double dividend' for society, with both economic and 

environmental improvements. (Myers and Kent 1998 at 140) 

1.3 Research Objectives 

To achieve the purpose of this project, the following objectives were completed: 

1. Document perverse subsidy dynamics - To document the nature of perverse subsidy 

policies, and the driving forces and barriers with respect to their reform. 

2. Document policy assessment and evaluation techniques - To establish the key 

principles and concepts of the strategic environmental assessment of proposed policy 

initiatives, and the evaluation of existing policy in the environmental context for the 

purpose of identifying, analysing and documenting their potential application to the 

reform of perverse subsidies. 
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3. Document federal policy process - To document the policy development, assessment 

and evaluation processes in the Canadian federal government, including both internal 

and external influences. 

4. Apply results and identify opportunities - To identify opportunities for reforming 

perverse subsidies through the application of SEA and policy evaluation techniques to 

the existing federal process, or through other approaches as identified by the research. 

5. Make recommendations - To use the findings from objective 4 to develop a set of 

recommendations regarding strategies, techniques or other interventions intended to 

contribute to the reform of perverse subsidy policy in Canada. 

1.4 Organization of Master's Degree Project 

The methodology and the approach to the research used to complete this Master's Degree 

Project are set out in Chapter 2. 

The basic concepts and linkages between subsidy policy and the environment are introduced 

in Chapter 3. The chapter discusses and attempts to define the concept of "perverse subsidy," 

and provides conceptual categories of perverse subsidies. Figures for the quantity of 
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subsidies at the federal level are provided, and a rough estimate of the scope of perverse 

subsidies at the federal level is made. The chapter also sets out the structure of the 

Framework for Analyzing Public Policy Barriers to Sound Environmental Practices of the 

1994 federal Task Force on Economic Instruments and Disincentives to Sound 

Environmental Practices. 

In Chapter 4 the concept of Strategic Environmental Assessment (SEA) is introduced as a 

tool to help prevent the creation of new perverse subsidy policies, one of the three necessary 

steps identified in the framework. The guiding principles for effective SEA are discussed, as 

found in the current literature. The federal SEA process is examined, as are the central 

agencies of government with some responsibility for policy assessment. 

Chapter 5 then reviews the current processes in place for the formal and informal evaluation 

of the environmental impacts of existing subsidy policy within the federal government, the 

second of the three necessary steps identified in the framework. 

Chapter 6 presents the results of the key informant interviews regarding the SEA of proposed 

subsidy policy and the evaluation of existing subsidy policy. 

Chapter 7 sets out the results of the research, both through the literature review and key 

informant interviews regarding necessary considerations for reforming perverse subsidies 

aside from effective SEA and policy evaluation. These findings relate broadly to the third of 
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the three necessary steps identified by the framework, although they discuss more direct and 

active steps towards perverse subsidy reform than it does, and therefore do not fit cleanly 

within the its structure. 

Finally, Chapter 8 presents conclusions and recommendations. 
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CHAPTER 2. RESEARCH STRATEGY & METHODOLOGY 

This chapter sets out the strategy and approach to the research and conclusions drawn in this 

project. This includes an account of the specific methodologies employed, and how they 

come together to achieve the purpose and objectives, as set out in Chapter 1. 

2.1 Overall Research Strategy and Methodologies 

Designing a research strategy that is appropriate for the purpose of a research project is 

essential. (Robson 1993 at 38) Part of the process of designing a research strategy includes 

identifying the specific methodologies to achieve project objectives. This project is 

exploratory in nature, as its intent is to "find out what is happening," "seek new insights," 

and "assess phenomena in a new light." (Robson 1993 at 42) This exploratory nature is 

demonstrated in the purpose of the project to propose a set of recommendations towards the 

development of a process for the avoidance and reform of perverse subsidies. The 

exploratory approach to the project was taken because there is relatively little literature 

focusing on perverse subsidies of the Canadian federal government (as opposed to perverse 

subsidy literature of a more general nature). 

The exploratory nature of this project is in part a result of its interdisciplinarity. Findings and 

conclusions from separate areas of inquiry are integrated to realize a set of research results 

that achieve the purpose of the project. With an exploratory, interdisciplinary project such as 
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this, it is appropriate to use qualitative, interpretive methodologies, as they allow for an 

iterative process between data collection and analysis. (Robson 1993 at 19) The qualitative 

data collection methodologies used include a literature review, a series of key informant 

interviews, and a data analysis process. These methodologies are described in the order they 

were used, to provide a representation of the manner in which the project proceeded. It is 

important to emphasize that, while the research was conducted in accordance with the 

scheme set out in this chapter, the entire process was iterative. While the literature review 

largely occurred at the early stages of the process, and set the stage for the key informant 

interviews and data analysis process, to some extent the review continued throughout the 

project. Similarly, while the data analysis process primarily followed the data collection 

stages of the project, as set out below, analysis began as soon as research data collection 

began. 

Because the starting point for this exploratory project was the assumption that perverse 

subsidies should be identified and refonned, there is a risk of bias influencing the research 

results. The initial bias of the project, in favour of perverse subsidy reform in general, is 

acknowledged. The exploratory nature of the research also necessarily introduced bias, as the 

intent was not simply to explain processes or phenomena, but to choose certain potential 

approaches to reform over others. Given the initial bias, the intent of the research was to 

explore potential approaches as objectively as possible. The results of the key informant 

interviews were treated as objectively as possible, through a formal process of analysis, 

described below. Also, the supervisory panel of this project provided the experience and 
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oversight to help ensure the research was conducted and presented in a manner consistent 

with the academic standards of graduate work. 

2.2 Methods for Literature Review and Analysis 

The first step in the project was the literature review, which continued throughout the course 

of the project, as described above. 

In particular, the literature review was carried out to contribute to contribute to the 

achievement of objectives 1, 2, and 3 (Document perverse subsidy dynamics, policy 

assessment and evaluation techniques & federal policy process). As a result, the review 

primarily included academic literature, government documents and legislation regarding: 

• Perverse subsidies, 

• Strategic environmental assessment, 

• Public policy formulation and evaluation, and 

• Federal policymaking and evaluation processes and institutions within the federal 

government of Canada. 

A large and well-developed body of literature exists for each of these research areas. Initially, 

the literature review was used to identify and document background information. This is an 

appropriate manner in which to begin an exploratory research project. (Robson 1993 at 23) 

The initial literature review involved the documentation of the environmental and economic 

arguments surrounding the nature of subsidies, and the barriers to effective policy 
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intervention. This review then matured to document a set of identifying factors and 

categories for subsidies, and a documentation of driving forces and barriers for reforming 

perverse subsidies. Subsequently, the review included documentation of the other research 

areas listed in the paragraph above. 

Due to the wide scope of this review, a comprehensive review of all published literature in 

each of these areas was not feasible. Instead, some of the topics are reviewed more 

thoroughly than others. The nature of interdisciplinary research, as conducted in this project, 

demands that the literature review must necessarily be somewhat restricted, because it is 

unreasonable to cover each of the topics addressed in the research at the same level of detail 

that they would be covered in 'a set of mono-disciplinary projects dealing with the topics 

individually. (Thompson 2003) The appropriate depth of review in each of these areas was 

based on the needs of the project objectives and-professional judgment and experience. 

The identification of literature in this project was carried out at the University of Calgary 

using: (a) the University of Calgary online library catalogue search engine; (b) the online 

search engines of several academic databases subscribed to by the University of Calgary and 

identified by the library as "key" databases for the Faculty of Environmental Design, 

including ProQuest, Environment Abstracts, Compendex and LexisNexis; (c) the 

Government of Canada online document search engine; and (d) a web-based internet search. 

Electronic sources were searched using combinations of relevant terms, including: Subsidy, 

Perverse Subsidy, Support Measures, Subsidy & Environment, Strategic Environmental 
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Assessment, Policy Impact Assessment, Policy, Environmental Policy, Policy Evaluation, 

Policy Audit, Canada, Policy Process, Federal Policy Development, Sustainable 

Development. This process occurred over a period of approximately one year, and was an 

ongoing and iterative process. 

As recognized by Hill (2002 at 17), literature reviews "require the research to consider large 

numbers of documents of varying quality and relevance, extract key ideas and discard others, 

and reassemble and synthesize these ideas into a cohesive unit." 

2.3 Methods for Key Informant interviews 

The key informant interviews carried out in this project were intended to collect qualitative, 

rather than quantitative, data, as was the case for each of the research methods used. Key 

informant interviews are interviews undertaken with individuals who have expertise in a 

relevant area of research. Key informants were identified and then contacted directly once 

approval was obtained from the University of Calgary Conjoint Faculties Ethics Board. 

Seventeen key informants were interviewed. This group included individuals from the 

following categories: 

a. Former federal government officials, having held both elected and senior non-elected 

positions within government; 
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b. Senior corporate officers with extensive previous involvement in the public policy 

development process; 

c. Representatives of civil society, including in particular senior members of non-

governmental organizations; and 

d. Academic experts in the field of perverse subsidies. 

All of the informants were interviewed in their professional capacity, either in-person or by 

telephone. Interviews were scheduled for between 30 and 45 minutes, and all but three 

interviews were conducted within that time. All data were recorded using pen and paper. To 

maximize the amount of information provided by informants, the questions were left as open-

ended as possible. The interviews were semi-structured, and generally followed the course of 

the list of questions provided (set out in Appendix 1). However, on occasion interviews were 

allowed to diverge from this course as the discussion warranted. 

Key informants were chosen based on three criteria: 

1. significant experience in the public policy development process, 

2. not presently retrained from the ability to fully respond to my questions due to 

professional responsibility or executive public office (i.e. sitting Cabinet members), 

and 

3. a reasonable level of expectation that they may be available and willing to be 

interviewed. 
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Key informants were contacted by letter, and provided the list of questions set out in 

Appendix 1. In accordance with the conditions of the University of Calgary Conjoint 

Faculties Ethics Board approval for this project, individual key informants have remained 

anonymous. All interview notes were compiled and compared to provide a summary of 

common themes and key points made. 

The interviews were undertaken, in part, to gather information and to add to the contextual 

understanding of the nature of the topics covered by the literature review. In particular, the 

interviews were intended to provide a practical and realistic perspective on (a) the nature of 

perverse subsidies within the Canadian economy, (objective one) and (b) the nature of 

government decision-making and policy evaluation (objective three). The key informant 

interviews were important for the completion of these objectives in part because "for many 

real world topics, [the] literature tends to be somewhat inaccessible and fragmentary." 

(Robson 1993 at 23) 

The key informant interviews were also carried out to achieve objective four, which required 

the identification of potential approaches and practical opportunities for appropriate policy 

interventions to address perverse subsidies. 
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2.4 Data Analysis & Recommendations Process 

Concurrently with the literature review and key informant interview data collection steps, an 

analysis of the data collected was performed. Although this analysis continued past the 

literature review and key informant data collection steps, it was primarily an on-going 

process, occurring simultaneously with data collection. This approach is appropriate for the 

analysis of qualitative data, which should start as soon as data is collected. (Robson 1993 at 

377) According to Robson (at 370), the main difficulty in research using qualitative data 

collection techniques occurs at the analysis stage. There is no clear set of conventions for the 

analysis of qualitative data. (Robson 1993 at 370) 

In this project, the data analysis process was principally inductive. Inductive logic starts with 

the establishment of detailed observations and attempts to infer concepts and theory from 

these observations. It involves the systematic and repeated examinations of similarities in the 

data collected to develop higher-order concepts and ideas. (Robson 1993 at 380) In contrast, 

deductive logic begins with an idea or theory about how the world operates and then moves 

toward empirical evidence of that theory. (Hill 2002 at 20) 

Data and evidence were obtained through literature review and key informant interviews and 

then examined and analysed pursuant to the analytical structure developed by the 1994 

federal Task Force on Economic Instruments and Disincentives to Sound Environmental 

Practices in its Framework for Analyzing Public Policy Barriers to Sound Environmental 

Practices. (Task Force on Economic Instruments and Disincentives to Sound Environmental 
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Practices 1994) Through this process, a set of recommendations was developed related to the 

purpose of the project to contribute to the development of a strategy for the avoidance and 

reform of perverse subsidies. The recommendations serve as an intervention component to 

the project, consistent with the expectations in the Faculty of Environmental Design. 

The specific approach to analysing the data collected in this project broadly followed the 

"Miles and Huberman Framework" for qualitative data analysis. (Miles and Huberman 1994) 

This framework sets out three parallel activities that interact during the analysis. The three 

activities are: data display, data reduction, and drawing and verifying conclusions. As set out 

previously, the separate activity of data colleètion occurs concurrently with the data analysis. 

Figure 2.1 displays the activities of data collection and analysis as contemplated by the Miles 

and Huberman Framework. 

Data display involves the action of organizing, compressing and assembling the data into 

useful information. Data reduction involves the editing and summarizing of data collected, 

and identifying patterns within this data upon which to draw conclusions. In interdisciplinary 

research, data display and reduction also requires the translation of information from each of 

the sub-disciplines researched from the specialized vocabulary of each sub-discipline into a 

common vocabulary, so that it can be understood by those outside the sub-disciplines. 

(Thompson 2003) Finally, the process of editing, summarizing, and identifying patterns in 

the data leads to drawing and verifying conclusions. Interdisciplinary research requires, as an 
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element of drawing conclusions, the synthesis of the results of the research from the separate 

sub-disciplines to transform it into a meaningful whole. (Thompson 2003) As noted above, 

these processes occur concurrently. 

Figure 2.1 Miles and Huberman Framework for Data Collection & Analysis 

Data 
Analysis 

(adapted from Miles and Huberman 1994) 

The data analysis process was used to accomplish objectives 4 and 5 of the project. The 

process involved first displaying the data obtained in achieving objectives 1 and 2 in an 

edited form, and second applying the results of objective 2, the documentation of SEA and 

policy evaluation techniques, to the findings of objective 1, the identification of the nature 
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and characteristics of perverse subsidies, as drawn from the literature review and key 

informant interviews to seek relationships and linkages in the data. In some cases, the data 

directly suggested a relationship. In other cases, professional judgment was exercised to 

determine the relationship. The data analysis process was then repeated to apply the results 

from objective 3 to the data obtained regarding the nature and structures of policy making 

and evaluation at the federal level in Canada. Following these two rounds of data analysis, 

the last stage of the research process was to make recommendations to appropriate groups or 

institutions within the federal policy development and evaluation process, based on the 

results of the data analysis. 

The process of drawing conclusions through data analysis calls for professional judgment to 

be exercised to identify information and clusters of data most pertinent to the purpose of the 

project. (Hill 2002 at 20, 22 & 43) Specifically, my professional judgment stems from my 

education as a lawyer and environmental scientist; my experience working with 

environmental managers in government, the corporate sector, and the private consultihg 

sector; my experience working as a professional lawyer in private practice; and the formal 

ethical requirements of being a member of the Law Society of Alberta (see 

www.lawsocietyalberta.com for more information on the Code of Ethics required of 

members of the Law Society of Alberta). 
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CHAPTER 3. PERVERSE SUBSIDIES: BASIC CONCEPTS 

3.1 Defining the Concept of Subsidy 

In order to examine the unintended negative environmental consequences of subsidies, and 

begin to propose avenues for reform, it is necessary to establish a working definition of the 

concept of subsidy. Although the basic concept is widely understood, establishing a 

definition that is both specific enough to be practical and broad enough to include all 

government activities that have been identified as subsidies is a challenge. Without a 

consistent and well-defined concept of subsidy, comparisons (both quantitative and 

qualitative) between different subsidy policies will be difficult and proposed reforms will be 

less valid. Three of the definitions of subsidy found in the literature are set out below. 

Myers (1998 at 2-3) introduces the concept of subsidy as: 

A form of government support to an economic sector (or 
institution, business, individual), generally with the aim of 
promoting an activity that the government considers beneficial 
to the economy overall and to society at large. 

Roodman (1998 at 32) describes a subsidy as: 

A policy that marshals public resources to alter risks, rewards, 
and costs in order to favour relatively specific groups or 
activities - such as consumption of energy rather than 
consumption in general. 

Dc Moor (1997 at 1) provides the following definition: 
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A subsidy is any measure that keeps prices for consumers 
below the market level or keeps prices for producers above the 
market level, or that reduces costs for consumers and producers 
by giving direct or indirect support. 

Each of these definitions includes, explicitly or by clear implication, three basic elements 

common to subsidies. 

First, subsidies are public policies or programs - that is, they are implemented by 

government. As is discussed more fully below, subsidies may be provided by governments in 

the following ways: (1) through directly providing funds; (2) manipulating taxation rates; (3) 

providing below-cost input materials; (4) imposing guaranteed purchase prices; or (5) 

allowing negative environmental externalities to exist. In each case, government implements 

these policies to create intentional interferences in the prices and incentives of our economic 

system (the 'market'). Note that environmental externalities constitute a form subsidy that 

does not involve a policy implemented by government, but rather a lack of policy. This form 

of subsidy is discussed more fully below at section 3.4. 

Second, subsidies are directed towards specific sectors or individuals. This distinguishes 

subsidy programs, which benefit specific definable groups, from more comprehensive social 

programs that are administered by government for society as a whole, such as the provision 

of public health care or primary education. (Barg 1996 at 29) 
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Third, subsidies are established to promote or favour those specific sectors or individuals, or 

the activities in which they engage, above what would occur otherwise. Subsidies, in other 

words, are government financial support to specific activities, sectors or individuals above 

and beyond general government programs that may aid broader segments of society. 

In a 1998 study of the environmental effects of subsidy policies, the Organisation for 

Economic Co-operation and Development (OECD) recognized that the term 'subsidy' could 

have distinct meanings in different contexts. Because of this, the OECD instead chose to 

employ the term 'support,' which it defined as: 

all kinds of financial support and regulations that are put in 
place to enhance the competitiveness of certain products, 
processes or regions. (OECD 1998 at 9) 

The OECD definition of 'support' includes all of the common factors found in the definitions 

of subsidy discussed above, and is referred to commonly throughout the literature regarding 

the impact of subsidy policies on the environment. 

3.2 What Makes a Subsidy Perverse 

Whatever the reasons for establishing them, many of the subsidies established by government 

today are environmentally destructive. (e.g. Moor and Calamai 1997 at 1) One example of a 

perverse subsidy is the subsidization of water for agricultural and residential use, even during 

times of water shortage. (Economist 2001) Subsidizing water means that agricultural and 
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residential users are not required to pay the full cost to the water delivery system for the 

water they receive. In fact, they often pay nothing for the water. (Goodman 2002 at 216-217) 

The difference in cost is taken up by the level of government responsible for water provision 

services in the jurisdiction. According to the Green Scissors 2001 report, subsidies to water 

irrigation projects in the United States have cost government (and by extension, taxpayers) an 

estimated US$ 70 billion. (Friends of the Earth, Taxpayers for Common Sense, and U.S. 

Public Interest Research Group 2001 at 9) The environmental costs include disruptions of 

river hydrology, water-caused soil erosion, siltation of water bodies, draining of wetlands and 

depletion of wetlands. (Myers and Kent 1998 at 106) Similar examples of environmentally 

destructive subsidies can be found in the major economic sectors of most developed 

economies, the most significant examples of which are the agriculture, fisheries, transport 

and energy sectors. (OECD 1998 at 11) Subsidies for agriculture encourage overloading of 

croplands leading to erosion of topsoil, cultivation of marginally productive land, and 

pollution from fertilizers and pesticides. Subsidies for fisheries lead to the over-harvesting of 

depleted fish stocks. Subsidies for road transportation promote excessive road building, 

landscape loss, air and water pollution and greenhouse gas emissions. Subsidies in the energy 

sector to fossil fuels aggravate acid rain, urban smog and global warming. (Myers and Kent 

1998 at xiii) In Canada, Atomic Energy Canada Limited has received $17.5 billion in federal 

government subsidies over the past 50 years (Lowey 2003 at 1), resulting in environmental 

health and safety risks associated with nuclear energy and waste. (Moor and Calamai 1997 at 

31) 
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As the brief description of the nature of water subsidies above demonstrates, subsidies can 

have a doubly negative effect, incurring both economic and environmental costs. Such 

subsidies are often referred to as "perverse subsidies." (e.g. Myers and Kent 1998 at 1) Barg 

defines perverse subsidies slightly differently. Rather than focus on the doubly negative 

economic and environmental costs, he states, "Subsidies that encourage human action 

damaging to the environment are perverse because they create incentives to behave in ways 

which decrease social welfare." (Barg 1996 at 30) Holliday, Schmidheiny, and Watts of the 

World Business Council for Sustainable Development adopt a market-based perspective, 

arguing that perverse subsidies are those that "actively distort markets and . . . contribute 

unsustainable forms of production and consumption." (Holliday, Sebmidheiny, and Watts 

2002 at 54) 

Conceivably, a subsidy could be implemented that had negative environmental 

consequences, but was still considered to be politically desirable by substantially all 

members of society. This would occur if the social or economic benefits of the subsidy were 

to outweigh the negative environmental consequences. In this case, the subsidy should not be 

labelled as perverse. In other words, despite the negative environmental impacts, the overall 

effects of the subsidy would work to increase overall social welfare. In the definition 

provided by Myers (1998), subsidies with both environmental and economic negative 

consequences are labelled perverse, on the assumption that such subsidies always result in an 

overall decrease in social welfare. 
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Currently, government programs often have unintended environmental effects, mainly 

because they are designed without careful assessment of such effects. Most subsidies are 

designed to support various economic and social goals with little or no attention to 

environmental goals or the possible unintended impacts on the environment. Also, 

government programs may exist that were once a benefit to overall social welfare, but 

because of changing circumstances are no longer a net benefit. Without consideration of 

environmental effects, the overall impact on social welfare of these policies cannot be 

established. Negative environmental impacts of subsidies may undermine any positive social 

and economic impacts, resulting in a decrease in net social welfare. 

A review of the literature on subsidy policy reveals that a high percentage of current 

subsidies are considered highly suspect environmentally and are good candidates for removal 

as perverse subsidies that result in an overall decrease in social welfare. (e.g. Myers and Kent 

1998; Steenblik 1998a; Roodman 1998) Steenblik has suggested that any subsidy should be 

considered "guilty until proven innocent." (Steenblik 1998b at 12) 

Despite recognition of the widespread existence of perverse subsidies, the progress of 

subsidy reform has been slow. (OECD 1998 at 101) The fundamental barriers to reform are 

political and institutional, rather than analytical. (Barg 1996 at 38) However, tools for the 

integrated analysis of all aspects of perverse subsidy issues assist in integrated decision-

making, and are important for subsidy reform. (Barg 1996 at 38) An effective process for the 

assessment of proposed subsidy policies and evaluation of existing subsidy policies would 
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examine the potential environmental consequences of policy implementation and 

continuation, and inform the larger political decision making process regarding the overall 

impact on social welfare of these policies. 

The position taken in this project, based on the literature review, is that a tactically structured 

process of policy assessment and evaluation should lead towards the identification and 

removal of perverse subsidy policies. This is in accordance with the framework for the 

analysis of barriers and disincentives created by the federal Task Force on Economic 

Instruments and Disincentives to Sound Environmental Practices in 1994 (Task Force on 

Economic Instruments and Disincentives to Sound Environmental Practices 1994), discussed 

below. However, to be effective, the process must recognize and respond to the political and 

institutional driving forces and barriers to subsidy reform. To assess the driving forces and 

barriers to reforming such subsidies, it is necessary to examine the nature of perverse 

subsidies more closely. 

3.3 Categorizing Subsidies 

Barg provides an approach to defining the concept of subsidy that explicitly includes 

environmental considerations. Subsidies can be viewed from several perspectives, according 

to Barg, although he cautions, "a definition [of subsidy] is a useful part of the framework for 

a policy discussion, rather than an end in itself." (Barg 1996 at 28) The three perspectives he 

provides are environmental, economic and fiscal. 
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• Environmental: An environmental subsidy consists of the value of uncompensated 

environmental damage arising from any flows of goods or services. 

This is a broad definition, "incorporating any flow of benefits that arise from 

environmental degradation, even if they are not government-directed, and do not pass 

through a market mechanism." (Barg 1996 at 28) 

• Economic: A government-directed, market-distorting intervention which decreases 

the cost of producing a specific good or service, or increases the price which may be 

charged for it. 

This definition attempts to distinguish between government measures that benefit 

society as a whole (a public health care system, for example) which are not 

considered subsidies from measures that benefit specific groups and are considered 

subsidies. (Barg 1996 at 29) 

• Fiscal: A government expenditure, provision for exemption from general taxation, or 

assumption of liability which decreases the cost of producing a specific good or 

service, or which increases the price which may be charged for it. 
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This definition focuses on transfers from government to the receiving group or 

individual. (Barg 1996 at 30) 

Barg's perspectives can be used to examine subsidies to gain a more full understanding of the 

nature of the potential impacts and effects of the subsidy. The environmental perspective 

highlights the concept of environmental externalities (virtual subsidies, discussed below) and 

the emission of pollution under legislated levels as a form of subsidy, as well as other 

mechanisms of environmental damage. As a result, this perspective clearly holds value to the 

process of reforming environmentally harmful subsidies. The economic and fiscal 

perspectives, together, highlight the same factors as the traditional definition for subsidy. As 

a result, these are key perspectives for understanding which groups stand to gain from 

subsidy, and therefore hold value to the process of subsidy reform by helping to analyse and 

dismantle barriers. As each of Barg's perspectives on subsidies is potentially valuable to 

subsidy reform, they should both be accommodated in proposed processes for subsidy 

reform. 

While Barg's perspectives can be applied toany subsidy in principle, Roodman (1998) has 

set out three different general categories of environmentally harmful subsidies that are clear 

candidates for being found to be perverse subsidies, based on the criteria for perversity set 

out above. These categories (Roodman 1998 at 38) are: 

1. Resource subsidies: Below-cost pricing of publicly controlled resources or land. 

This form of subsidy occurs when governments provide access to publicly controlled 
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resources without charge or at below-cost prices. This includes the loss of uses of 

resources or land that are beyond simple valuation techniques, such as traditional 

activities of indigenous peoples. (Roodman 1998 at 39) 

2. Cash subsidies: Tax breaks, payments and market interventions. This form of 

subsidy is designed to tilt the market in favour of certain industries or activities. 

Although these subsidies are sometimes intended to promote change through the 

development of new technologies, according to Roodman, more often they are 

intended to protect established industries from forces of change. (Roodman 1998 at 

41) 

3. Infrastructure subsidies: Charging users less than full costs of infrastructure. This 

form of subsidy involves government providing direct services to industry - building 

pipelines, power lines and roads, rather than providing cash subsidy funding for the 

private sector to do so. (Roodman 1998 at 43) 

Roodman's categorization is more practical than conceptual, and should not be viewed as 

competing with Barg's perspectives. Subsidies in each of Roodman's three categories can be 

viewed through any of Barg's perspectives. Before a closer examination of Roodman's 

categories is undertaken, a discussion of 'virtual subsidies' is necessary. 
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3.4 Virtual Perverse Subsidies 

In addition to the conventional 'up-front' .subsidy policies contemplated by Roodman's 

categories, virtual subsidies have been identified in national economies throughout the world. 

Although the term 'virtual subsidies' is used in this project, the literature review revealed 

different terms used to describe the same concept, including 'implicit' subsidies and 'broadly 

defined' subsidies. Many of these virtual subsidies take the form of environmental 

externalities. Examples of virtual subsidies abound: 

• Trucking firms pollute the atmosphere without compensating the public. (Myers and 

Kent 1998 at 10) 

• Loggers over-exploit forests and deplete the habitats of 'everyone's' wildlife. (Myers 

and Kent 1998 at 10) 

• Fossil fuel industries emit sulfur dioxide, nitrogen oxide, particulates and carbon 

dioxide, causing environmental degradation, global warming and public healthcare 

costs. (Myers and Kent 1998 at 69) 

• Farmers spray pesticides, the toxic effects of which extend into "everyone's" 

ecosystems. (Myers and Kent 1998 at xv) 

• Industrialists sometimes fail to clean up and recycle water, which is taken from and 

then returned to "everyone's" water supplies. (Myers and Kent 1998 at xv) 

Many of these examples of virtual subsidies would be categorized as 'resource' subsidies in 

Roodman's taxonomy. In each of these cases, these activities amount to uncompensated 
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services from society to individuals. The environmental costs of the individuals' actions are 

not internalized and accounted for in the decision to take those actions. As a result, they are 

negative externalities, and are considered by many experts to constitute virtual perverse 

subsidies to those who cause it. (see e.g. Myers and Kent 1998; Roodman 1998; OECD 

1998) Where conventional perverse subsidies represent policy in need of reform, virtual 

subsidies can be seen as a lack of policy response or as missing markets for environmental 

scarcities. (Wolfson 1996 at 55) A conventional subsidy can cause problems because of what 

a government does, while a virtual subsidy in the form of a negative environmental 

externality causes problems because of what a government does not do. This has implications 

for the nature of appropriate responses to correcting subsidy problems. (Myers and Kent 

1998 at 23) 

The scope of these virtual subsidies is enormous. Although estimates of the value of such 

virtual subsidies in Canada are not readily available, Myers has estimated a worldwide total 

of US$785 billion annually in virtual subsidies provided through environmental externalities, 

100 percent of which he considers perverse. (Myers and Kent 1998 at 13 5) 

Despite the enormous size and potential environmental impact of virtual subsidies, this 

project does not specifically include a consideration of virtual subsidies in its analysis or 

conclusions. This position is in line with the observation made above that virtual subsidies 

represent the absence of policy in the face of market failures, while conventional perverse 

subsidies represent active policy failures, and therefore different policy responses are 
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appropriate. It is beyond the scope of this project to consider virtual subsidies as well as 

conventional subsidies. 

The exclusion of virtual subsidies from this project also recognizes a further difficulty in the 

analysis of virtual subsidies. While much of the literature agrees that, strictly speaking, any 

deviation from full cost is a subsidy, some have pointed out that many such externalities do 

not meet the second of the elements common to subsidies set out at the beginning of this 

chapter. This second element stipulates that subsidies are directed towards specific sectors or 

individuals. However, in the case of some virtual subsidies (for example, the public supply of 

road infrastructure), the ultimate benefit may be to all or substantially all members of the 

community. For example, the owner of a bakery may never drive, but may still gain 

customers because of the proximity of his bakery to a road. (Toman 1996 at 46) 

3.5 Conventional Perverse Subsidies 

Beyond the intuitive descriptions and categorizations of subsidy provided by Barg (1996) and 

Roodman (1998) set out above, the Organization for Economic Cooperation and 

Development (1998) has developed a more comprehensive categorization of conventional 

subsidies. Table 3.1 provides the comprehensive classification scheme used by the OECD to 

examine linkages between subsidies and environmental issues based on the points of subsidy 

impact and the effects on government budgets. 
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Table 3.1 Support Measures classified by Points of Impact and Budgetary Effects 

Points of impact/ 
support conditionality   
on receiving firm 

Effects on government budgets 

On-budget Off-budget 

Outputs • Deficiency payments 
• Sales premiums 
• Preferential sales tax and 
VAT rates (Cash) 

• Market price support 
• Border Protection (tariffs, 

quantitative import 
controls) 

• Market access restrictions 
• Government brokered 

sales contracts 
Inputs: raw material 
and intermediate 
product inputs 

• Support to material and 
energy input (e.g. energy, 
fertilisers, irrigation 
water) 

• Provision of infrastructure 
below long run marginal 
cost (Infrastructure) 

• Material and services in 
kind (Infrastructure) 

Inputs: capital and 
labour inputs or 
income / profit 
earnings 

• Support to non-material 
and non-energy inputs 
(e.g. labour, capital 
equipment) 

• Accelerated depreciation 
allowances (if selective) 

• Income tax concessions (if 
selective) 

• Concessional credit 
• Debt write off 
• Support to research and 

development (e.g. on 
production techniques, 
safety or environmental 
protection)  

(adapted from OECD 1998 at 10) 
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• Concessional credit 
• Royalty concessions 

(Resource) 
• Low rate of return 

requirements 
• Exemptions from 

environmental standards 
(Resource) 

• Allowing insufficient 
provision for future 
environmental liabilities 



Because the OECD has subdivided Roodman's cash subsidy category, the majority of types 

of subsidy enumerated by the OECD fall within Roodman's cash subsidy category, although 

several exceptions to this are noted in Table 3.1. Given that virtual subsidies have been 

excluded from analysis in this project, a distinction can be made between subsidy policies 

with an immediate effect on government budgets (on-budget) and subsidy policies with a 

more indirect effect (off-budget). The other distinction drawn in Table 3.1 is between the 

different elements of the subsidy-receiving firm's financial balance sheet (points of impact). 

The distinction between the effects on budgets is particularly significant to determining the 

characteristics that imply that a subsidy reform could result in less government spending and 

also improve the environment. (OECD 1998 at 10) The more immediate positive impact of 

the removal of on-budget subsidies will very likely be more acceptable to governments, 

given the direct fiscal benefit yielded from subsidy removal. These distinctions between 

types of subsidy support drawn by the OECD may also become valuable to establishing both 

the driving forces for and barriers to the reform of perverse subsidies. The OECD does not 

include in its classification scheme the indirect support given to firms through the lack of 

environmental cleanup requirements. 

3.6 Canadian Sectoral Subsidies 

Generally speaking, agriculture, fisheries, transport, energy and heavy industries are the 

sectors of the economy that receive the most subsidy support through market price support, 

deficiency payments, tax expenditures and support to material and energy inputs. They also 

use large volumes of nature resources and generate significant waste and pollution. (OECD 
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1998 at 11) As a result, it is logical to focus initially on SEA and reform of subsidies in these 

sectors. However, while focusing on subsidies to activities in these sectors, it is important to 

consider the environmental effects during preceding and subsequent stages of production to 

provide accurate analysis. 

In Canada, a brief review of the literature indicates that this OECD generalization holds, 

although the level and nature of support differs from sector to sector. Subsidies to the energy 

sector are not reported in the aggregate by Natural Resources Canada, although it does report 

each of its "transfers exceeding $5 million" to industry, and the total amount of its grants and 

contributions to industry aimed at "economic and social benefits", which was $89 million in 

2001/02. (Natural Resources Canada 2002 at' 68) Transport Canada reported in 2001/02 that 

total federal direct subsidies, grants and contributions were projected to be $828 million, 36 

per cent more than in 2000/01. The major sources of this increase included subsidies to VIA 

Rail, which rose by $79 million. (Transport Canada 2001) The Department of Finance 

reported the following federal subsidy and transfer levels between April 2002 and February 

2003 (an 11 month period): Agriculture - $1.2 billion; Indian and Northern Development - 

$3.7 billion; Industry and Regional Development - $1.6 billion; 'Other' subsides - $2.3 

billion. (Department of Finance 2003e) 

In total, the Department of Finance reported $14.5 billion in federal subsidy and transfers, 

not including transfers to other levels of government, between April 2002 and February 

2003. (Department of Finance 2003e) 
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The reporting systems of federal departments do not categorize subsidies in exactly the same 

sectoral breakdowns listed in the literature on perverse subsidies. Also, in the case of Natural 

Resources Canada, potential subsidies are not identified as such, but are reported in the form 

of transfers, grants and contributions. As a result, the figures provided above cannot be 

considered a comprehensive listing of subsidy levels in each of the sectors identified by the 

literature as being suspect for perverse subsidies. However, given their official nature, they 

indicate that substantial federal subsidy payments are clearly made to the industries identified 

as suspect by the perverse subsidy literature. 

Establishing estimates of the size of perverse subsidies in Canada is more difficult. Although 

some literature has been published regarding perverse subsidies to specific industries as set 

out in Chapter 7 at section 7.3.1 (e.g. Sizer 2000; Winfield et al. 2002), no comprehensive 

estimates of the levels of perverse subsidies in Canada were found during the course of 

research for this projeót. This is in sharp contrast to more readily available information 

regarding perverse subsidies in the United States (e.g. Friends of the Earth, Taxpayers for 

Common Sense, and U.S. Public Interest Research Group 2001), and to literature surveying 

perverse subsidies on an international scale. (e.g. Myers and Kent 1998; OECD 1998; 

Roodman 1998) 

A speculative figure can be arrived at using Myers' estimate that between 50% and 75% of 

all subsidies in both the developing world and OECD countries could be considered perverse. 
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Although Myers acknowledges significant difficulties in establishing comprehensive 

estimates of perverse subsidies, given the challenges in defining subsidies and in defining 

perverse subsidies, he notes that peers reviewing his work consistently considered his 

estimates to be conservative. (Myers and Kent 1998 at xv) 

If Myers' estimate holds true for Canada, the level of perverse subsidies (based on overall 

subsidies of $14.5 billion between April 2002 and February 2003) would be between $7.25 

billion and $10.9 billion annually. 

In the Liberal Party's 1993 Red Book, setting out its electoral platform, the party promised to 

conduct a baseline study of federal taxes, grants, and subsidies to identify barriers and 

disincentives to sound environmental practices. (Juillet and Toner 1997 at 193) Some work 

has been done to establish that comprehensive baseline, including a study completed jointly 

by Natural Resources Canada and the Department of Finance, entitled The Level Playing 

Field (Mcllveen and Webster 1994) comparing the relative tax treatment of the renewable 

and non-renewable energy industries. Howejer, further work on establishing a baseline has 

been sporadic and incomplete. The federal government has sponsored two studies to develop 

a method to analyze the impact on greenhouse gas emissions of federal expenditures. 

(Resource Futures International 1996 at 4) Agriculture Canada has conducted environmental 

assessments of some of its largest subsidy based programs. (Resource Futures International 

1996 at 4) The Department of Finance has taken the position that 
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the most egregious barriers and disincentives have already been 
removed by the extensive program review cuts to business 
subsidies, and that the approach to dealing with the remaining 
barriers and disincentives is to require each department to 
address them sectorally as part of their sustainable 
development strategies." (Juillet and Toner 1997 at 193) 

Only two of the first generation of departmental sustainable development strategies (the 

Department of Foreign Affairs and International Trade, and Environment Canada) committed 

to completing baseline studies, although the results of these studies are not readily available. 

The comparison between the tax treatment of the renewable and non-renewable energy 

industries by Natural Resources Canada and the Department of Finance concluded that the 

variations between the levels of tax support offered to different types of projects are typically 

not large. (Mcllveen and Webster 1994 at ch. 8) After the publication of the Level Playing 

Field, the federal government also announced the removal of some environmentally harmful 

subsidies. In particular, the government announced its withdrawal from several energy mega-

projects, including the Hibernia project, and the reduction of grants and contributions by 

Natural Resources Canada from $102 million in 1992-93 to about $34 million in 1996-97. 

(Government of Canada 1996) The conclusion in the Level Playing Field was generally 

supported by the federal Commissioner of the Environment and Sustainable Development, in 

Chapter 3 of its 2000 report, although the Commissioner did note that exceptions exist. These 

exceptions, for which tax treatment was relatively favourable, included energy efficiency and 
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alternative fuels initiatives, but also oil sands and coal mine developments. (Commissioner of 

the Environment and Sustainable Development 2000 at 3-5) 

While the Level Playing Field study established that, with some exceptions, the tax treatment 

for energy investments does not substantially favour non-renewable energy sources over 

renewables, it did not examine the full range of federal subsidies to the energy industry. Nor 

did it examine other sectors. Some scrutiny of subsidies to other sectors has occurred, as 

referred to above, however this scrutiny has not been systematic, comprehensive or ongoing. 

As a result, despite some progress in identifying and reforming environmentally harmful 

subsidies at the federal level, there has been no systematic, ongoing, comprehensive 

approach. At the same time, agents from within the government (the Commissioner of the 

Environment and Sustainable Development) and agents outside of government, including the 

Green Budget Coalition (Green Budget Coalition 2002) and the Sierra Club of Canada 

(Sierra Club of Canada 2003), continue to decry the existence of environmentally harmful 

subsidies at the federal level. The National Round Table on the Environment and the 

Economy has concluded, "The Canadian experience has not consistently used fiscal policy in 

an integrated, coherent, and strategic fashion to promote the achievement of environmental 

policy objectives." (National Round Table on the Environment and the Economy (Canada) 

2002 at 2) This points to a need for the systematic, ongoing, comprehensive approach that is 

currently lacking. 
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3.7 Framework for Analyzing Policy Barriers to Sound Environmental Practices 

The Task Force on Economic Instruments and Disincentives to Sound Environmental 

Practices was established by the Ministers of the Environment and Finance in July 1994, 

following the February 1994 federal budget, in response to a promise set out in the Liberal 

Party Red Book of the 1993 election campaign to conduct a baseline study of federal taxes, 

grants and subsidies to identify barriers and disincentives to sound environmental practices. 

(Juillet and Toner 1997 at 193) The Task Force was not given sufficient time to complete the 

baseline study, although it did create a framework for the analysis of policies and measures to 

determine which are barriers or disincentives to sound environmental practices. (Juillet and 

Toner 1997 at 193) The formal terms of reference asked Task Force members, drawn from 

industry, academia, government and civil society, to develop a framework for identifying 

barriers and disincentives to sound environmental practices. The terms stated that the 

framework should include "an approah and criteria for both identifying barriers and 

disincentives and making a clear link between the barrier and the unsound environmental 

practices." (Task Force on Economic Instruments and Disincentives to Sound Environmental 

Practices 1994 at 1) 

Given that perverse subsidies are identified in the literature, including the final report of the 

Task Force (Task Force on Economic Instruments and Disincentives to Sound Environmental 

Practices 1994 at 60) as a barrier to sound environmental practices as set out above in this 

chapter, this framework provides a relevant base upon which to develop a process for the 

avoidance and reform of perverse subsidies. Because the framework sets out a process for the 
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identification and analysis of barriers, rather than strategies for the active reform or removal 

of barriers, this project uses the framework as a starting point upon which to build a set of 

recommendations for the development of a process for the avoidance and reform of perverse 

subsidies. 

A description of the steps in the framework established by the Task Force is set out below. 

Figure 3.1 provides a flowchart description of the framework process. The framework 

examines three issues, examined in turn below: 

1. How to identify barriers to sound environmental practice. 

2. How to determine which barriers to reduce or eliminate. 

3. How to prevent the unnecessary creation of barriers in the future. 

3.7.1 Identification ofBarriers 

The taskforce defined a barrier to environmentally sound practices as "an overall policy 

approach, a set of policies, or one or more discrete measures that impede attainment of these 

objectives or principles." (Task Force on Economic Instruments and Disincentives to Sound 

Environmental Practices 1994 at 25) To identify these barriers, according to the taskforce, 

the federal government must take four steps: 

1. Defining sound environmental practice. 

This includes 

a. Defining general environmental objectives. 
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In establishing these general environmental objectives, the Task Force 

suggested that consideration of environmental emissions, the environmental 

impacts from the consumption of resources, and the production of wastes 

would be relevant. Also, generally accepted objectives of environmentally 

sustainable development, such as the maintenance of essential ecological 

processes, the preservation of genetic diversity, and the sustainable use of 

ecosystem services would be relevant. (Task Force on Economic Instruments 

and Disincentives to Sound Environmental Practices 1994 at 55) 

b. Establishing principles for sound environmental decision-making and 

practices. 

This step requires that sustainable development considerations, including 

environmental considerations, are accounted for explicitly throughout the 

entire policy making process. This should include incorporation of such 

principles as the precautionary principle, the polluter pays principle, and full 

environmental cost internalization. 

c. Setting environmental priorities. 

The identification of environmental priorities should help to guide the 

identification and assessment of barriers to sound environmental practices. 

d. Sectoral environmental objectives. 
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Beyond the general environmental objectives and government-wide 

environmental priorities, sectoral objectives from all policy sectors, not just 

resource sectors, are important. 

2. Reviewing sectoral policy packages. 

According to the Task Force, this analysis should be done at the departmental level. 

The analysis should first examine overall groups of policies directed at a sector, and 

second examine discrete policies and measures. Through this approach, any systemic 

problems that underlie all policies governing a sector should be identified, so that 

they can be addressed prior to considering discrete policies and measures. (Task 

Force on Economic Instruments and Disincentives to Sound Environmental Practices 

1994 at 57-58) 

3. Reviewing potential cross-cutting measures. 

The Task Force stated that "several barriers . . . are systemic rather than specific in 

nature." (Task Force on Economic Instruments and Disincentives to Sound 

Environmental Practices 1994 at 26) These barriers include institutional barriers and 

traditional approaches for supporting and evaluating research. Potential systemic 

barriers of immediate relevance to the reform of perverse subsidies are the overall 

system of federal taxation and potential jurisdictional fragmentation within and 

between government departments that may undermine effective policy coordination. 
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4. Evaluating the discrete policies and measures identified as barriers in steps 2 & 3. 

To evaluate policies identified as barriers to sound environmental practices, the Task 

Force suggested that the government first categorize barriers by function, as different 

categories of barrier "operate differently and have different institutional implications 

even in cases where they may have similar environmental impacts." (Task Force on 

Economic Instruments and Disincentives to Sound Environmental Practices 1994 at 

60) The Task Force outlined two main categories of barriers: policy barriers and 

institutional barriers. Policy barriers can include legislation & regulation, Crown 

corporation activity in the market, government procurement practices. The Task 

Force also identified taxation and spending as a potential policy barrier, and 

specifically identified both conventional and virtual subsidies as potential policy 

barriers. (Task Force on EconOmic Instruments and Disincentives to Sound 

Environmental Practices 1994 at 60) 

3.7.2 Determining Which Barriers to Reduce or Eliminate 

To determine which barriers to reduce or eliminate, the federal government must take two 

further steps: 

5. Identifying options to reduce or eliminate the barrier. 

The options available to reduce or eliminate a barrier will be different depending on 

the nature of the barrier. In the case of cross-cutting barriers and systemic sectoral 
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barriers, reform options should focus on approaches to achieving the government's 

ultimate social and economic objectives while also achieving the environmental 

objectives identified in step 1. In the case of specific policies and measures that act as 

barriers to sound environmental practices, the potential for policy redesign should 

first be considered, by asking: 

• What are the policy objectives of the barrier? 

• Are these objectives still valid? 

• Are these objectives being attained? 

• Could these objectives be achieved in a less environmentally damaging way? 

• Could redesigning the policy also contribute to other objectives? 

If policy redesign is not possible, options that should be considered include: 

• Eliminating the policy measure. 

• Introducing counter-balancing measures. 

• Not taking further action, because the policy measure is found to have 

significant socio-economic benefits, and no environmentally superior 

alternatives to achieve these benefits are identified. 

6. Deciding which barriers to eliminate or reduce, taking accunt of all factors. 

To decide which barriers to eliminate or reduce, it is necessary to consider the net 

effect of moving from the existing policy or measure to an identified alternative 
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policy or measure. The net effect of this èhange should be assessed with consideration 

to the following five main categories of information: 

a. the environmental benefits of reform; 

b. the economic costs or benefits of reform, both sectorally and for the economy 

as a whole; 

c. the fiscal impact of reform; 

d. the impact on social policy objectives of reform; and 

e. the administrative and implementation feasibility of the change in policy. 

Based on this, prioritize barriers identified for reform. "Top priorities should be 

barriers whose reduction will enhance environmental quality while contributing to 

other social, fiscal and economic objectives." (Task Force on Economic Instruments 

and Disincentives to Sound Environmental Practices 1994 at 27) 

3.7.3 Preventing the creation of new barriers 

Avoiding the creation of new barriers to sound environmental practices, according to the 

Task Force, depends upon ensuring that the environmental concerns are fully considered at 

the earliest stages of decision-making. This requires: 

• the establishment of sustainable development objectives; 

• the environmental assessment of policy decisions; and 

• clear lines of public and internal accountability. 
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Figure 3.1 Framework for Analyzing Policy Barriers 

(adapted from Task Force on Economic Instruments and Disincentives to 
Sound Environmental Practices 1994 at 53) 

Define sound environmental practices 
• General environmental objectives 
• Principles of sound environmental decision-making 
• Environmental priorities 
• Sectoral environmental objectives 

Identify & assess cross-cutting barriers 
• Tax system barriers 
• Institutional barriers 
• Research sunnort method barriers 

Assess sectoral policy packages 
• Identify systemic policy barriers 
• Identify discrete policy barriers 

Address underlying policy bias barriers 
• Identify options for elimination 

or reduction 
• Reform if feasible 

Address discrete policy barriers 
• Assess policies against objectives 
and principles of step 1 

• Identify options for elimination 
or reduction 

• Determine which barriers to 
eliminate or reduce (feasibility & 
priorities) 

Prevent the creation of new barriers 
• Establish sustainable 

development objectives. 
• Environmental assessment of 

policy decisions 
• Ensure clear lines of public and 

internal accountability 
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3.8 Foundations for the Application of the Framework to Perverse Subsidy Reform 

Some of the basic steps required by the framework have been completed by the federal 

government, whether as a result of the framework or otherwise. In particular results from the 

first step in the identification of barriers - defining sound environmental practice - are 

available from the federal government. Available information in satisfaction of steps in the 

framework is set out below. 

3.8.1 Identification ofBarriers 

1. Defining Sound Environmental Practice. 

a. Defining general environmental objectives. 

The federal government has outlined the following five broad sustainable 

development objectives (Government of Canada 2003): 

• sustaining natural resources; 

• protecting the Health of Canadians and of ecosystems; 

• meeting international obligations; 

• promoting equity; and 

• improving quality of life and well-being. 

Of these broad sustainable development objectives, at least the first three also 

directly constitute narrower environmental objectives. 
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b. Establishing principles for sound environmental decision-making and 

practices. 

The government of Canada signed Agenda 21 at the United Nations 

Conference on Environment and Development, also called the Earth Summit, 

in Rio de Janeiro in June 1992. (Government of Canada 1995) Agenda 21 

(United Nations 1992) includes commitments to the use of the precautionary 

principle, the polluter pays principle and full environmental cost accounting. It 

should be remembered that, as established above, this project does not 

consider the virtual perverse subsidies caused by incomplete environmental 

cost internalization. 

C. Setting environmental priorities. 

The Liberal party Red Book, setting out its policy platform in 1993, identifies 

the stabilization of greenhouse gas emissions, the development of sustainable 

options for further' emissions reductions, the improvement of energy 

efficiency, the protection of biodiversity, and the sustainable management of 

natural resources as environmental priorities. (Task Force on Economic 

Instruments and Disincentives to Sound Environmental Practices 1994 at 57) 

In its 2002 Throne speech, the government set out its environmental priorities 

as conserving wilderness areas, clean water sources and key habitat, reducing 

greenhouse gas emissions, and cleaning up federal contaminated sites. 

(Government of Canada 2002b) 
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d. Sectoral environmental objectives 

Through departmental Sustainable Development Strategies (discussed more 

fully in conjunction with the discussion about the Commissioner for the 

Environment and Sustainable Development in Chapter 5), departments have 

established these environmental objectives. Selected departmental goals, as 

published on the Government of Canada SD Info website (Government of 

Canada 2003) are set out below. 

i. Natural Resources Canada 

Ensuring sustainable economic, environmental, and social benefits 

derived from natural resources for future and present generations - 

by promoting innovation in resource development; increasing market 

access for Canadian resource-related industries; promoting 

international business development; and building capacity for 

sustainable natural resources management. 

Establishing strategies to reduce environmental impacts in the 

natural resources sector - by reducing greenhouse gas emissions and 

environmental impacts; undertaking research to understand climate 

change;' supporting risk assessment; and developing partnerships to 

promote biodiversity. 

49 



ii. Industry Canada 

Improving the integration of sustainable development objectives into 

departmental decision making - by developing a corporate awareness 

of and commitment to SD; incorporating SD principles into 

planning, programs, and policy making; increasing senior 

management involvement in SD; offering SD training to employees; 

"greening" internal operations; and carrying out regular monitoring, 

evaluation, and reporting on SD progress. 

iii. Agriculture and Agri-Food Canada 

Integrating sustainable development into departmental policies, 

programs, and operations - by informing policy analysts and decision 

makers about SD issues; examining departmental undertakings 

through the lens of SD; and "greening" departmental operations. 

iv. Transport Canada 

Developing tools for better decisions - by identifying and addressing 

SD data requirements; evaluating the impact of internalizing the 

social and environmental costs of the various transport modes; 

collaborating to develop sustainable transportation indicators; and 
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establishing a staff awareness program and researching the 

development of tools for strategic environmental assessments. 

V. Department of Finance 

Integrating the economy and the environment - by aligning the tax 

system with SD goals; developing economic instruments for 

environmental purposes; increasing the knowledge base on 

environmental and SD issues related to departmental policy 

responsibilities; and cooperating in the development of national SD 

indicators. 

3.8.2 The frameworkas a basis for perverse subsidy reform 

Identification of Barriers 

As set out above, the elements of sound environmental practices upon which to base perverse 

subsidy reform are present in the officially defined federal version of sound environmental 

practices. The federal government has formally committed to protecting human and 

ecosystem health, sustaining natural resources and meeting the various obligations of 

international multilateral environmental agreements to which Canada is party, including the 

Framework Convention on Climate Change (UNFCCC) and the agreements under the World 

Trade Organization (WTO). The federal government has also committed, through its 

acceptance of Agenda 21, to the use of appropriate principles for sound environmental 
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decision-making and practices. At the departmental level, the depai luients responsible for the 

economic sectors identified as most suspect in the perverse subsidy literature have each set 

out sustainable development goals that correspond with the achievement of perverse subsidy 

reform, although none of the departments lists subsidy reform as a specific objective. 

On this basis, attempts to reform perverse subsidies are clearly valid in the context of federal 

environmental goals and objectives. According to the framework, subsidies (as a potential 

form of barrier to sound environmental practices) should be identified and evaluated. Efforts 

to complete a baseline identification of subsidy barriers have been sporadic rather than 

comprehensive, although there are claims that progress has been made, as set out above. 

Given that a comprehensive baseline identification of perverse subsidies has not been 

completed in full, despite formal internal intentions to do so and some progress through the 

completion of the Level Playing Field study and some departmental efforts discussed above, 

a shortcoming in the motivation for or coordination of efforts for identifying perverse 

subsidy policies appears to exist. Chapter 5 of this project addresses the evaluation of 

perverse subsidy policies acting as barriers to sound environmental practices. 

Determining which barriers to reduce or eliminate 

As set out in the framework, determining which barriers to reduce or eliminate is closely 

related to the task of evaluating barriers. This process is discussed along with policy 

evaluation in Chapter 5. The framework does not address active reform strategies. A finding 

of the literature review and key informant interviews is that identifying and developing 
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realistic strategies for reform is as much a challenge to the process of subsidy reform as is the 

analysis. (e.g. Barg 1996 at 38) 

Preventing the creation of new barriers 

Although the terms of reference focused the Task Force in an appropriate direction, the intent 

was to create a framework for identifying one or more barriers to be addressed immediately 

upon completion of the Task Force's work, and to create a work plan for a systematic review 

of barriers within a specific time frame. (Task Force on Economic Instruments and 

Disincentives to Sound Environmental Practices 1994 at 45) These tasks, even if completed 

successfully, would not involve the creation of a process for the ongoing evaluation of policy 

barriers to sound environmental practices. The Task Force recognized this and included the 

prevention of the creation of new barriers as a step in its framework. However, although the 

prevention was included as a step, relatively few details were provided by the Task Force for 

this step, in comparison to the details provided for the identification and evaluation of 

existing barriers. This project addresses the issue of preventing the unnecessary creation of 

new perverse subsidy policies that would act asbarriers to sound environmental practices in 

Chapter 4. 
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CHAPTER 4. STRATEGIC ENVIRONMENTAL ASSESSMENT 

This chapter discusses the basic requirements of the environmental impact assessment of 

policy for the purposes of preventing the creation of new perverse subsidies, and then 

analyses the 1999 Cabinet Directive on the Environmental Assessment of Policy, Plan and 

Program Proposals and its sufficiency as a tool for the analysis of proposed subsidy policies 

to prevent perverse subsidies. First, the basic concepts behind SEA and the key elements to 

be considered in establishing any SEA methodology are discussed. In following sections, 

specific issues related to the SEA of subsidy policy are considered. Then, the Cabinet 

Directive and the overall federal government approach to policy assessment are discussed. 

The Task Force on Economic Instruments and Disincentives to Sound Environmental 

Practices recognized in its framework for analyzing public policy barriers, as outlined in 

Chapter 3, that while identifying perverse subsidies and other barriers to sound 

environmental practices is a necessary and useful task, "decision makers ideally would apply 

clearly understood environmental, economic and social objectives in an integrated and 

consistent manner throughout their decision-making processes." (Task Force on Economic 

Instruments and Disincentives to Sound Environmental Practices 1994 at 52) As a result, the 

final section of the framework mentions the need for preventing new barriers from being 

created through this process of integrated decision-making. 
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A crucial initiative in preventing the creation of new barriers, including perverse subsidies, is 

the assessment of policy decisions that establish some form of subsidy for their 

environmental implications. (Task Force on Economic Instruments and Disincentives to 

Sound Environmental Practices 1994 at 65) Because not all subsidies are perverse, as set out 

in Chapter 3, the goal of the environmental impact assessment of policy in this context is to 

assess the effects of proposed subsidy policies on the environment. The federal government 

has a requirement for the environmental impact assessment of policy, set out in its 1999 

Cabinet Directive on the Environmental Assessment of Policy, Plan and Program Proposals. 

(Canadian Environmental Assessment Agency 2000) 

4.1 Strategic Environmental Assessment 

Environmental impact assessment (ETA) has been acknowledged as a critical tool toward 

balancing environment objectives with • economic development, and toward the general 

management of environmental issues. Indeed, "environmental assessment and related 

procedures have been identified as key mechanisms for translating the principles and criteria 

of sustainable development into strategy and action." (Jacobs, Sadler, and Canadian 

Environmental Assessment Research Council 1989 at 17). The United Nations Environment 

Programme (UNEP) describes ETA as an examination, analysis, and assessment of planned 

activities so as to ensure environmentally sound and sustainable development. (IJNEP 1987) 

Since the introduction of the National Environmental Policy Act (NEPA) in the United States 

in 1969, the ETA process has evolved significantly. One of the more significant developments 
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has been the growing recognition of the environmental impacts of public policies, plans and 

programs (PPPs). (Noble 2001 at 484) In 1980, the World Conservation Strategy formally 

recognized the necessity of integrating environmental considerations with development 

plans. (International Union for the Conservation of Nature and Natural Resources 1980) By 

1987, the World Bank accepted that "environmental issues must be addressed as part of 

overall economic policy rather than project by project." (World Bank 1987) At the same 

time, the Brundtland Report prepared by the World Commission on Environment and 

Development (World Commission on Environment and Development 1987) reflected the 

need to address the environmental implications of PPPs, as did the subsequent United 

Nations "Rio Summit" on the environment in 1992. (Noble 2001 at 485) 

Through this evolution of the EIA of policy, the concept has become increasingly referred to 

as the strategic environmental assessment of policy (SEA). In general, strategic 

environmental assessment refers to the process of assessing environmental impacts of PPPs 

in the planning and development stages of policy- and decision-making processes. The 

addition of the strategic concept to the environmental impact assessment of policy refers to 

the recognition that the assessment should consider the fundamental objectives and principles 

that "give shape to the vision and development intentions incorporated in a PPP." (Therivel 

and Partidário 1996 at 5) In contrast to more traditional ETA processes, which focus on the 

potential impacts of specific development projects, SEA focuses on the potential impacts of 

plans, programs and policies (PPPs). Partidário provides a useful definition of SEA: 
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SEA is a systematic, on-going process for evaluating, at the 
earliest appropriate stage of publicly accountable decision-
making the environmental quality, and consequences, of 
alternative visions and development intentions incorporated in 
policy, planning, or program initiatives, ensuring full 
integration of relevant biophysical, economic, social and 
political considerations. (Partidário and Clark 2000a at 4) 

In essence, the process of SEA aims to examine the impact that policies, plans, programs, 

and potential alternatives would have on the environment in a formalized, systematic and 

comprehensive manner, with the intention of improving the environmental outcomes of those 

PPPs. 

There is growing recognition of the need for SEA, but there is still little consensus on 

appropriate methodologies for performing SEA. (e.g. Noble 2001 at 483-84) However, to 

date most consideration of SEA methodology has been more from a theoretical than practical 

perspective. Although more recent opinion has 'begun to point towards the development of 

SEA methodology more independently from project-level ETA principles, "existing SEA 

methodologies still tend to be based on project-le'el ETA principles." (Noble 2001 at 484) 

4.2 Rationale for SEA 

Several reasons are cited to justify the continued development and application of policy-level 

environmental impact assessment. Most commonly, it is cited as (1) counteracting some of 

the limitations of project-level environmental assessment and (2) promoting the goals of 
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sustainable development by incorporating sustainable development considerations into early 

stages of the policy formulation process. (Therivel and Partidário 1996 at 8) 

In the first case, experts have recognized limitations with project-level ETA, including, for 

example, the limited ability to address cumulative impacts. (Stinchcombe and Gibson 2001 at 

353) Some jurisdictions, including Canada, have attempted to redress the problem by making 

attention to cumulative effects mandatory in assessments at the project level. (Stinchcombe 

and Gibson 2001 at 353) Stinchcombe and Gibson (2001 at 353) claim that "cumulative 

effects are more likely to be dealt with effectively at the strategic level." Others, including 

Therivel & Partidário (1996 at 8) and Clark (2000 at 16), recognize that cumulative effects 

are best addressed through the application of both SEA and project-level environmental 

assessment of cumulative impacts in concert. Earlier assessments allow assessors to give 

attention to a wider range of actions over a larger area, providing a broader context within 

which to address cumulative effects. (Therivel and Partidário 1996 at 9) Also, project ETA 

typically deals with the question of 'how' a project will impact the environment, rather than 

the questions of 'why, whether or what' type of activity should occur. SEA has the potential 

advantage of addressing these questions from the beginning of the policy formulation 

process, and so can provide a more holistic approach to the assessment process. (Sadler 

1998aat14) 

The second case, the promotion of the goals of sustainable development, is more relevant to 

the application of SEA to subsidy policy. Ideally, a scheme for the assessment of 
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environmental impacts within the policy development process eventually would result in 

environmental and sustainability criteria being more fully incorporated throughout the policy 

development and implementation process. (Therivel and Partidário 1996 at 9)111 this way, an 

SEA framework could allow the principle of sustainability to be carried through from initial 

policy development stages to through to program implementation. SEA helps to allocate 

equal weight to the consideration of the potential environmental, social and economic 

outcomes of policies. (Sadler 1998a at 12) Although this may be considered the most 

important objective of SEA, it has also proved to be the most elusive because of the 

complexities associated with the concept of sustainability. (Davey 1997 at 22) 

4.3 Impacts to be Considered by SEA 

SEAs can be distinguished by the types of impacts that are considered. (Therivel 1993) 

Impacts can be classified as follows: 

• Traditional impacts. This includes impacts that are typically assessed in project level 

ETA, such as changes to employment, air, water and vegetation; 

• Sustainability-related impacts. This includes consideration of resources that may be 

threatened by cumulative, irreversible, or secondary impacts resulting from a 

proposed PPP (i.e., energy consumption, cultural landscapes and non-renewable 

resource consumption); and 
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• Policy-related impacts. This includes those potential impacts that are affected by, and 

affect, other policies such as hazard and risk assessment, and fiscal policies. It also 

includes impacts on other policies resulting from a lack of policy coherence. 

4.4 Guiding Principles of an SEA Process 

The following list of principles is from Sadler (1996 at 151). Experts in the subject have 

provided different but broadly analogous lists of principles, intended to provide guidance for 

effective SEA. (see Partidário and Clark 2000b; Therivel 1992; International Association for 

Impact Assessment 2002) Guiding principles of SEA are: 

1. Initiating agencies should be accountable for assessing the environmental effects of 

new or amended policies, plans, and programs. 

To ensure take up and application of SEA throughout a government, agency or 

department, a clear basis in policy or law is necessary. This principle is a necessary 

precursor to effective SEA, rather than an element of the SEA process. Although a 

clear requirement alone may not ensure systematic take up of SEA, especially for 

higher-level policies (Sadler 1998b at 35), without this basis application would be 

much less frequent. 

2. The assessment process should be applied as early as feasible 
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3. The scope of assessment should be commensurate with the proposal's potential 

impact or consequence 

4. Objectives and terms of reference should be clearly defined 

5. Alternatives to a proposal should be considered 

6. Socio-economic factors should be included as necessary and appropriate 

7. The evaluation of significance and the determination of acceptability should be made 

against a policy framework of environmental objectives and standards. 

8. Provision should be made for public involvement, to an extent consistent with the 

potential degree of concern and the potential controversy of the proposal. 

To be relevant, an SEA process should involve interested and affected members of 

the public, as well as interested and affected government bodies. In the case of SEA 

of higher-level policies, the immediate interest of members of the public may be 

lessened. (Sadler 1998b at 35) In this case, participation may be by elements of civil 

society, including the environmental NGO community or commissioned round tables 

or panels. This requires care to ensure relevant perspectives are heard from and 

considered. The challenges of appropriate involvement by civil society in the SEA 
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process, and the process of subsidy reform more generally, are discussed in Chapters 

7 and 8. 

9. Public reporting of the assessment and decisions made should occur, unless explicit 

limitations of confidentiality are given. 

10. Environmental factors should be included in policy making. 

SEA should assist in the identification of policy options and alternatives that are more 

sustainable. This means that the SEA process should employ concepts of 

"environment" and "impact" that are broad in scope. (Sadler 1998b at 35) 

11. Processes should consider and relate, where possible, to strategic environmental 

assessment occurring at subsidiary levels. 

An effective SEA process must be structured appropriately for the level and specific 

subject matter of the policy, plan or program that it will be addressing. In the case of 

higher-level policy for example, a more flexible and informal SEA structure may be 

more appropriate to deal with the iterative and internalized policy-making process. 

For plans and programs, on the other hand, especially ones that initiate concrete 

projects and activities, structured ETA procedure and methodology are used 

successfully. (Sadler 1998b at 34-35) 

12. Monitoring and follow-up measures should be included. 

62 



13. Independent oversight of the implementation of the SEA process implementation and 

government-wide performance should occur. 

To be effective on an ongoing basis, SEA must be subject to independent checks and 

verification. Ideally, this process will provide information necessary to determine 

whether a policy direction should be amended. Review will also provide a basis for 

improving future decisions. In the case of SEA of higher-level policy, effective 

review may present practical difficulties because of the time-scale for implementation 

of some policies and the diffuse nature of their environmental effects. (Sadler 1998b 

at 36) 

4.5 Challenges for SEA 

SEA faces both technical and procedural challenges. (Therivel and Partidário 1996 at 10) On 

the technical side, SEA tends to be subject to uncertainty in comparison to project-level EIA. 

This is because it is difficult to assess the environmental effects of a conceptual idea, as 

presented in a PPP, absent of setting and time. (Clark 2000 at 24) SEA faces particular 

uncertainty about: 

• future environmental, economic and social conditions, 

• future technologies, and 

• developments likely to take place as a result of the PPP under assessment. (Therivel 

and Partidário 1996 at 10) 
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SEA also faces the technical challenge of adequate data availability and collection. 

Collecting adequate environmental data is often a challenge for decision makers. (Clark 2000 

at 23) At the strategic level, "there are even less data, interpretation is foggier, and 

acceptance by decision-makers is less certain." (Clark 2000 at 23-24) Data collection and 

analysis can be hindered by the incompatibility of data collected by different agencies or 

jurisdictions. (Therivel and Partidário 1996 at 10) Also, SEAs on proposed federal policies 

with national scope will tend to focus on national-level environmental issues, and may 

disregard local environmental issues. (Therivel and Partidário 1996 at 10) 

From a procedural point of view, PPPs are "generally nebulous, non-linear, complex and 

iterative." (Therivel and Partidário 1996 at 10) As a result, it may be difficult to determine 

when an SEA should be carried out and what exactly is the PPP to be assessed. This issue is 

discussed in further detail in sections 4.7 and 4.8, below. 

4.6 Distinctions between SEA and traditional Project-based EM 

The most obvious distinction between SEA and project-based ETA is the stage or level at 

which the assessment is conducted: the subject of SEA is policies, plans, and programs, 

while the subject of ETA is projects. A more complete list comparing SEA and traditional 

project-level ETA is set out in Table 4.1. 
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Table 4.1 Defining & Distinguishing Characteristics of EIA and SEA. 

EIA 

Typically reactive 
• A project development is proposed and the EIA 

is designed to react to, or assess, that particular 
option. 

Addresses a specific project 
• Assessment of a particular proposed 

undertaking. 

Has a well-defined beginning and end 
• Based on project approval. 
• May include follow-up monitoring of impacts. 

Assess direct impacts and benefits 
• Predicts and assesses the likely outcomes of a 

specific undertaking. 

Focuses on the mitigation of impacts 
• Management emphasis on mitigating likely 

negative outcomes. 
• Alternatives may be limited to issues of 

technical design. 
• Theoretically contains a 'no-action' alternative 

- a choice can be made not to proceed. 

Project-specific 
• Assessment of a particular proposed 

undertaking 

Narrow focus and highly detailed 
• Focus is on a pre-determined alternative option. 
• Assessment is generally technical, often 

quantitative and highly detailed. 

SEA 

Proactive 
• Creates and examines alternatives leading to 

the preferred PPP option 
• Informs development proposals 

May address areas, regions or sectors of 
development 

Focus is on alternatives & opportunities 

Continuing process 
• Aimed at providing information at the 

appropriate time. 

Identifies implications and issues for 
sustainable development 
• May focus on traditional, sustainability-related 

and policy-related impacts (see Section 4.3). 
• Determines a range of options based on vision, 

then forecasts likely outcomes of each option. 

Focuses on maintaining chosen level of 
environmental quality 
• Broader range of alternatives at an early stage. 
• Contains a "no change" alternative, but "no 

action" is not an alternative - something will be 
done to help reach the goal, which could 
include maintaining the existing approach. 

• Minimise negative outcomes by selecting the 
"least negative" alternative at an early stage. 

Not project-specific 
• Focus is on alternatives, opportunities, regions 

and sectors. 

Broad focus and low level of detail 
• Focus is on a broad set of alternatives. 
• Focus broadens moving upscale from 

programs, plans, and policies to alternatives. 
• Assessment is broad, usually non-technical and 

qualitative. 
(Dalal-Clayton and Sadler 1999 at 3) 
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4.7 Distinctions between Policies, Plans & Programs 

A meaningful SEA process must operate successfully within the larger decision-making 

process of a government or public agency. (Nitz and Brown 2001 at 332) This section 

discusses some conceptual issues about the nature of policy-making relevant to SEA. 

Sections 4.11 and 4.12 discuss existing policy-making process within the federal government 

more specifically. 

The public decision-making process occurs at many levels of detail, from the development of 

high-level policy through plans, programs, and to the development of specific projects. 

Although the distinctions between policies, plans and programs are not rigid or formally 

defined, in general: 

A policy. . . may be considered as the inspiration and guidance 
for action, a plan as a set of co-ordinated and timed objectives 
for the implementation of the policy, and a programme as a set 
of projects in a particular area. (Wood and Djeddour 1991) 

Ideally, this tiered progression from policy to plan to program to project would be rational: 

actions at later stages should be based on and conditioned by actions taken or decisions made 

at earlier higher-level stages. As a result, feasible alternatives to the proposed decisions 

should become increasingly limited as later stages of the tiered process are reached. (Noble 

2001 at 486) However, as is widely recognized, this progression often is not observed in 

practice. (e.g. Therivel and Partidário 1996 at 5) In practice, the relationship between 

policies, plans, and programs "more often reflects an iterative process of alternative, policy, 
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plan and programme assessment, rather than a tiered-forward process." (Noble 2001 at 486) 

In this iterative process, high-level policy sometimes may set the context for decisions at the 

program or plan level. Another possibility is recognition of the need for a high-level policy 

developing from the "bottom up," as a cumulative result of lower level decisions. (Noble 

2001 at 486) The need for high-level policy, along with appropriate plans or programs may 

also develop from the bottom-up" as the result of pressure from private sector development 

projects not previously contemplated by government. 

At the policy level, SEA methodology typically consists of 'methods' or 'combinations of 

techniques' (e.g., scenario analysis) rather than more traditional techniques, reflecting the 

broad-brush nature of higher-order assessments. (Noble 2000 at 211) As set out above in the 

guiding principles for SEA, the scope and form of SEA should be broadly correspondent 

with the level of generality of decision-making, as well as the type of potential environmental 

effects that are identified. (Sadler 1998a at 13) For example, the appropriate assessment 

criteria for the SEA of options for a national Canadian energy policy are the broad 

environmental policy goals and objectives of Natural Resources Canada. (Noble 2002 at 180) 

These objectives, set out in Chapter 3, above, include "ensuring sustainable economic, 

environmental, and social benefits derived from natural resources for future and present 

generations," reducing greenhouse gas emissions and environmental impacts, and promoting 

biodiversity. (Government of Canada 2003) As a result, the scope of the SEA will be 

necessarily broad. (Noble 2002 at 180) 
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In this project, the term "subsidy policy" is used as a general term to describe a formally 

introduced subsidy, rather than to distinguish subsidy policies from plans or programs. 

However, reflecting the recognition that the relationship between policies, plans, and 

programs is often iterative and PPPs are "generally nebulous, non-linear, complex and 

iterative," (Therivel and Partidário 1996 at 10) it is difficult to categorize all perverse 

subsidies as policies, plans, or programs. Applying Wood's definitions of policy, plan and 

program, a subsidy is most likely to be observed as a policy, a plan, or both. In Noble's 

assessment of Canadian national energy policy options, the different policy options 

considered each consist of a particular combination of energy sources (coal, natural gas, 

hydro, nuclear, etc.) to meet Canadian energy needs for the next 50 years. (Noble 2002 at 

179) At this policy level, particular subsidies are not considered, although decisions made 

may result in proposed subsidy policies at subsequent policy and planning levels. Once an 

appropriate national strategy is decided upon, more specific sectoral policies and plans may 

be established to meet the some of the goals of the national energy policy, for example to 

achieve the development of a certain method of energy generation. (Therivel and Partidário 

1996 at 7) 

High-level policy decisions (such as a national energy policy) may result in the subsequent 

proposal of perverse subsidies to achieve the general goals of the high level policy. Although 

specific subsidy policies may not be present at this level, effective SEA is still important to 

highlight policy directions that seek to favour environmentally harmful activities. Such 
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policy directions are much more likely to lead to proposals for some form of perverse 

subsidy. 

4.8 Defining Policy Boundaries 

As discussed above, distinctions between policies, plans and programs are often unclear. This 

complexity and uncertainty is found especially at the higher-level decision-making steps, 

where policy positions are developed. (Nitz and Brown 2001 at 330) 

In a broad sense, 'public policy' includes a range of strategic decisions by government, 

including: speeches from the Throne; government white (or green) papers; international 

agreements; legislation, regulation, press releases; ministerial statements and speeches, 

comments in the House of Commons recorded in Hansard; and government departmental 

literature. (Bridgewater 1991 at 32; Davey 1997 at 27) Policy may be formal or informal, 

implicit or explicit, generic or specific, depending upon the context. (Bregha et al. 1990 at 6) 

As Therivel et al (1992 at 40) note, "It may be that a series of actions, even if not formally 

sanctioned by a decision, constitute policy. Moreover, the lack of an explicit policy decision 

may itself amount to a policy and may therefore require analysis." Policies may also have a 

wide range of goals. For example, some of these goals may include: stimulation of the 

economy, stabilization of specific regions or industrial sectors, social or cultural objectives, 

and protection of natural resources. (Bridgewater 1991 at 32) A single 'policy' may be 

intended to address more than one of these goals, or several different policies may all affect a 
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particular aspect of one of these goals, not necessarily in a coherent fashion. Also, there is 

often no clear moment at which a political decision happens. As a result, policies tend to 

evolve over time and may continue to evolve right through to the implementation stage. At 

any point during this process, policy may be modified, not fulfilled, or not acted upon at all. 

(Stinchcombe and Gibson 2001 at 366) Also, the development of a policy may be initiated in 

different ways be different actors, including: by the bureaucracy as the result of scientific 

input or an identified practical need; by political decision-makers based on electoral 

considerations; by industry through political lobbying efforts. (Thompson 2001 at 1) 

Because of the complex nature of policies, their development process, their 

interrelationships, the variety of functions they serve and the different impacts they may 

cause, no single approach to conducting SEAS can be appropriate for all policies. 

(Bridgewater 1991 at 32; Sadler 1998b at 34) The approach employed by Noble, in his SEA 

of potential national energy policies for Canada assessed five alternative strategies for four 

environmental factors: atmospheric emissions, hazardous waste generation, habitat 

destruction, and resource efficiency. The intent of the SEA was to identify the preferred 

strategy from the five alternatives. The assessment approach was quantitative in nature, to 

allow for clearer comparison, and was based the Delphi technique of surveying experts. 

(Noble 2000 at 180) Conversely, the Minerals and Metals Sector of Natural Resources 

Canada prepared an SEA of its then-draft Minerals and Metals Policy in 1996. (Natural 

Resources Canada (Minerals and Metals Sector) undated) The intent of the SEA was to 

assess the "environmental, social and economic aspects of federal policies, programs and 
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legislation that relate to Canada's minerals and metals industry." (Natural Resources Canada 

(Minerals and Metals Sector) undated) In this SEA, the assessment approach was qualitative 

in nature. Although the thoroughness of the process has been questioned (Hazell and 

Benevides 2000 at 59), the exploratory nature of the assessment resulted in a qualitative 

approach. 

4.9 Policymaking Models 

The traditional or 'rational' view of tiered policy-making has been used as a basis for a 

model of SEA based on the notion of introducing strategic assessment throughout the 

sequential process of PPP development. (Therivel and Partidário 1996 at 6) This process 

begins with the adoption of broad policies, proceeds to the approval of somewhat more 

concrete plans and specific programs, and finally reaches the stage of individual project 

implementation within that program. (see, e.g. Therivel and Partidário 1996 at 5) The 

concept of 'rationality' has been debated at great length in the literature regarding policy-

making. (Nilsson and Dalkmann 2001 at 309) The principle of rational policy making is 

based on three propositions. First, people act rationally if their actions make sense to them 

with respect to their aims and seem to be appropriate means for achieving those aims. 

Second, the individual is purposeful. He or she has goals in support of which actions are 

intended. Third, our collective choices as a society are guided by aggregated individual 

preferences alone. (Nilsson and Dalkmann 2001 at 309) 
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For the purpose of this project, rational policy formulation is defined as a process involving a 

series of distinct, decision-making stages, informed by logical reason-based analysis. Figure 

4.1, below, provides a visual representation of the basic process anticipated by a rational 

policy-making process. Although the diagram provides the appearance of an orderly process, 

"the practical realities of decision making are such that no single process can fit all the 

different types of policy formulation." (Davey 1997 at 28) 

Figure 4.1 Ideal Conceptual Model of the Rational Policy Formulation Process 
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The process begins with the "Identify Issues" stage at Phase 1, in which a particular problem 

or issue is identified as requiring some form of initiative. Ideally, the focus at this stage is 

with the collection of key information and data to gain a full understanding of the issue at 

hand, which should include examining all factors that influence the issue. (Davey 1997 at 29) 

The second step involves scooping the issue at hand by establishing boundaries within which 

to deal with the issue. In part, this involves setting goals and desired outcomes for the policy 

to be developed. The third step, "Establish Evaluation Criteria & Assessment Methodology," 

requires deciding upon what basis alternative potential policy responses should be judged to 

select the preferred option. The criteria will also be important at the later "Evaluate Policy" 

stage in the rational process. Fiscal objectives and political considerations, as well as 

sustainability or environmental objectives, may be used as criteria. Each of these stages 

requires important baseline information, and ideally involves stakeholder participation. 

(Davey 1997 at 29) 

In the rational policy-making model, once the required information is gathered and the first 

phase has been completed, alternative options to address the issue at hand are developed. 

Decision-makers must then choose a preferred policy response from the alternatives. After 

the implementation of the policy, the third phase, involving the last two stages, "Evaluate 

Policy" and "Revise Policy," can be considered the feedback phase of the policy-making 

process. 
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Two phases in the cycle are critical to the successful implementation of SEA. The first phase, 

the initial analysis and scoping phase, in which potential impacts are identified and predicted 

is a key phase for successful SEA in the policy-making process. (Davey 1997 at 30) As set 

out in the guiding principles of SEA above, the SEA process should occur at the earliest 

stages of policy formulation to include consideration of environmental factors in each 

alternative. (Davey 1997 at 30) The other key phase, which is often ignored, is the third 

phase in which policy is evaluated and revised. (Therivel and Partidário 1996 at 43) This 

third phase is discussed in Chapter 5. 

Despite its shortcomings in accurately describing the policy development process, the 

rational policy formulation model remains an important part of this policy-making context. 

For many policy actors and organizations it provides a general standard against which many 

policies, and the policy process as a whole, are tested. (Doern and Phidd 1992 at 5) It also 

frequently provides a code of language around which political and policy debate is engaged. 

(Doern and Phidd 1992 at 5) Although rationality cannot guarantee policy outcomes exactly 

as intended, it increases the probability of achieving intended or near-intended outcomes. 

(Caldwell 1991 at 82) However, in reality, policy formulation rarely takes place in such an 

idealized manner. (Therivel and Partidário 1996 at 10; Noble 2000 at 217; Stinchcombe and 

Gibson 2001 at 366; Nilsson and Dalkmann 2001 at 310; Sadler 1998a at 12) As set out 

above, policy-making is often much 'messier' and occurs through an iterative and 

incremental process. 
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Policy-making models other than the rational model exist (see e.g. Nitz and Brown 2001 at 

33; Nilsson and Dalkmann 2001 at 312), however this project does not examine the theory of 

these alternative models, nor advocate any of them as a more appropriate basis upon which to 

establish an SEA framework. Rather, recognizing that an existing rudimentary SEA 

framework exists within the federal government, the project takes the approach that attempts 

at preventing the creation of new perverse subsidies through SEA must recognize the nature 

and context of policy making within the federal government. If this does not occur, 

consideration of environmental issues in policy making through SEA will be impeded, if not 

impotent. (Nitz and Brown 2001 at 333) Section 4.12 below discusses the major central 

government agencies with a view to identifying their potential to help prevent the creation of 

new perverse subsidy policies. 

4.10 Policy Assessment Categories 

Bridgewater (1991 at 32-35) has proposed three assessment categories of policies, based on a 

review of federal policies identified. The categories are set out in Table 4.2. 
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Table 4.2 Proposed Assessment Categories for Policy 

CATEGORY I 

Policies having direct impacts affecting 

• utilization of natural resources (e.g. forestry, agriculture, water) 
• liquid / gaseous effluents 
• hazardous solid waste 

CATEGORY II 

Policies having indirect effects on 

• the biophysical environment (as above) 
• governments' abilities to manage natural resources 

CATEGORY III 

Policies or policy contexts'  which act as driving forces behind projects and therefore 
result in Project BIAs 

• need explicit statement of policy or policy context 
• policy must result in a proposed projector undergoing an EIA 
• identify biophysical impacts related to proposed project 

(adapted from Bridgewater 1991 at 33) 

Category I includes policies that may have direct effects on the biophysical environment 

through impacts including natural resource utilization and environmental effluent and solid 

wastes levels. Examples of such federal policies include land use policies, forestry and water 

policies, energy policies, agricultural policies, and National Parks policies. (Bridgewater 
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1991 at 33) SEA of category I policies would seek to identify the traditional impacts and 

sustainability-related impacts, as set out in section 4.3. 

Category II includes policies with effects not directly related to the biophysical environment, 

but that may affect the government's ability to manage these effects successfully. These 

environmental effects are caused indirectly through socio-economic primary impacts. As 

Bridgewater points out: 

Analyses of this kind will be much more difficult but are 
essential to the restructuring of our thinking about economic-
environmental linkages.... Government fiscal, monetary and 
taxation policies can affect biophysical resources through their 
strong influence on natural resource-using economic sectors.... 
Taxation policy can influence the viability, level and kind of 
investment in many industries and, thus, affect the expansion, 
contraction and intensity of the use of natural resources. 
(Bridgewater 1991 at 34) 

Category III includes policies leading directly to potential environmental impacts and 

assessments at the project level. For policies falling into this category, traditional project-

level EIA can identify environmental impacts that can be related to these policies to establish 

cause-and-effect linkages. (Bridgewater 1991 at 35) Like Category I policies, SEA of 

Category II policies would seek to identify the traditional impacts and sustainability-related 

impacts. 

As recognized by Bridgewater (1991 at 34), subsidy policies likely will fall into Category II 

most often. Because the environmental impacts of Category II policies are not direct, but 
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instead caused indirectly through primary socio-economic impacts, SEA of these policies 

will be more difficult than for Category I policies. However, they "are essential to the 

restructuring of our thinking about economic-environmental linkages." (Bridgewater 1991 at 

34) The importance of identifying perverse subsidies as Category II policies lies in the 

conclusion that SEA of subsidy policies must include a consideration of socio-economic 

impacts. A discussion of the linkages between primary socio-economic impacts of subsidies 

and the resulting environmental impacts is provided in Chapter 5. Although the context of the 

discussion in Chapter 5 is the reform of existing perverse subsidies, it is also relevant to the 

SEA of newly proposed subsidy policies. 

4.11 The 1999 Cabinet Directive 

In 1999, the federal Cabinet issued a Directive on the environmental assessment of policy, 

plan and program proposals. (Canadian Environmental Assessment Agency 2000) The 

Cabinet Directive requires, as a matter of policy, that federal departments assess the 

environmental effects of proposals for policies and programs requiring Cabinet approval. 

More specifically, the Cabinet Directive states that an SEA of a policy, plan or program 

proposal is expected by Cabinet Ministers when a proposal "is submitted to an individual 

Minister or Cabinet for approval and implementation of the proposal may result in important 

environmental effects, either positive or negative." (Canadian Environmental Assessment 

Agency 2000 at 1) The Directive also states, less proscriptively, that departments and 

agencies are "encouraged" to conduct an SEA if it will help meet sustainable development 
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goals or there are strong public concerns about environmental consequences. (Canadian 

Environmental Assessment Agency 2000 at 1) 

A 1990 Cabinet Directive requiring federal departments and agencies to consider 

environmental factors in government policy and program proposals preceded the 1999 

Directive. This 1990 directive was followed-up in 1993 and 1995 with procedural guidelines, 

published by the Canadian Environmental Assessment Agency. (Sheate et al. 2001 at 22) 

The Cabinet Directive was published with guidelines for its implementation. The guidelines 

set out seven guiding principles and a generic process for departments to follow in 

completing an SEA. 

The guiding principles are: 

1. Early Integration - SEA pursuant to the Cabinet Directive should result in a full 

integration of environmental principles into PPP development. As a result, SEA 

should begin early in the conceptual planning stages of a PPP proposal. 

2. Examine Alternatives - The intent of examining alternatives to a particular new PPP 

is to help identify how modifications -or changes to the PPP can reduce environmental 

risk. 
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3. Flexibility - The exact methodology to be used in conducting an SEA pursuant to the 

Cabinet Directive is at the discretion of the department or agency performing the 

SEA. 

4. Self-Assessment - Individual departments and agencies are responsible for applying 

SEA to their own proposed PPPs and reporting results. 

5. Appropriate Level of Analysis - The scope of analysis of potential environmental 

effects should be commensurate with the level of anticipated effects. 

6. Accountability - SEA should be viewed as part of an open and accountable decision-

making process within the federal Government. A key component of accountability is 

documentation and reporting mechanisms. 

7. Use of Existing Mechanisms - The analysis of environmental effects and reporting of 

results should use existing mechanisms within the department or agency performing 

the SEA. 

The generic process set out in the guidelines for implementing the Cabinet Directive "are 

based on current, proven, good practices within federal departments and agencies." 

(Canadian Environmental Assessment Agency 2000 at 6) The process has three components: 
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performing a preliminary scan; analyzing environmental effects; and determining the 

appropriate level of effort. 

• Performing a Preliminary Scan 

The guidelines to the Cabinet Directive suggest a preliminary scan to determine whether 

important environmental considerations are likely to arise from implementing a proposed 

PPP. A preliminary scan should focus on strategic considerations at a relatively 

general or conceptual level, rather than evaluating quantitative, detailed 

environmental impacts as in a project-level assessment. If the preliminary 

scan does not identify the potential for important environmental 

considerations to arise from implementing a proposed PPP, no further 

analysis of the environmental effects of the PPP is deemed necessary 

• Analyzing Environmental Effects 

This should occur on an iterative basis throughout the PPP development process, 

according to the guidelines. The Cabinet Directive defines environmental effect as 

any change that the policy, plan or program may cause in the 
environment, including any effect of any such change on health 
and socio-economic conditions, on physical and cultural 
heritage, on the current use of lands and resources for 
traditional purposes by Aboriginal persons, or on any structure, 
site or thing that is of historical, archaeological, paleontological 
or architectural significance; and effects of policies. It is also 
used as a generic term for the strategic environmental 
assessment of policies, plans and programs. (Canadian 
Environmental Assessment Agency 2000 at 6) 
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To properly analyze environmental effects, the strategic environmental assessment 

should: 

1. Address the scope and nature of potential effects. 

The analysis should build on the preliminary scan to describe the scope and nature of 

the environmental effects, including cumulative effects that could arise from 

implementing the proposal. 

2. The need for mitigation. 

Mitigation could include, for example, changes in the proposal, conditions that may 

need to be placed on projects or activities arising from the proposal, or compensation 

measures. 

3. Scope and nature of residual effects. 

The analysis should describe, in appropriate detail, the potential environmental effects 

that may remain after taking into account mitigation measures. 

4. Follow-up. 

The SEA should consider the need for follow-up measures to monitor environmental 

effects of the PPP. 
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5. Public and stakeholder concerns. 

The analysis should identify concerns about the environmental effects among those 

likely to be most affected, including members of the public. The guidelines suggest 

that this may not always be appropriate, but do indicate how departments and 

agencies should determine appropriateness in this regard. 

• Determining the Appropriate Level of Effort 

The guidelines to the Cabinet Directive suggest that the level of effort committed to an 

SEA should be commensurate with the level of environmental effects anticipated from 

implementation of the proposed policy, plan or program. The guidelines list six factors 

influencing the level of potential environmental effects to be considered when 

determining the appropriate level of effort: 

1. the frequency and duration of potential effects, 

2. the location and magnitude of potential effects, 

3. the timing of potential effects, 

4. the risk of potential effects, 

5. the irreversibility of potential effects, and 

6. the cumulative nature of potential effects 

The guidelines for the Cabinet Directive include reference, directly or indirectly, to all of 

guiding principles of an SEA process set out above, with two exceptions. The guidelines and 
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the Cabinet Directive refer only to the assessment of environmental factors, and do not 

suggest assessment of socio-economic factors as a necessary and appropriate component. Nor 

do the guidelines refer explicitly to a process of independent oversight, although the work of 

the Commissioner for the Environment and Sustainable Development, discussed below, 

accomplishes this to some extent, and the central agencies discussed below in this chapter 

have the potential to ensure a more coordinated and consistent approach. 

The Cabinet Directive provides a clear opportunity to act as a tool for perverse subsidy 

reform. Specifically, it provides a basis for establishing a SEA process for newly proposed 

subsidy policy. However, despite its promise, departments have been slow to implement the 

Directive and its predecessor. (Commissioner of the Environment and Sustainable 

Development 1998 at 26; Commissioner of the Environment and Sustainable Development 

1999 at 9-1) According to the Commissioner for the Environment and Sustainable 

Development, as of 1998 most federal departments had not developed guidelines in support 

of the 1990 predecessor to the current directive, and when SEA was carried out, it was "more 

often broad than comprehensive. In addition, officials preparing these environmental 

assessments do not necessarily consult other departments with environmental expertise or 

their own experts in project environmental assessment." (Commissioner of the Environment 

and Sustainable Development 1998 at 27) In 1999, the Commissioner of the Environment 

and Sustainable Development reiterated its findings, stating "[c]ompliance with the directive 

has been slow and uneven across departments." (Commissioner of the Environment and 

Sustainable Development 1999) 
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An examination of the content of the 1999 Directive reveals further limitations. First, the 

Directive is not coercive. Although it is named as a directive, it states only that Ministers 

expect SEA to occur in a limited set of circumstances. Hazell and Benevides (2000 at 66) 

have argued in favour of a legal requirement for federal authorities to conduct SEAs, rather 

than the current policy expectation of SEA. According to Hazell and Benevides, "the impact 

of a law on government officials may inspire more respect [than a non-legally binding 

policy], in part because of greater public accountability and transparency." (Hazell and 

Benevides 2000 at 65) Second, the Directive only applies to formal proposals. As outlined in 

the discussion of the functions of the Cabinet Committee system immediately below, 

proposals to Cabinet typically involve only individual "transactional" items rather than those 

items of "broad political and policy concerns and priority issues." (Schacter and Haid 1999 at 

9) 

4.12 Organizational Structure of the Federal Government 

While the organization of government can be viewed from many perspectives, the intent of 

this section is to examine the federal government decision-making process generally, and 

those agencies and depaitnients specifically involved in the development and strategic 

assessment of proposed subsidy policies. An examination of the processes and agencies of 

government involved in the evaluation of existing subsidies is provided in Chapter 5. 
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Traditionally, government bureaucracy has been viewed as a hierarchy with the Prime 

Minister and the Cabinet at the top, and a set of 'line' departments in parallel below. 

(Bridgewater 1991 at 95) These line departments are each responsible for a specific area of 

jurisdiction, such as the Ministries of Transportation, Natural Resources or Industry. From 

the line depaitiiients, a fairly straightforward path to Cabinet traditionally existed to gain 

approval for policies. In this traditional model, any horizontal coordination was achieved 

through an informal, personal network. (Bridgewater 1991 at 95) 

Since 1940, there has been a steady increase in the number and prominence of central 

agencies - those departments whose mandates extend horizontally across the government to 

coordinate particular issues. (Osbaldeston 1992 at 10) As a result, the organizational structure 

of government can be viewed as a matrix involving the vertical jurisdiction of line 

departments and the horizontal jurisdiction of a set of central agencies. The major. central 

agencies discussed in this chapter are: the Privy Council Office (PCO), the Prime Minister's 

Office (PMO), and the Ministry of Finance. The federal Cabinet and its committees, which 

also perform a horizontal role, are also discussed. The power of these central agencies in the 

policy development process comes not from having large operating budgets or jurisdictions, 

but with the formal authority and high number of strategic opportunities to intervene in 

almost any policy issue they have. (Do em and Phidd 1992 at 207) Examining the structure 

and role of these central agencies brings an understanding of the institutional barriers and 

opportunities for implementing a process of subsidy reform through SEA, or otherwise. 
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4.12.1 Privy Council Office 

The Privy Council Office organizes and coordinates support for the Prime Minister and the 

Cabinet. It acts as the Prime Minister's ministerial depai tiiient, providing public service 

support to the Prime Minister. Given the Prime Minister's leadership of the Cabinet, the PCO 

also acts as the secretariat of the Cabinet. It provides "non-partisan advice and support to the 

government, and leadership, coordination and support to the departments and agencies of the 

government." (Privy Council Office (Canada) 1999) These functions serve to ensure that the 

PCO operates in a 'horizontal' role and is involved in a variety of issues throughout the 

government. 

The PCO's mandate as Cabinet secretariat requires it to provide practical support to the 

Cabinet: arranging meetings, circulating agendas, distributing documents, providing advice 

to the chairperson of each committee on agenda items, and recording Cabinet minutes and 

decisions. (Privy Council Office (Canada) 2002) This gives the PCO significant power 

within the federal government decision-making process. 

PCO staff must seek to maintain an overview of government 
policies and programs and, in particular, a continuing sense of 
the 'cutting edge' of issues and problems which are likely to 
require collective decision by ministers within the foreseeable 
future. The elaborate and complex system of decision-making 
which they manage on behalf of the Prime Minister gives them 
considerable responsibility and influence. (French et al. at 6) 
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This responsibility and influence may be considerable, but it is also subtle, exercised largely 

by deciding the priority of information going to Cabinet and by imposing its own perception 

of developments in the policy sector. (French et al. 1984 at 6) 

Structurally, the PCO is fluid. Assistant and deputy secretariats are created or disbanded as 

necessary in response to changing Cabinet decision-making structures of new demands on 

the Cabinet and Prime Minister. (Privy Council Office (Canada) 1999) 

The Clerk of the Privy Council, who also acts as Secretary to the Cabinet, heads the PCO. As 

of September 23, 2002, several deputy and assistant secretaries support the Clerk. (Privy 

Council Office (Canada) 1999) The Deputy Secretary to the Cabinet (Operations) reports 

directly to the Clerk, and has responsibility for three assistant secretariats: 

• Regulatory Affairs and Orders in Council; 

• Economic & Regional Development Policy; and 

• Social Development Policy. 

No secretariat exists specifically responsible for the third sector recognized by the sustainable 

development paradigm - environmental policy. However, the Assistant Secretary to the 

Cabinet for Economic and Regional Development Policy is officially responsible for 

numerous policy areas, including: environment, natural resources, agriculture, fisheries and 

oceans, privatization, regulatory affairs, science and technology, industrial and regional 

development, transport, communications, trade, investment and competition policy. (Privy 
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Council Office (Canada) 1999) This wide range of responsibilities provides some 

opportunity for the secretariat to play a role in the strategic environmental analysis of fiscal 

and economic policies while staying within its formal area of jurisdiction. However, the 

range also risks diluting the secretariat's attention and diligence to such a task. 

4.12.2 Prime Minister's Office 

The Prime Minister's Office (PMO), whose staff is appointed directly by the Prime Minister, 

provides political advice directly to the Prime Minister. (Bridgewater 1991 at 106) Ideally, "a 

close working relationship between the PMO and the PCO is essential to ensure that 

consistent, timely advice is provided on the subjects of greatest importance to the Prime 

Minister." (Privy Council Office (Canada) 1999) Together, the PMO and PCO advise the 

Prime Minister regarding different policy perspectives of daily concern to the Prime 

Minister, and alert him to possible issues requiring attention in order to effectively manage 

the Cabinet, caucus and party. (Privy Council Office (Canada) 1999) As a result of this 

responsibility, members of the PCO and PMO participate in all-important planning sessions 

and central-decision making processes. (Bridgewater 1991 at 106) 

Although the PMO is involved consistently and meaningfully at senior levels of decision-

making and policy-making, its inherently political nature suggests it may not be an effective 

participant in an institutionalized strategic environmental assessment regime. 
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4.12.3 Cabinet 

The Cabinet is comprised of the Prime Minister and those individuals chosen by the Prime 

Minister to head the ministries of the government. It is the crucial decision-making forum of 

the executive branch of the executive branch of government and the main point at which 

priorities and actual resource allocations occur. (French et al. 1984 at 3) In theory, different 

portfolio policy agendas are weighed and balanced amongst each other in Cabinet meetings, 

and the perspectives of different ministries are applied to major policy issues beyond the 

formal jurisdictional boundaries of separate ministries. (Bridgewater 1991 at 100) However, 

it is a misconception to assume that policy formulation at the Cabinet level flows in an 

orderly, linear fashion based on the rational policy development model. Cabinet is above all a 

closed political forum. (Bridgewater 1991 at 100) In Cabinet "the interplay of the political, 

portfolio and personal interests of ministers takes place." (Bridgewater 1991 at 100) It is the 

main point at which policy & political priorities and actual resource allocations occur. 

(French et al. 1984 at 3) 

4.12.4 Cabinet Committees 

Within the Cabinet, decision-making power invariably becomes further concentrated in an 

inner group of senior ministers, whose influence exceeds the official bounds of their 

ministries. This concentration of power has been formalized by the creation of a committee 

system within Cabinet. (White, Nelson, and Wagenberg 1998 at 182) 
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Cabinet Committees handle so-called "transactional items," while discussion in full Cabinet 

is reserved for "strategic" matters and questions of broad political importance. (Schacter and 

Haid 1999 at 9) Although these terms are not easily defined precisely, their significance in 

operational terms is sufficiently well embedded in the corporate culture of the government 

system that those working within the system seem to understand them well enough to broadly 

agree on which items are transactional or strategic. Transactional items are narrow and well 

defined enough to be regarded as areas where an individual minister may take the initiative 

and where debate is not required outside the appropriate cabinet committee. They normally 

involve proposals requiring an immediate decision (approve vs. not approve) and are aimed 

at implementing some aspect of the government's broader agenda. Proposals for decision by 

a committee are presented in a Memorandum to Cabinet, a concise standardized document. 

When a committee approves a Memorandum to Cabinet, its recommendation is passed to full 

cabinet in the form of a Committee Report, which is attached as an annex item to the agenda 

of a meeting of full Cabinet. Cabinet normally accepts the committee's recommendation 

without discussion. (Schacter and Haid 1999 at 9) 

In the latter half of the 1960s, the Trudeau government formalized the system of committees 

within the federal Cabinet. This was the result of sporadic experience over the previous 

several decades, of ad hoc Cabinet committees formed from time to time as needs warranted. 

(French et al. 1984) The Trudeau government formalized the committee system in an attempt 

to achieve several improvements: 
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• To use the limited time which ministers have to devote to joint decision-making as 

efficiently as possible; 

• To reduce the lack of co-ordination resulting from otherwise highly autonomous 

individual ministers; 

• To reinforce the decision-making prerogatives of ministers rather than senior officials 

of the bureaucracy; and 

• To prevent ministers from unnecessarily operating at cross-purposes with one 

another. (French et al. 1984 at 4) 

The most influential of the initial Cabinet committees created by Trudeau was the Priorities 

and Planning Committee. The previously informal 'inner group' of senior ministers made up 

its membership. (White, Nelson, and Wagenberg 1998 at 182) Its general role was "to set the 

overall tone and direction of government policy, by choosing priorities, initiating major 

policy reviews, assigning certain responsibilities to other cabinet committees and considering 

the most pressing and politically important issues." (French et al. 1984 at 4) Altogether, 

Trudeau created nine Cabinet committees, including five committees that attempted to divide 

the major substantive policy spheres of concern to the government. These five committees 

were: 

• Culture and Native Affairs; 

• External Policy and Defence; 

• Economic Policy; 
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• Social Policy; and 

• Government Operations. (French et al. 1984 at 4-5) 

Environmental policy issues were not explicitly addressed within these Cabinet committees. 

Ministries of State for Economic and Regional Development and Social Development 

Between 1979 and 1984, an 'envelope' system was adopted wherein "various packages 

(envelopes) of spending were assigned to particular Cabinet standing committees." (Doern 

and Phidd 1992 at 183) For example, the Priorities and Planning Cabinet Committee included 

the Financial Arrangements envelope, the Public Debt envelope and the Environmental 

envelope. (Bridgewater 1991 at 102) The envelope system was introduced in an attempt to 

integrate policy and expenditure decision-making to ensure that policy decisions were made 

with proper consideration by Ministers of the cost implications involved. (Savoie 1990 at 68) 

To help achieve this, the government assigned specific policy sectors to a set of cabinet 

committees, with each committee to be supported by a Ministry of State. In particular, the 

Cabinet Committee for Economic and Regional Development was supported by the Ministry 

of State for Economic and Regional Development, and the Cabinet Committee for Social 

Development was supported by the Ministry of State for Social Development. The intent of 

the Ministries of State for Economic and Regional Development and Social Development 

was to coordinate policy and program proposals and provide policy analysis. (Osbaldeston 

1992 at 13) In this manner, they carried out central co-ordinating roles with wide ranging 
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responsibilities to manage the consequences associated with distributing funds amongst 

competing policies. (Osbaldeston 1992 at 107) Under the envelope system, the Treasury 

Board was responsible for advising the full Cabinet of resource allocation options and 

monitoring the expenditure implications of Cabinet decisions. (Savoie 1990 at 69) 

Bearing in mind that perverse subsidy reform can be characterized as a form of policy 

coherence, the envelope system can be seen as "less than ideal but. . . a step in the right 

direction." (Bridgewater 1991 at 102) However, the envelope system was abandoned as 

unworkably complex and unwieldy by the Mulroney government. (Schacter and Haid 1999 at 

8) Ministers felt that the system gave the Ministries of State "far too much control over 

policy processes and outcomes and, in doing so, had usurped the minister's role in 

determining government policy," resulting in the opposite of the intended outcome. (Savoie 

1990 at 69) In particular, Ministers criticized the unwieldy breadth of policy issues for which 

the Ministry of State for Economic and Regional Development came to be responsible near 

the end of its existence. (Osbaldeston 1992 at 108) Because the Ministries of State reported 

directly to Cabinet through committees, rather than reporting to one responsible Minister, 

they had both the independence and expertise to critique policy proposals put forward by line 

departments, and were able to make sure that "the facts were on the [Cabinet] table, even 

though a minister might not want to get those facts on the table." (Osbaldeston 1992 at 107) 

During the Mulroney government years, the Cabinet committee system was maintained and 

the number of committees was expanded to 14. With the abandonment of the envelope 
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system, decision-making was effectively shifted from policy committees of Cabinet to the 

Priorities and Planning Committee, the Operations Committee, and a new Expenditure 

Review Committee. (Savoie 1990 at 71) As the size of the Cabinet grew during the years of 

the Mulroney government, the size of the Priorities and Planning Committee grew also. In 

response, the Prime Minister established an Operations sub-committee of the Priorities and 

Planning Committee. The Operations Committee functioned as the inner-inner circle, in 

which important decisions regarding trade-offs and resource allocation were made. (Schacter 

and Haid 1999 at 8) In 1989, the Minister of the Environment was given a seat on the 

Priorities and Planning Committee and the all-important Operations Committee. Mulroney 

also established an Expenditure Review Committee. This committee, chaired by the Prime 

Minister, was set up to ensure that government expenditures were directed to its highest 

priorities and that expenditure controls contributed to deficit reduction. (Savoie 1990 at 71) 

A new Cabinet Committee on the Environment (CCE) was created, with the Minister of the 

Environment sitting as the committee chair. The CCE was given a general but powerful 

mandate: "to manage the government's environmental agenda and ensure that all its 

activities, and priorities, programs and other initiatives which it might be called upon to 

support were fully compatible with its nvironmental objectives." (Brown 1992 at 37) 

These developments were significant indicators of the increasing importance placed on the 

integration of environmental concerns with the development of government policy generally. 

More importantly, they provided the Environment ministry with the position, influence and 
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mandate within the centre of government to establish a process for such integration. It is 

worth noting that while the CCE included ministers of many of the expected 'resource' line 

agencies, such as Energy, Mines & Resources, Fisheries & Oceans and Transport, the 

committee did not have the membership of the Minister of Finance, the President of the 

Treasury Board or the Prime Minister. Without any of these depaitnients of government 

represented, meaningful integration of environmental and fiscal considerations, such as the 

strategic environmental analysis of tax expenditures, would have been a challenge. 

Nonetheless, the Mulroney government post-1989 represented the high-water mark of formal 

recognition of environmental issues within the Cabinet. (Doern and Conway 1994 at 187) 

With the Chrétien government, any gains that may have been made by the environmental 

agenda within the Cabinet committee system were erased. Prime Minister Chrétien, adopting 

the reforms introduced by the brief-lived Campbell government, dismantled many of the 

more complex Cabinet structures created by the Mulroney government. The size of the 

Cabinet was reduced from 40 to 23 ministers and the number of Cabinet committees was 

reduced to four. Priority issues, matters of broad policy and political concerns are reserved 

for full Cabinet discussion. (Schacter and Haid 1999 at 8-9) 

As of November 2002 the Chrétien Cabinet had five formal committees (Prime Minister's 

Office (Canada) 2002): 

. The Cabinet Committee for Economic Union 
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o This committee looks at issues with significant economic impacts. For 

example, it deals with industrial and finance issues, natural resources and 

agriculture, and research, development and innovation. 

• The Cabinet Committee for Social Union 

o This committee reviews proposals from departments and Ministers on 

initiatives to support the development of Canadian society. For example, it 

deals with health, children, learning, safe communities and Aboriginal issues. 

• The Treasury Board 

o This committee focuses on overall government management. That includes 

attention to proper and effective use of public funds, ensuring that the 

Government of Canada manages its employees well, and bringing the highest 

quality service to Canadians. 

• The Special Committee of Council 

o Most Canadian laws are supported by regulations that spell out how the laws 

will work in detail. This committee is primarily responsible for reviewing and 

approving new and amended regulations. 

• The Cabinet Committee on Government Communications 

o This committee looks at government-wide communications issues, and works 

to ensure consistency in how all parts of the government reach out to better 

inform and listen to Canadians. 
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The committee for economic union and committee for social union are considered the two 

'policy' committees. Although the mandates of these two committees are somewhat 

arbitrary, policy issues are assigned to one or the other committees based on whether the 

PCO views an issue as more of an economic or social issue. Occasionally, an issue may be 

considered to be of sufficiently broad interest by the PCO that it is assigned to the two 

committees together in joint session. (Schacter and Haid 1999 at 12) The Minister of the 

Environment was a member in each of these committees as of October 2002. Both the 

Minister of Finance and the President of Treasury Board were ex officio members of the 

committees. (Canada 2002a) 

It is difficult to discern a pattern of progression in the development of the Cabinet committee 

system towards a more structured and systemic approach to the consideration of 

environmental issues. Some progress may be observed in the transition from the creation of 

the committee system by the Trudeau administration, through the creation of the 'envelope' 

system to help track the (economic) costs of policies, to the creation of an environment 

committee and the inclusion of the Minister of the Environment on the operations committee 

by the Mulroney administration. This evolution demonstrates the increasingly integrated 

manner in which the executive branch of the federal government considers and develops 

policy. In the Mulroney administration in particular, environmental considerations were 

incorporated into the policy development process. However, the changes made by the 

Chrétien administration demonstrate the difficulty in relying upon structures of an arbitrary 

political nature, such as cabinet committees, as a basis for integrated strategic policy 
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assessment, environmental or otherwise. Cabinet committees may be established, modified or 

disbanded as is deemed appropriate by the Prime Minister, without any requirement of 

expectation of public input into such changes. Although this flexibility likely has some 

advantages, it creates a long-term structural instability that makes reliance on the cabinet 

committee system as a location for the strategic environmental assessment of government 

subsidy policy problematic. 

4.12.5 Department ofFinance 

This discussion of the structure of the Department of Finance is primarily drawn from a 

departmental document entitled "Structure and Role: December 1999." (Department of 

Finance 1999) 

The department reports to the Minister of Finance through a senior executive made up of a 

deputy minister and two associate deputy ministers. Below the senior executive, nine 

branches responsible for the various departmental functions, as of December 1999. These 

nine branches were comprised as follows: 

1. Economic and fiscal policy, 

2. Economic development and corporate finance, 

3. Federal-provincial relations and social policy, 

4. Financial sector policy, 

5. International trade and finance, 
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6. Tax policy, 

7. Law, 

8. Corporate services, and 

9. Consultations and communications. 
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An assistant deputy minister heads each of these branches. Within each branch are several 

divisions headed by directors. Four of these branches require closer examination. 

1. Economic and Fiscal Policy Branch 

This branch of the department is responsible for analysing the economic and fiscal 

situation of the country and advising the Minister on the government's monetary 

policy and fiscal framework, including revenues, expenditures and debt requirements. 

The branch also prepares the department's regular fiscal and economic reports, and 

continuously tracks fiscal developments at all levels of government. 

The branch has three divisions. First, the Economic Analysis and Forecasting 

Division tracks, evaluates and forecasts Canada's economic performance. Second, the 

Fiscal Policy Division is the main player in the federal budgetary process. It analyses 

the financial requirements of the government, provides advice on the government's 

fiscal framework and co-ordinates the department's advice to the Minister on overall 

spending priorities. Third, the Economic Studies and Policy Analysis Division, the 

largest policy research group in the department, conducts research on major economic 

and fiscal issues. This Division participated in the Level Playing Field study of 

relative tax treatment in the energy industry, discussed in Chapter 3. (Mcllveen and 

Webster 1994) 
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2. Economic Development and Corporate Finance Branch 

The Economic Development and Corporate Finance Branch of the depaitiiient advises 

the Minister of Finance on policies and issues related to key sectors of the economy 

and regions of the country. It is divided into two divisions: the economic development 

division and the corporate finance division. Within the economic development 

division, the Environment, Energy and Resources section provides advice regarding 

the government's approach to the environment and the economy, as well as energy 

and resource policy. Significantly, the branch also coordinates issues to be put before 

the Cabinet Committee on the Economic Union. 

The joint responsibilities of this departmental branch - responsibility for ministerial 

advice regarding the environment and the economy and responsibility for cabinet 

committee coordination - make this branch of government an important candidate for 

involvement in any integrated system for strategic environmental assessment of 

subsidies, although the indirect nature of the environmental impacts of subsidies may 

be overlooked if the branch focuses on more explicit environmental policy issues. 

3. Tax Policy Branch 

The Tax Policy Branch is responsible for developing and evaluating federal taxation 

policies and legislation. Five divisions exist with the Branch: 

• the Personal Income Tax division. 

• the Sales Tax Division. 
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• the Business Income Tax Division. 

o This division is also responsible for analysing the cost-effectiveness of tax 

incentives in promoting government objectives, including in the area of 

environmental policy. 

• the Intergovernmental Tax Policy Division. 

• the Tax Legislation Division. 

o This division is responsible for drafting tax legislation and advising on the 

commercial, legal and policy implications of "proposed measures regarding 

all aspects of federal income tax." 

As well as the five divisions of the Tax Policy branch, an Evaluation and Research 

Group is established to evaluate existing tax measures. The Group attempts to 

determine whether existing tax measures maintain relevance, efficiency and 

effectiveness. To fulfill its mandate, the Evaluation and Research Group of the Tax 

Policy Division may undertake its evaluations in cooperation with one or more of the 

five policy divisions of the branch. 

4. Consultations and Communications Branch 

The Consultations and Communications Branch of the department develops 

communication and consultation strategies and plans in support of policy 

development initiatives, including the federal budget. 
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4.12.6 Formal Policy Making Process 

Individual line ministries develop policy pertaining to their mandates. The development of a 

policy may be motivated by an agenda or election promise of the governing political party, a 

politically-motivated request by the Minister of a line department, or by the perceived need 

for a policy from within the ministry. (Dwivedi et al. 2001 at 47) As set out above, these 

policies are developed with influence and feedback from the central agencies of government. 

The executive branch of government also influences policy development through electoral 

campaign promises, party platform and national strategies. (Bridgewater 1991 at 106) 

Although a policy is fairly well defined by the time it reaches the final, cabinet-level decision 

making point, several iterations of assessment and analysis of the policy occur prior to this 

stage. As described by Doern and Phidd: 

Evaluation and analysis, in one sense, occur in an episodic way 
through the development of an individual policy as ideas meld 
or conflict, resources are allocated, structures of power and the 
dynamics of uncertainty evolve and the degree of causality and 
evidence are discovered, synthesized and wholly or partially 
rejected. (Doern and Phidd 1988 at 529) 

Besides the assessment and evaluation by line departments, central agencies and the 

executive branch of government, proposed policies also often are reviewed by other 

organizations within the Canadian policy community, including policy institutes, the media, 

interest groups and the academic community. (Doern and Phidd 1992 at 64) Proposed 

policies are also subject to the scrutiny of the House of Common's Standing Committee on 

the Environment. Table 4.3 (adapted from Bridgewater) sets out the major existing Canadian 

policy assessment forums, both governmental and non-governmental. 
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Table 4.3 Major Canadian Policy Assessment Institutions 

Cabinet 

• Full Cabinet 
• Individual Ministers 
• Cabinet Committees 

Line Departments and Agencies 

• Senior Bureaucrats 
• Policy evaluation and strategic planning branches 
• Strategic environmental assessment teams 

Central Agencies 

• Prime Minister's Office 
• Privy Council Office 
• Department of Finance 
• Treasury Board 

Parliament 

• Question Period 
• House of Commons Standing Committee on the Environment 
• Commissioner of the Environment and Sustainable Development (Office of the Auditor General) 

Political Party Forums 

• Party Caucus 
• Political party research 

Policy Institutes 

• C.D. Howe Research Institute 
• Canada West Foundation 
• Canadian Tax Foundation 
• Conference Board of Canada 
• Fraser Institute 
• International Institute for Sustainable Development 

Round Tables and Expert Consultative Bodies 

• National Round Table on the Environment and the Economy (NRTEE) 
• Royal Commissions 
• White Paper and Green Paper consultative processes 

Academics and Universities 

Media 

(adapted and updated from Bridgewater 1991 at 109-110) 
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Once policy proposals have been developed at the line department level, and have been 

approved at the preliminary level by senior officials within the originating line department, 

the policy proposals are submitted to the Cabinet or Cabinet committees by way of the Privy 

Council Office. (Bridgewater 1991 at 110) One of the formal ways in which the policy 

process in the federal government conforms, at least ostensibly, is in the requirements of 

ministers and departmental officials for the submission of proposals to Cabinet. (Doern and 

Phidd 1992 at 84) 

Policy proposals to Cabinet take the physical form of Memoranda to Cabinet. (Privy Council 

Office (Canada) 2000 at A-i) Memoranda to Cabinet are the formal, written vehicles for the 

presentation of information to the Prime Minister and Cabinet and, as the tool an individual 

Minister uses to obtain the support of Cabinet colleagues for a proposed course of action, 

"they play a pivotal role in the Cabinet decision-making process." (Privy Council Office 

(Canada) 2002 at 36) They are expected to contain a section on the environmental 

implications associated with the policy proposal "if applicable." (Privy Council Office 

(Canada) 2000 at A-i) Memoranda to Cabinet are secret to encourage frank discussion 

among Cabinet members without incurring the political risk of being seen to disagree 

amongst each other publicly. (Doern and Phidd 1992 at 85) As formal written documents, 

they do not provide any evidence as to the "perhaps even more crucial" verbal elements of 

the policy making process. (Doern and Phidd 1992 at 84) The Privy Council Office normally 

circulates Memoranda to all Ministers before the issue is discussed at the appropriate Cabinet 

committee. (Privy Council Office (Canada) 2002 at 36) As well, Ministers may take the 
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opportunity to update their colleagues on the progress of certain key initiatives being 

developed or implemented in their departments. 

The Cabinet committee's report is subject to confirmation by the Cabinet. Records of final 

decisions are circulated to all Ministers and their deputy ministers for action under Ministers' 

individual authority. Policy announcements are made after a Cabinet decision and after the 

Treasury Board's approval of any resources required to implement the decision. (Privy 

Council Office (Canada) 2002 at 36) 

4.13 Summary 

An effective system for SEA can play an important role in the prevention of the creation of 

new perverse subsidies, as the 1994 federal Task Force recognized in its framework for 

analyzing public policy barriers to sound environmental practices. 

This chapter has identified that the current system for SEA at the federal level, as set out in 

the 1999 Cabinet Directive, formally includes, directly or indirectly, all but two of Sadler's 

guiding principles for an SEA process. The Directive does not provide guidance or clear 

expectations regarding the assessment of direct socio-economic impacts leading to indirect 

environmental impacts of a proposed PPP. Nor does the Directive contemplate any system of 

independent checks and verification or oversight of government-wide performance. Aside 

from these two areas of shortcoming in the formal system for SEA, the actual 

implementation of SEA at the departmental level has been slow and inconsistent, according 

108 



to the Commissioner for the Environment and Sustainable Development and some 

independent observers. (e.g. Hazell and Benevides 2000) 

The lack of guidance or clear expectations regarding the assessment of socio-economic 

impacts integrated into SEA is particularly problematic in the context of the SEA of subsidy 

policies. Subsidies can be classified as Category II policies within Bridgewater's proposed 

categorization. As Category II policies, their environmental impacts are caused indirectly 

through socio-economic primary impacts. 

Central agencies of the federal government that have some authority to provide government-

wide oversight of policy coordination could apply this authority to the SEA of subsidy policy 

to prevent the creation of perverse subsidies. The Privy Council Office is ideally placed to 

play a role in government-wide policy coordination. Although none of the secretariats within 

the PCO is responsible solely for environmental policy, the Assistant Secretary to the Cabinet 

for Economic and Regional Development Policy is officially responsible for environment, 

natural resources, agriculture, fisheries and oceans, privatization, regulatory affairs, science 

and technology, industrial and regional development, transport, communications, trade, 

investment and competition policy. This wide range of responsibilities provides some 

opportunity for the secretariat to play a role in the strategic environmental analysis of fiscal 

and economic policies while staying within its formal area of jurisdiction. However, the 

range also risks diluting the secretariat's attention and diligence to such tasks. 
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Within the Department of Finance, the Economic Development and Corporate Finance 

Branch advises the Minister of Finance on policies and issues related to key sectors of the 

economy and regions of the country. The branch's Environment, Energy and Resources 

section provides advice regarding the government's approach to the environment and the 

economy, as well as energy and resource policy. Significantly, the branch also coordinates 

issues to be put before the Cabinet Committee on the Economic Union. The joint 

responsibilities of this departmental branch - responsibility for ministerial advice regarding 

the environment and the economy and responsibility for cabinet committee coordination - 

make this branch of government a potentially location for playing a government-wide policy 

coordination role. 

The federal Cabinet could potentially play the most powerful role in ensuring that 

government-wide policy is consistent, and in demanding more consistent application of SEA 

principles. As the body from which the 1999 Cabinet Directive was issued, the Cabinet could 

also amend the Directive to address its shortcomings. However, the changes made by the 

Chrétien administration to the Cabinet committee system demonstrate the difficulty in 

relying upon structures of an arbitrary political nature, such as the Cabinet and its 

committees, as a basis for integrated strategic policy assessment, environmental or otherwise. 

Cabinet committees may be established, modified or disbanded as is deemed appropriate by 

the Prime Minister, without any requirement of expectation of public input into such 

changes. Although this flexibility likely has some advantages, it creates a long-term 
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structural instability that makes reliance on the cabinet or its committee system as a location 

for the coordination of strategic environmental assessment of subsidy policies problematic. 

The Ministry of State for Economic and Regional Development, established between 1979 

and 1984, played a powerful central coordinating role in analysing spending policy proposals 

and reported directly to Cabinet through committee, rather than to a specific Minister. 
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CHAPTER 5. EVALUATING EXISTING SUBSIDY POLICIES 

This chapter addresses the evaluation of existing subsidy policies to determine whether they 

are perverse and, as such, are good candidates for reform. The chapter first briefly reviews 

the six steps set out in the 1994 federal Task Force's Framework for Analyzing Public Policy 

Barriers to Sound Environmental Practices (Task Force on Economic Instruments and 

Disincentives to Sound Environmental Practices 1994), and the federal government's 

existing formal principles of sound environmental practice. The chapter then discusses 

particular concerns with effectively carrying out the framework's six steps in the context of 

perverse subsidies. In particular, the difficulties of the coordination and coherence of policies 

across sectors, departments and primary issues is considered; the different perspectives from 

which subsidy policies might be evaluated are listed; and the linkages between subsidy 

policies, their primary socio-economic impacts and the resulting secondary environmental 

impacts are set out. Lastly, the chapter discusses existing federal government agencies and 

processes with potential to contribute to the evaluation of existing subsidy policy to identify 

perverse subsidies. 

5.1 The Six Steps to Identifying & Prioritizing Perverse Subsidies for Reform 

The 1994 federal Task Force's Framework for Analyzing Public Policy Barriers to Sound 

Environmental Practices (Task Force on Economic Instruments and Disincentives to Sound 

Environmental Practices 1994) sets out 6 steps to identify existing policies acting as barriers 
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and to determine which to reform. These steps, set out more fully in Chapter 3 at sections 

3.7.1 and 3.7.2, are: 

1. Defining sound environmental practice 

2. Reviewing sectoral policy packages 

3. Reviewing potential cross-cutting measures 

4. Evaluating the discrete policies and measures identified as barriers in steps 2 & 3. 

5. Identifying options to reduce or eliminate the barrier. 

6. Deciding which barriers to eliminate or reduce, taking account of all factors. 

Issues to consider at each step are set out below. 

1. Defining sound environmental practice. 

This should be done by identifying general environmental objectives, guiding principles 

for sound environmental decision-making and practices, environmental priorities and 

sectoral environmental objectives. 

2. Reviewing sectoral policy packages. 

According to the Task Force, this analysis should be done at the departmental level, 

although the problematic nature of this approach, in terms of objectivity and motivation, 

are discussed later in the chapter. The analysis should first examine overall groups of 

policies directed at a sector, and second examine discrete policies and measures. Through 

this approach, any systemic problems that underlie all policies governing a sector should 
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be identified, so that they can be addressed prior to considering discrete policies and 

measures. For example, it may be difficult to determine whether a form of subsidy to one 

energy source represents a barrier to sound environmental practices (and thus should be 

considered a perverse subsidy) without understanding the full array of incentives, 

subsidies or otherwise, available to other energy sources). Barg (1996 at 34) has outlined 

3 approaches to evaluating policy packages. These approaches are set out below at 

section 5.3. 

3. Reviewing potential cross-cutting measures. 

Concurrently with the evaluation of sectoral policies in step 2, a review of potential 

cross-cutting barriers should be undertaken. These barriers could include: the overall 

system of federal taxation; inadequate support for inter-disciplinary research and 

education; and institutional barriers such as jurisdictional fragmentation between and 

within government departments that undermines policy coordination and coherence, 

traditional approaches for supporting and evaluating research. While the Task Force 

specified that the review activities in step 2 would ideally be undertaken at the 

departmental level, no guidance was provided as to the appropriate point of government 

to undertake the review of potential cross-cutting barriers. Section 5.6.1, below, considers 

the Treasury Board's central agency function of program and policy evaluation, and the 

Commissioner for the Environment and Sustainable Development's arms length approach 

to policy evaluation. 
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4. Evaluating the discrete policies and measures identified as barriers in steps 2 & 3. 

To evaluate policies identified as barriers to sound environmental practices, barriers 

should first be categorized by function, as different categories of barrier operate 

differently and have different institutional implications. The government authorities that 

identified potential policy barriers in steps 2 & 3 should continue with the evaluation 

work at this step. Perverse subsidies are policy barriers that should be identified in steps 2 

& 3, and evaluated at this step. To this end, an examination of the linkages between 

subsidy policies and environmental impacts is set out in section 5.4. 

5. Identifying options to reduce or eliminate the barrier. 

The options available once a subsidy policy has been identified and evaluated as a barrier 

include: 

• eliminating the subsidy because the policy goal is no longer valid; 

• removing the subsidy policy and replacing it with an alternative policy to achieve 

the same policy goal; 

• maintaining the subsidy while intrdducing counter-balancing measures; and 

• maintaining the subsidy after determining that, although it acts as a barrier to 

sound environmental practices, it is justified because of other benefits it provides. 

Such a subsidy, while acting as a barrier, would not be viewed as a perverse 

subsidy within the definition set out in Chapter 3. 
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6. Deciding which barriers to eliminate or reduce, taking account of all factors. 

To decide which barriers to eliminate or reduce, it is necessary to consider the net effect 

of moving from the existing policy to an identified alternative policy or measure. In the 

case of subsidies identified as perverse, the, environmental, economic and fiscal benefits 

of reform are readily established. Social impacts and administrative feasibility must also 

be addressed, however. Chapter 6 considers the particular challenges of these factors in 

the context of perverse subsidy policy, and sets out strategies to address them. 

5.2 Existing Federal Principles of Sound Environmental Practice 

As set out in Chapter 3, the elements of sound environmental practice upon which to base 

perverse subsidy reform are present in the officially defined federal version of sound 

environmental practices. The federal government has formally committed to protecting 

ecosystem health, sustaining natural resources and meeting the various obligations of 

international multilateral environmental agreements to which Canada is party, including the 

Framework Convention on Climate Change (UNFCCC) and the agreements under the World 

Trade Organization (WTO). The federal government has also committed formally, through 

its acceptance of Agenda 21 (United Nations 1992), to the use of appropriate principles for 

sound environmental decision-making and practices. The federal line departments 

responsible for the economic sectors identified as most suspect in the perverse subsidy 

literature have each set out sustainable development goals that correspond with the 

achievement of perverse subsidy reform, although none of the departments lists subsidy 

reform as a specific objective. Given these formally established goals and objectives, 
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attempts to reform perverse subsidies are clearly valid, at both departmental and government-

wide levels. 

5.3 Approaches to Analysis 

According to Barg (1994), there are three possible approaches to the analysis of potentially 

perverse subsidies: the policy-oriented approach; the environmental problem approach; and 

the livelihoods approach. Barg also suggests a fourth approach as the most desirable: a 

hybrid approach discussed at section 5.3.4. Each approach starts with a similar initial view of 

the 'problem' (i.e. that a subsidy warrants attention), although the analytical approach taken 

subsequently will differ among them. Ultimately, however, the result of the analysis should 

result in the same conclusions. (Barg 1996 at 33) Barg's approaches are set out below. 

5.3.1 Policy-oriented approach. 

This approach contemplates some manner, of a policy impact analysis process, which 

examines a particular subsidy and its impacts. The approach begins with the identification of 

a policy, and then looks towards environmental impacts or effects. Ideally, the financial 

impacts of the policy would be examined concurrently. The impact analysis would focus on 

the particular industry or group that the subsidy policy is directed towards, and on other 

groups that suffer as a result of the subsidy. Through the analysis, a conclusion is reached as 

to the environmental effects and overall perversity of the subsidy. This approach is likely to 

result in a detailed understanding of the workings and impacts of the particular subsidy 
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analysed. As a result, it is a useful approach to determining whether the subsidy policy is 

effectively meeting its stated goals, and with what impacts and costs. This approach tends 

towards the use of Barg's fiscal definition of subsidy, set out in Chapter 3. In other words, a 

process of subsidy evaluation that begins by identifying existing subsidy policies and then 

looks to their impacts will tend to identify and evaluate subsidies that fit within the definition 

of subsidy provided in this project, which focuses on transfers from government to groups or 

individuals. 

5.3.2 Environmental problem approach. 

This approach requires the analysis of a specific, environmental problem, with a focus on how 

subsidies exacerbate the problem. As a result, the environmental problem approach begins 

with the identification and analysis of environmental impacts or concerns, and then works 

backwards towards identifying causative policies. This approach recognizes that a particular 

environmental problem may be affected by A wide range of policy instruments, including 

subsidy policies and non-subsidy policies, which may result from conflicting policy agendas. 

(Barg 1996 at 34) The environmental problem approach to subsidy evaluation allows the 

process to focus on cases where the environmental impacts are significant and draws 

attention to the unintended effects of subsidies whose removal would be significant. Also, 

this approach may result in more politically feasible rationale for reforming subsidies, by 

offering more than simple expenditure cuts. (Barg 1996 at 36) Subsidies falling with any of 

the categories of subsidies set out in Chapter 3 could be caught through this approach to 

evaluation. 
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5.3.3 Livelihoods approach. 

This approach calls for analysing the livelihoods of individuals and communities, and then 

assessing how subsidies affect the long-term sustainability of these sources of income. As 

with the environmental problem approach, it begins with the identification and analysis of 

particular impacts or concerns, and then works backwards towards identifying causative 

policies. However, the initial identification and analysis focuses on social situations rather 

than environmental situations. "For example, the problem of Newfoundland fishing 

communities without fish, in part because of past subsidies to the fishing fleet, is seen 

primarily as a human and community issue, with huge social policy implications for Canada. 

Indeed, it is only because of large Unemployment Insurance subsidies for the fishers that 

some of these communities are still in existence." (Barg 1996 at 36) 

5.3 .4 Applying a hybrid of the three approaches 

In practical terms, the policy-oriented approach is more likely to fit effectively within the 

existing architecture of federal government policy evaluation processes and structures and to 

coordinate better with other substantive work on perverse subsidy reform. The Treasury 

Board evaluation policy and process, set out below, takes a policy-oriented approach. The 

1994 federal Task Force's framework also envisions a policy-oriented approach. According 

to the framework, policies first should be reviewed on a sectoral basis to establish which act 

as barriers to sound environmental practices, and then, once policies acting as barriers are 
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identified, they should be evaluated to determine their environmental impact with reference 

to federal government principles of sound environmental practice. The analytical work done 

by the OECD towards establishing linkages between subsidies and environmental impacts 

takes a policy-oriented approach. 

However, the other two approaches to subsidy analysis - the environmental problem 

approach and the livelihoods approach - may also hold merit. Barg argues that the three 

approaches should not be viewed as competing alternative approaches so much as individual 

components, two or three of which can applied to an overall 'hybrid' approach. (Barg 1996 at 

34) In 1993, the International Institute for Sustainable Development applied a hybrid 

approach to the evaluation of subsidies provided at that time under the Western Grain 

Transportation Act, applying both policy-oriented and environmental problem approaches. 

(Wilson and Tyrchniewicz 1994 at 53) These subsidies provided guaranteed fixed prices to 

Canadian prairie farmers for grain transportation. The analysis of the subsidy policy through 

a policy-oriented approach revealed that it: 

• imposed a heavy financial burden on 'taxpayers, 

• contravened some of Canada's obligations under international trade agreements, and 

• encouraged the use of marginal land to grow grain. 

At the same time, an environmental-problem approach identified that a grain monoculture 

existed on the prairies, with relatively little use of crop rotation techniques for land 

rehabilitation. The subsidies provided under the Western Grain Transportation Act were 

identified as a causative policy of this problem, as it applied only to a specific list of 
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traditional grains. Although either of the two approaches to evaluation of the subsidies may 

have come to the same set of final conclusions on its own, the hybrid approach provided a 

more robust and reliable result. (Barg 1996 at 35) Although the existing substantive work and 

federal architecture favour a policy-oriented approach, at least one agency of the federal 

government has the potential to contribute to a meaningful hybrid approach to subsidy 

evaluation: the Commissioner for the Environment and Sustainable Development, discussed 

below at section 5.6.2. 

5.4 Identifying the Environmental Effects of Subsidies 

Both Barg's environmental problem and policy-oriented approaches to subsidy analysis 

require an understanding of the various factors that determine the environmental effects of 

subsidies. The following discussion of those factors is based on the OECD's work, as set out 

in its 1998 publication Improving the Environment Through Reducing Subsidies. Part II 

Analysis and Overview of Studies. (OECD 1998) 

To create a reliable SEA process or subsidy policy and to begin the process of subsidy 

reform, it is useful to establish a set of factors that influence the nature of environmental 

effects of subsidy policies. These factors can be useful as predictable indicators of the 

opportunity for significant environmental improvement through subsidy reform or removal. 

This will help to form general rules about what sort of subsidies are the best candidates for 

reform or removal, upon which an SEA process could be structured. The OECD (OECD 
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1998) has identified three key 'linkages' between subsidy policies and environmental 

impacts. 

Because of the unique context of each subsidy policy and the complex interactions between 

factors influencing the environmental impacts of subsidy policies, each particular subsidy 

policy should be evaluated individually to establish fully the exact nature in which it impacts 

the environment. By examining a subsidy policy in the context of these linkages, the 

likelihood and general scope of the environmental effects of the policy can be determined. 

The three linkages are: 

1. effects on the composition of production in the economy (production levels), 

2. effects on actual emissions and resource depletion levels, and 

3. effects on environmental quality. 

5.4.1 Linkage One: Effects on production levels 

This linkage is measured by the extent to which a subsidy affects the composition of 

production in the economy. The composition of production includes production levels of the 

branches of industry in the economy and production levels of the various input products. A 

subsidy will provide its recipient with a certain level of protection from competition, and as a 

result, alternative producers are discouraged. 

The effect of a given subsidy on production levels depends on the sensitivity of supply and 

demand to the price changes created by the subsidy. This is referred to as the price elasticity 
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of supply and demand. If a change in price results in a large change in demand or supply, 

then the price elasticity of demand or supply is high. With an understanding of the roles 

played by elasticities of supply and demand, an understanding of which categories of subsidy 

are the most perverse and should be the first targets for reform or should be avoided in the 

first instance can be gained. The conclusions regarding price elasticity effects on production 

levels are based on an OECD analysis assuming a closed economy. For small, open 

economies, elasticities are strongly dependant on world market conditions. Although 

including this factor would complicate the OECD analysis, the basic conclusions regarding 

price elasticities remain valid. The role of price elasticities in influencing the economic and 

environmental impacts of a subsidy by altering production levels will differ depending on the 

type of subsidy, and the time scale of the change of supply or demand. 

Subsidies that assist sectors through market price support (output-based subsidies in the 

OECD categorization set out in Chapter 3) are difficult to draw conclusions about based on 

an examination of price elasticities. Because price controls often keep prices above normal 

market levels, demand may be reduced and there may be excess supply. Where the price 

elasticity of supply is high, indicating a rapid increase in production levels in response to 

price increases, the amount of excess supply from price controls will increase. Assuming no 

improvements to technology, this increased supply in excess of demand will lead to increased 

amounts of waste and pollution, and will require governments to take responsibility for the 

excess product. 
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Subsidies that decrease the costs of production conditional upon the use of a particular 

production process or on the purchase of a particular supported input product (input-based 

subsidies in the OECD categorization set out in Chapter 3) are easier to generalize about. 

Table 5.1 summarizes the general rules about how price elasticities influence the general 

economic and environmental effects of this type of subsidy. 

Table 5.1 Effects of Price Elasticities for Subsidies that are Dependent on Inputs 

Elasticities 

Demand 

Supply 

Large 

Small 

Large 

Large 

Small 

Small 

Small 

Large 

Effects 

Effectiveness of 
subsidy in supporting 
recipient 

Potential environmental 
Impacts 

Effective 

Moderate 
to small 

Moderately 
effective 

Large 

Moderately 
effective 

Small 

Ineffective 

Moderate 
to small 

(OECD 1998 at 47) 

The potential effects resulting from differing price elasticities set out in Table 5.1 relate only 

to the output market for the finished products or services of the sector being subsidized. As 

can be seen in the table, where the price elasticity of supply is high such that production 

levels will increase rapidly in response to price increases, input subsidies are more likely to 

be found perverse in that they are ineffective in helping their recipients or cause large 

environmental impacts. 
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Finally, subsidies that are not conditional on production levels (as are market price controls) 

or inputs (as are subsidies conditional on production processes or input products) do not 

directly encourage extra production. This type of support will not lock in the use of particular 

technologies or inputs, or the production of specific products that would otherwise not be 

feasible. 

5.4.2 Linkage Two: Effects on the emissions and resource depletion levels 

This linkage is measured by the degree to which a change in the composition of production 

will lead to a change in pollution levels. This depends in part on existing environmental 

policies. Assessing the costs and benefits of a subsidy policy should consider the resulting 

costs of necessary increases in environmental policy enforcement costs. Linkage 2 is 

concerned with the change in pollution levels from subsidy policy, after the effects of 

mitigating environmental policies. In this respect, government has a choice. It can establish 

or retain a subsidy policy and spend more on environmental policy enforcement or it can 

remove or reduce the subsidy and spend less on environmental policy enforcement. This 

analysis is valid both in the case of activities supported by subsidies that create polluting 

emissions, and those that use natural resources with the risk of over-exploitation. 

One mechanism by which subsidy policy leads to a change in pollution levels through 

Linkage Two can be by locking in a particular technology, or technological trajectory, used 

in a production process. This will discourage the development of new alternative 

technologies that may be more cost-effective and less environmentally damaging. Similarly, 
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subsidy policies that favour the use of particular material inputs or energy sources over others 

will have a direct and significant impact on the composition of production in a sector of the 

economy. This will tend to discourage the development and implementation of production 

processes with greater resource efficiency. This can result in a particularly large 

environmental impact from a subsidy for recipients that are relatively material or energy 

intensive. The OECD has identified the disincentive effects of subsidy policy against 

resource efficiency improvements as particularly significant. 

It is difficult to overestimate the potential effects of resource 
efficiency strategies. It has been estimated that achieving 
agreed CO2 objectives in the Netherlands by the year 2040 
without material substitution would cost roughly twice as much 
as a policy which encourages substitution by less energy 
intensive materials. (OECD 1998 at 52) 

This linkage involves factors, such as environmental policy, that can be influenced by public 

policy. It also involves factors, such as technological and efficiency improvements, that can 

be influenced only partially by public policy. 

5.4.3 Linkage Three: Effects on environmental quality. 

This linkage is measured by the degree to which increased emission levels or resource 

depletion leads to environmental damage. It depends on dose-response relationships between 

pollutants and the recipient environment indicating the assimilative capacity of that 

environment, and on the persistence or bioaccumulation of the pollutants within the 

environment. As the economy grows, and levels of industry increase, society is more likely 
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to reach or pass the thresholds of the assimilative capacity of the environment. The effects on 

environmental quality may be site specific, such as in the case of pollutants with local or 

regional effects. In this case, it will be difficult to make general conclusions about the 

potential environmental damage that would be caused by increased emission levels at the 

national level. The effects also may be over a larger area. In the case of CO2 emissions, the 

effects are global. With effects over larger areas, a general conclusion can be drawn about the 

degree to which the subsidy impacts the environment at a national level. 

5.4.4 Linkages between subsidies and environmental impacts: conclusions 

The three linkages between subsidy policies and their environmental effects are shown in 

Figure 5.1 below. Based on these linkages, a general set of rules can be established to point 

towards those subsidy policies that are most likely to be both economically inefficient and 

environmentally damaging. Subsidy policies are likely to be candidates for reform if they are 

aimed at recipients which: 

• Sell their finished products into markets with 

o a relatively small price elasticity of demand and a relatively large price 

elasticity of supply, since these subsidies tend to be ineffective in benefiting 

their intended recipients; or 

o a relatively large price elasticity for both demand and supply, since these 

subsidies are only moderately effective in benefiting their intended recipients 

but also have potentially large environmental impacts. 
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• Operate in a manner that is relatively material or energy intensive, if the subsidies are 

ongoing, since these subsidies tend to discourage technological or efficiency changes 

with potentially large environmental benefits. 

• Emit pollutants or deplete resources when. the environment (local or otherwise) has a 

limited assimilative capacity for the particular materials or activities, or emit persistent 

pollutants, since these subsidies tend to support activities to which the environment is 

particularly sensitive. 
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Figure 5.1 Linkages between Subsidies and the Environment 
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5.5 Policy Coordination and Coherence 

The 1994 federal Task Force's framework stated that jurisdictional fragmentation between 

and within government departments undermines policy coordination and coherence. This 

lack of policy coordination and coherence could act as a cross-cutting barrier to sound 

environmental practices. (Task Force on Economic Instruments and Disincentives to Sound 

Environmental Practices 1994 at 58) The specific link between the lack of policy 

coordination and the persistence of perverse subsidy policies comes about in two ways. 

First, it is the result of the limited policy assessment and evaluation capacity of federal 

departuients and agencies. (e.g. Doern and Phidd 1992 at 87) Ideally, if the assessment and 

capacity of each line department and agency was perfect, and a common set of the 

environmental objectives for the government as a whole existed, then each line department 

and agency should be able to assess and evaluate for perverse subsidies individually. While 

this would not solve other problems caused by the lack of policy coordination across 

government, it would at least reduce the need for formal policy coordination mechanisms 

between government departments and agencies on the issue of perverse subsidy policies. 

However, the assessment and evaluation capacity of departments and agencies is limited. Nor 

is there a sufficient common set of the environmental objectives for the government as a 

whole. While the federal government has established broad sustainable development 

objectives, including the sustenance of Canada's natural resources and the protection of 

Canada's ecosystems, the more specifib objectives of the SDSs for the line departments set 

out in Chapter 3 do not provide a common explicit basis to ensure that each department 
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would evaluate subsidy policies against' the same standards. As a result, the horizontal 

coordination of policies across goveniment should help to identify subsidy policies that are 

perverse. 

Second, it is the result of conflicting PPPs between departments and agencies. There are 

significant contradictions and conflicts between different government policies affecting the 

environment. (Thompson 2002 at 411) While a subsidy policy within one department may be 

evaluated and found not to be perverse in the context of that department's environmental 

objectives, or government-wide environmental objectives, it may be found perverse when 

considered together with another policy within a different department. Consideration of fuel 

taxes on rail transportation in Canada, for example, might change the results of an evaluation 

of the on-budget input-based subsidies to the commercial road transportation (trucking) 

industry in the form of a publicly-funded road infrastructure. (Thompson 2002 at 411) 

Evaluated in isolation, the subsidies, although not explicitly delineated policy, but rather the 

result of a series of developments (see Chapter 4, section 4.8), might be found to be 

acceptable given the need for an effective system of commercial transportation. Evaluated in 

the context of the recognition that fuel taxes on rail transportation provide a competitive 

advantage to the trucking industry, the subsidies may be found perverse in that they result in 

unnecessary environmental impacts through greenhouse gas emissions, landscape loss and air 

pollution and emissions. (Myers and Kent 1998 at xiii) 
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The notion of policy coordination or coherence can be, somewhat artificially, categorized 

into particular levels, as set out below in Table 5.2. Although some of the higher levels of 

coherence, in particular step 9, are likely unachievable in practice, they are included for the 

sake of completeness. (Peters 1998 at 7) 

Table 5.2 Stages of Policy Coordination 

Step 1: Independent decision making by ministries 

Step 2: Communication between ministries (information exchange) 

Step 3: Consultation with other ministries 

Step 4: Avoiding divergences among ministries 

Step 5: Interministerial search for agreement (seeking consensus) 

Step 6: Arbitration of inter-organisational differences by central agencies 

Step 7: Setting parameters for organisations by central agencies 

Step 8: Establishing government priorities by central agencies 
(Cabinet, PCO, PMO, Treasury Board) 

Step 9: Overall governmental strategy 

(adapted from Peters 1998 at 7) 

In a study of the reorganization of government to improve coordination, based on research 

involving interviews with a wide range of public officials, Osbaldeston (1992) has concluded 

that achieving an effective level of policy coordination or coherence is made difficult by two 

basic limitations. First, strong and persistent forces motivate governments to create 
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organizations. The organizing of government is not driven solely by the logic of efficiency, 

but rather by a wide variety of forces including policy constraints, partisan politics, and 

personalities. (Osbaldeston 1992 at 126) Second, those same strong and persistent forces 

make it difficult for governments to abolish or reform organizations. For every organization 

created, there is a constituency dedicated to its survival. As a result, organizations tend to 

accumulate. It may be impossible to explain the structure of an organization based solely on 

the grounds of pursuit of the government's primary allocative role or on the basis of 

administrative efficiency. (Osbaldeston 1992 at 138) 

Achieving policy coordination between government departments and agencies may be 

particularly difficult when they are ideologically and jurisdictionally similar. (Peters 1998 at 

4) This is due to turf wars between departments and agencies over policy and budgetary 

power. Aside from contributing to a lack of coordination, this turf warring tends to solidify 

the opinions of the relative importance of organizations and entrench "the associated 

desirability of delivering [PPPs] in the familiar ways, rather than fostering new ideas and 

creative approaches." (Peters 1998 at 4) More diverse organizations, on the other hand, tend 

to find coordination less threatening. 

Achieving policy coordination may also be particularly difficult in times of fiscal stress. 

(Peters 1998 at 10) Although fiscal stress may make policy coordination as a means of 

creating savings even more desirable for the government as a whole, at the depai tijiental 

level fiscal stress can result in a departmental focus on core functions and activities, and 
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attempts to defend the department against perceived outside threats. The result of this 

departmental entrenchment can mean less coordination, not more. 

Peters (1998) has set out several factors to consider when attempting to achieve policy 

coordination within the complex structure of the federal government, including the reform of 

perverse subsidies. 

• First, mere structural manipulations cannot produce changes in behaviour, especially 

if the existing behaviour is reinforced by other factors in government, including 

lobbying by interest groups. Policy coordination may be particularly difficult if a 

department views the industry over which it has jurisdiction (energy, agriculture, etc.) 

as its constituency, rather than the voting public. "Structure is important, and can 

facilitate coordination, but to produce behavioural changes may require the active 

intervention of political leaders. . . ." (Peters 1998 at 47-48) 

• At the same time, the willingness to actively work towards coordination of policy is 

often greater at lower organizational levels, where questions of political power and 

concerns about levels of influence over policy tend to be less. (Peters 1998 at 48) 

• Finally, the timing of efforts towards coordination is important. Although it may 

appear that efforts at coordination are best-initiated at the most early stages of 

strategic consideration of policy options, this may not always be the case. "[I]f the 

interorganizational questions are raised prior to the existence of a clear idea of what 

the policy is about, then the bureaucratic 'turf-fighting' may become more important 

than the actual formulation of a policy intervention." (Peters 1998 at 48) 
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The concentration of authority and power into a small number of departments of government 

makes it far easier to discharge the government's allocative responsibility in a coherent, 

comprehensive and timely fashion than when authority and power is dispersed across many 

departments. (Osbaldeston 1993 at 28) With a large number of departments sharing 

governing authority, central agencies such as the Privy Council Office, Department of 

Finance, and Treasury Board are given the task of attempting to create coherence in the 

divergent plans of line departments. The establishment of a new central agency with a 

coordinating role, such as a Ministry of State, as discussed in Chapter 4 (at section 4.12.4), 

could result in a more focused approach to achieving policy coordination and coherence than 

overburdening existing central agencies. Central agencies do not have jurisdictional turf to 

defend in the same manner as line departments, but excessive involvement by them in line 

depaitment activities could result in conflict thid resentment. (Peters 1998 at 29) 

Coordination and coherence challenges for federal public policies, both proposed and 

existing, come from the municipal, provincial and international levels also. Policies at each 

of these levels interact with and influence federal subsidy policies. Although this does not 

alter the fundamental characteristics or effects of perverse subsidy policies, it does make the 

task of coordinating effective reform of these policies more complex. (Holliday, 

Schmidheiny, and Watts 2002 at 60) International considerations are set out in Chapter 7 at 

section 7.3.5. An examination of the nature of interaction between provincial, municipal and 

federal policies is set out below. 
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5.5.1 Provincial Considerations 

Constitutionally, provincial governments in Canada have jurisdiction over a separate set of 

concerns than the federal government, although in practical administrative terms, there is 

overlap between the two levels. Governance powers are divided between the two levels of 

government under sections 91 and 92 of the Constitution Act. Environmental matters in 

Canada do not fall neatly within the jurisdiction of either the federal or provincial 

governments, but are subject to shared jurisdiction. In brief, provincial governments have 

jurisdiction to legislate with respect to the management of public lands and resources, their 

own non-renewable natural resources, forestry, electricity generation, property and civil 

rights, and matters of a local or private nature. As a result of this broad jurisdiction, most 

environmental regulation happens at the provincial level. (Valiante 2002 at 7) Provincial 

constitutional jurisdiction also allows provincial governments the opportunity to develop 

potentially perverse subsidy policies much the same as federal subsidy policies in the natural 

resource and energy sectors. 

The federal government has jurisdiction to legislate with respect to a shorter list of specific 

areas directly related to environmental matters, including fisheries, navigation and shipping, 

federal works and undertakings, and inter-provincial trade. However, federal jurisdiction also 

includes a range of broader 'conceptual' powers that are not limited to specific subjects. 

These powers include legislating regarding "Peace, Order and Good Government," taxation, 

spending, and trade and commerce. With these broad conceptual powers the federal 
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government has authority to establish subsidies to industry. The result is the potential for the 

each of these two levels of government (provincial and federal) to establish subsidy policies. 

As a result coordination and cooperation between the levels is necessary for effective 

perverse subsidy reform. 

This coordination may benefit from administrative concurrence between the federal 

government and the provincial governments. Despite different constitutional mandates, the 

two levels of government have developed a "remarkably uniform patter of portfolio building" 

and similar departmental structures. (Bridgewater 1991 at 128-129) In theory, this should 

allow a simpler, more efficient coordination of efforts between the two levels of government 

regarding any reform efforts. 

5.5.2 Municipal Considerations 

Although the literature on perverse subsidies tends to focus on national or international level 

policies relating to major industrial sectors (Myers and Kent 1998; e.g. Moor and Calamai 

1997), many of the more persistent and significant environmental problems are closely 

associated with municipal and urban development. (Bridgewater 1991 at 13 1) In recent years, 

Canadian municipalities have changed their governance structure considerably regarding 

environmental issues. While traditionally they have tended to lack centralized decision-

making authority, and have had administrative structures geared for functional management 

to provide a series of unrelated services, they increasingly have adopted a centralized 

approach to environmental management, including a move towards the use of the ISO 14001 
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environmental management system standard. Despite these changes, the impact of municipal 

governments on perverse subsidy policy is significantly limited by their narrow jurisdictional 

scope. Provincial governments grant governing authority to municipalities. 

5.6 Existing Federal Government Structures and Processes 

The intent of this section is to examine key structures and processes for the evaluation of 

existing policies within the federal government policy. This discussion can be read in 

conjunction with section 4.12 of Chapter 4, which relates to the federal government 

structures relevant to the assessment of newly proposed policy. The major central agency 

discussed in this chapter is the Treasury Board of Canada. The jurisdiction and activities of 

the federal Commissioner for the Environment and Sustainable Development is also 

reviewed to highlight the potential value of the Commissioner in the process of evaluating 

existing subsidy policies, and reforming perverse subsidies. 

5.6.1 Treasury Board of Canada 

The Treasury Board of Canada is unique among Cabinet committees in that it has legislated 

authority in the Financial Administration Act, R.S.C. c. F-1 1. This is a contrast from the 

other Cabinet committees, which are all based on the administrative choice of the 

government of the day. A bureaucracy called the Treasury Board Secretariat supports the 

Treasury Board. 
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The official mandate of the Treasury Board is to manage "the government's financial, 

personnel, and administrative responsibilities." (Treasury Board Secretariat (Canada) 2003) 

This includes acting on behalf of cabinet on matters relating to, among other things, 

s. 7(d) the review of annual and longer term expenditure plans 
and programmes of the various departments of Government, 
and the determination of priorities with respect thereto 
(Financial Administration Act) 

This means that the Treasury Board is responsible for monitoring spending in federal line 

departments and agencies under established policies, plans and programs. This monitoring 

function has been set out in a 1999 document entitled Results for Canadians: A Management 

Framework for the Government of Canada. (Treasury Board (Canada) 1999) This 

management framework seeks to "advance the integration of modem comptrollership into the 

heart of' the management practices of federal departments and agencies. (Treasury Board 

(Canada) 1999 at c) Modern comptrollership refers to the attempt to provide managers in the 

federal bureaucracy with "integrated financial and non-financial performance information, a 

sound approach to risk management, appropriate control systems, and a shared set of values 

and ethics." (Treasury Board (Canada) 1999 at 34) It is under this modem comptrollership 

initiative that the Treasury Board's Evaluation Policy was updated in April 2001. (Treasury 

Board (Canada) 2001a) This formal policy evaluation role updated by the 2001 policy was 

initiated in 1977, following "an acknowledgement of the government's previous inability to 

come to grips with the problems of evaluation." (Bridgewater 1991 at 116) 
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The 2001 policy is based on three fundamental principles: 

• first, that achieving and accurately reporting on results is a primary responsibility of 

public service managers; 

• second, that rigorous and objective evaluation is an important tool in helping 

managers to manage for results; and 

• third, that departments, with the support of the Treasury Board Secretariat, are 

responsible to ensure that the rigour and discipline of evaluation are sufficiently 

deployed within their jurisdictions. (Treasury Board (Canada) 2001a) 

The purpose of PPP evaluation in the federal government undertaken by the Treasury Board 

is: 

to provide, where appropriate, periodic assessments of policy 
or program effectiveness, of impacts both intended and 
unintended, and of alternative ways of achieving expected 
results. (Treasury Board (Canada) 2001a) 

This approach to PPP evaluation represents a shift from the original focus of evaluation, 

which was mainly on the quantity of resources used by programs in economic and human 

resources terms, to a more holistic focus on how the resources are used, the purposes of the 

programs, and their impacts and effects on society. 

Pursuant to the 2001 policy, PPP evaluation is to be carried out by federal departments and 

agencies on their own programs, with central direction and support from the Treasury Board. 
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(Treasury Board (Canada) 2001a) Table 5.3 sets out the basic PPP evaluation issues to be 

covered in any PPP evaluation by federal departments to meet Treasury Board requirements. 

Table 5.3 Basic Policy, Plan and Program Evaluation Issues 

Classes of Evaluation Issues Basic Evaluation Questions 

PROGRAM RATIONALE To what extent are the objectives and mandate of 
the program still relevant? 

Are the activities and outputs of the program 
consistent with its mandate and plausibly linked 
to the attainment of the objectives and the 
intended impacts and effects? 

IMPACTS AND EFFECTS What impacts and effects, both intended and 
unintended, resulted from carrying out the 
program? 

In what manner and to what extent does the 
program complement, duplicate, overlap or work 
at cross-purposes with other programs? 

OBJECTIVES ACHIEVEMENT In what manner and to what extent were 
appropriate program objectives achieved as a 
result of the program? 

ALTERNATIVES Are there more cost-effective alternative 
programs which might achieve the objectives and 
intended impacts and effects? 

Are there more cost-effective ways of delivering 
the existing program?  

(Treasury Board Secretariat (Canada) 1981 at 7) 

Besides having responsibility for overseeing PPP evaluation throughout the federal 

government, the Treasury Board is also responsible for internal auditing under the modem 
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comptrollership initiative. The Treasury Board's audit responsibilities are set out in its 

Internal Audit Policy, updated in April 2001. (Treasury Board (Canada) 2001b) Through this 

policy, the Treasury Board sets out its audit function as providing "objective examinations of 

evidence for the purpose of providing an independent assessment of risk management 

strategies and practices, management control frameworks and practices, and information used 

for decision-making and reporting." (Treasury Board (Canada) 2001b) 

The distinction between the Treasury Board's audit responsibilities and its PPP evaluation 

responsibilities has at times been blurred. (Treasury Board Secretariat (Canada) 1999 at 5) 

Formally, PPP evaluation focuses on helping managers track and report on actual 

performance, and on helping decision-makers objectively assess program or policy results. 

Internal audit covers a department's risk management strategy, management control 

framework and information used for decision-making and reporting. In other words, the 

Treasury Board's internal audit responsibilities formally focus on program systems and 

management controls, while its PPP evaluation responsibilities focus on overall program 

structure and its impacts and effects. The level of quality of internal auditing will depend on 

the level of objectivity of the auditors, the qualifications of the auditors, and the follow-up by 

auditors. (Wilson 2003) 

In theory, the PPP evaluation function of the Treasury Board could provide a useful platform 

for the consideration of subsidy policy reform. The Treasury Board, as a central agency, has 

sufficient jurisdictional scope to require evaluation of subsidy policies or programs across the 
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federal government. The process for PPP evaluation set out in the Results for Canadians 

management framework and the 2001 Evaluation Policy takes a more holistic approach to the 

purposes of federal programs, and their impacts and effects on society. The Treasury Board 

recommends considering impacts and effects as program "outcomes" which it defines as 

external consequences attributed to an organisation, policy, program or initiative that is 

considered significant in relation to its commitments. (Treasury Board (Canada) 2001a) 

Although this definition of program outcomes, including impacts, is somewhat vague it 

provides a clearer basis for the evaluation of subsidies on environmental grounds than 

previous definitions. Prior to the 2001 Evaluation Policy, considerations of impacts and 

effects were limited to "any relevant good or service (other than the direct programme 

outputs) or behavioural or institutional change that results from" the program. (Treasury 

Board Secretariat (Canada) 1981 at 43) 

However, the Treasury Board has limited authority pursuant to the 2001 policy, as was the 

case pursuant to previous evaluation policies. (Bridgewater 1991 at 121) The responsibility 

of the Treasury Board is essentially limited to administrative matters and providing 

"warnings" if departmental evaluations do not meet its standards. The Treasury Board does 

not have authority to overturn or end perverse subsidy programs or policies. As well as the 

apparent limited capacity of the PPP evaluation function to end inappropriate programs or 

policies (such as perverse subsidies), there is also considerable scepticism about the influence 

that evaluation efforts have on policy making. (French et al. 1984 at 39) 
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5.6.2 Commissioner of the Environment and Sustainable Development 

The Office of the Commissioner of the Environment and Sustainable Development (CESD) 

was created in 1995 by way of amendments to the Auditor General Act, R.S.C. 1985 c. A-17. 

Section 21.1 of the Auditor General Act provides the following purpose for the CESD: 

21.1 The purpose of the Commissioner is to provide 
sustainable development monitoring and reporting on the 
progress of category I departments towards sustainable 
development, which is a continually evolving concept based on 
the integration of social, economic and environmental 
concerns, and which may be achieved by, among other things, 

(a) the integration of the environment and the economy; 

(b) protecting the health of Canadians; 

(c) protecting ecosystems; 

(d) meeting international obligations; 

(e) promoting equity; 

(/) an integrated approach to planning and making decisions 
that takes into account the environmental and natural resource 
costs of different economic options and the economic costs of 
different environmental and natural resource options; 

(g) preventing pollution; and 

(h) respect for nature and the needs of future generations. 

The CESD is part of the office of the Auditor-General of Canada and, as a result, enjoys the 

independence of that office. (Dwivedi et al. 2001 at 78) Sections 7 and 15.1 of the Auditor 

General Act state that as a part of the office of the Auditor General, the CESD is a servant of 

Parliament, not government. 
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The mandate of the CESD is "to make the government accountable for greening its policies, 

operations, and programs... [by providing] objective, independent analysis of progress and 

recommendations about further action." (Commissioner of the Environment and Sustainable 

Development 2002) This mandate translates into two basic functions: 

1. Reviewing how well government policies, programs and spending support Canada's 

move towards sustainable development; and 

2. Providing liaison, monitoring, and encouragement to government, parliamentarians, 

and the public on sustainable development. (Commissioner of the Environment and 

Sustainable Development 2002) 

These functions are accomplished by monitoring departmental sustainable development 

strategies, reporting annually to Parliament on environmental and sustainable development 

matters, undertaking occasional studies of special interest and managing the environmental 

petitions process. These three responsibilities are discussed below. 

Although the CESD provides a potentially valuable forum to raise issues and require 

responses from government, a significant limitation to the office is its restricted scope of 

jurisdiction. The CESD has jurisdiction to scrutinize only a specified list of federal 

departments and agencies, not all of them. Those departments and agencies subject to 

scrutiny by the CESD are defined as "category 1" departments by section 2 of the Auditor 

GeneralAct. Category 1 departments include those organizations set out in Schedule 1 of the 
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Financial Administration Act as well as those organizations set out in the Schedule to the 

Auditor General Act. As of May 2003, this includes the 25 federal organizations listed in 

Table 5.4, below. 

Table 5.4 Federal Organizations subject to CESD Jurisdiction 

1. Agriculture and Agri-Food Canada 
2. Atlantic Canada Opportunities Agency 
3. Canada Customs and Revenue Agency (formerly Revenue Canada) 
4. Canadian Heritage, Department of 
5. Canadian International Development Agency (CIDA) 
6. Citizenship and Immigration Canada 
7. Environment Canada 
8. Finance Canada, Department of 
9. Federal Office of Economic Development for the Regions of Quebec 
10. Fisheries and Oceans Canada 
11. Foreign Affairs and International Trade, Department of 
12. Health Canada 
13. Human Resources Development Canada 
14. Indian and Northern Affairs Canada 
15. Industry Canada 
16. Justice Canada, Department of 
17. National Defence 
18. Natural Resources Canada 
19. Parks Canada 
20. Public Works and Government Services Canada 
21. Solicitor General Canada 
22. Transport Canada 
23. Treasury Board of Canada, Secretariat 
24. Veterans Affairs Canada 
25. Western Economic Diversification Canada 

Although this list includes agencies of significant importance to the development of subsidy 

policy, including the Department of Finance and the Treasury Board Secretariat, other key 

central agencies are not subject to scrutiny by the CESD. The Privy Council Office, of key 

importance given its role as the coordinating body for policy proposals to the Cabinet, is not 
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included. Atomic Energy of Canada Ltd., identified by key informants of a major recipient of 

perverse subsidies in Canada, is not included. 

Some scope does exist under s. 24(3) of the Auditor General Act to extend the requirements 

for the preparation of sustainable development strategies to federal departments not included 

in the list provided by Table 5.4. However, s. 24(3) contemplates departments not listed in 

Table 5.4 undertaking these requirements only "on the recommendation of the appropriate 

Minister" for the department. Thus, the preparation of a sustainable development strategy is 

essentially a voluntary process for all federal organizations not listed in Table 5.3. There is 

no provision in the Auditor General Act to have the petitions process apply to organizations 

beyond those listed in Table 7.2. 

Annual Reports to Parliament 

The CESD provides an annual report to the Parliament of Canada on environment and 

sustainable development matters. It has the discretion to report on matters that the 

Commissioner believes should be brought to the attention of Parliament. (Commissioner of 

the Environment and Sustainable Development 2002) The reports include chapters on 

sustainable development strategies, audits, and special studies. In past years, the topics 

reported on have been: 

• 1998 Report: the federal government's efforts in environmental assessment, climate 

change, and sustainable development strategies. 
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• 1999 Report: federal-provincial environmental agreements, and greening federal 

policies and programs. 

• 2000 Report: government support for investments in non-renewable and renewable 

energy, and policy co-ordination within the federal government. 

• 2001 Report: sustainable development management systems, the state of the Great 

Lakes and St. Lawrence River basin. 

• 2002 Report: the environmental petitions process. 

Although the power of the CESD in this respect extends only to reporting, this function can 

play a useful role in progress towards perverse subsidy reform. Because the CESD has the 

independence of the Office of the Auditor General, and internal access to departmental 

information, its capacity to report critically and accurately is significant. 

Sustainable Development Strategies 

The amendments to the Auditor General Act required 25 federal departments and several 

designated agencies to prepare Sustainable Development Strategies (SDS). Table 5.3, below, 

lists the departments and agencies required to complete strategies. The strategies were 

formally required for review by Parliament with the assistance of the CESD. (Government of 

Canada 1995) By requiring departments to engage in the process of producing an SDS, the 

amendments introduced the concept of sustainable development across the federal 

bureaucracy. This concept was well known in some departments with a connection to 

environmental issues, but it was totally unfamiliar to most departments. (Bell 1999) Initial 
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departmental SDSs were completed and formally submitted for review by Parliament (with 

the CESD) in December 1997. A second round of SDSs, completed by the same set of 

departments, was completed in February 2001. 

The formal role of the CESD in the SDS process is to monitor the extent to which 

departments have implemented the action plans and met the objectives outlined in their 

strategies. (Commissioner of the Environment and Sustainable Development 2002) This 

monitoring role provides useful information about departmental attitudes regarding 

environmental and sustainable development issues. The SDS of a particular department, 

regardless of its specific strengths or shortcomings, provides a picture of the department's 

views on these issues and on how it plans to address them, (Commissioner of the 

Environment and Sustainable Development 1998 at 1-13) 

According to the CESD, the preparation of a SDS by a department should be a systematic 

process that: 

• begins with an identification of what the department does and how it does it; 

• assesses those activities in terms of their sustainable development impacts; 

• seeks the views of clients, partners and other stakeholders on priorities; 

• establishes goals, objectives and benchmarks for measuring progress; 

• presents an action plan to translate those goals into concrete results; and 
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• concludes with an explanation of how the department will measure and report on its 

performance. (Commissioner of the Environment and Sustainable Development 1998 

at 1-3) 

As envisioned by the CBSD, the process of creating a departmental SDS includes some steps 

of key importance to the reform of perverse subsidies. The process envisions an evaluation of 

"what the department does and how." This step, together with the next step envisioning an 

assessment of departmental activities in terms of sustainable development impacts, provides 

the potential basis for a formal framework of identifying existing perverse subsidies. By also 

envisioning the establishment of goals, objectives and benchmarks, the SDS process set out 

by the CESD should also be helpful in carrying out effective SEAs of newly proposed 

subsidy policies. Despite the potential value of the SDS process to the task of reforming 

perverse subsidies, shortcomings exist. These limitations include structural limitations 

relating to the envisioned process of SDS creation, and implementation challenges relating to 

the manner in which departments have carried out the process. 

Structurally, SDSs are created at the departmental level. As a result, the SDSs attempt to 

address the narrow administrative jurisdiction of their own department, and present 

"inconsistent views of sustainable development." (Commissioner of the Environment and 

Sustainable Development 2000 at 6-29) As a result, there is limited capacity for SDSs to 

address cross-departmental issues and help to achieve policy coherence. This shortcoming 

has been partially addressed through the creation of an Interdepartmental Network on 
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Sustainable Development Strategies, established in 1996 as a forum for information 

exchange and discussion. All of the departments involved in the creation of a SDS have 

participated. The second round of SDSs involved an improved level of coordination. This 

reflects the learning process undergone by departments. (Commissioner of the Environment 

and Sustainable Development 2000 at 6-30) Also, the government issued its Guide to Green 

Government (Government of Canada 1995) prior to the creation of the first SDSs to help 

departments prepare their strategies. This centralized guidance, while helpful, provided 

advice as to the appropriate procedural steps for preparing a SDS, rather than specific advice 

as to substantive content. There continues to be "a growing view among departmental 

officials and other stakeholders that a clear Government-of-Canada perspective is needed to 

facilitate greater co-ordination and coherence in the federal voice on sustainable 

development." (Commissioner of the Environment and Sustainable Development 2002 at 5-

19) 

In terms of the implementation of SDSs, the CESD has documented significant challenges in 

departmental creation and implementation of the strategies also. In particular, the CESD has 

concluded that: 

• Almost no departments established clear and measurable targets in their SDSs to 

ensure goals would be reached. 

• Most SDSs focus on past achievements rather than future plans. 

• Most department SDSs fail to 

o systematically identify priorities, 
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o define management expectations, 

o assign accountability results, 

o identify training needs in more junior positions, and 

o perform self-assessments to facilitate departmental and program 

improvements. 

(Dwivedi et al. 2001 at 227-28) 

Environmental Petitions Process 

As set out by s. 22 of the Auditor General Act, the CESD also coordinates the environmental 

petitions process for the federal government. This process is intended to be "a formal means 

for Canadians to bring their concerns about environmental issues to the attention of federal 

ministers and obtain a response to their concerns." (Commissioner of the Environment and 

Sustainable Development 2002) Section 2 sets out the process as follows: 

22. (1) Where the Auditor General receives a petition in 
writing from a resident of Canada about an environmental 
matter in the context of sustainable development that is the 
responsibility of a category I department, the Auditor General 
shall make a record of the petition and forward the petition 
within fifteen days after the day on which it is received to the 
appropriate Minister for the department. 

(2) Within fifteen days after the day on which the Minister 
receives the petition from the Auditor General, the Minister 
shall send to the person who made the petition an 
acknowledgement of receipt of the petition and shall send a 
copy of the acknowledgement to the Auditor General. 

(3) The Minister shall consider the petition and send to the 
person who made it a reply that responds to it, and shall send a 
copy of the reply to the Auditor General, within one hundred 
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and twenty days after the day on which the Minister receives 
the petition from the Auditor General; or any longer time, 
where the Minister personally, within those one hundred and 
twenty days, notifies the person who made the petition that it is 
not possible to reply within those one hundred and twenty days 
and sends a copy of that notification to the Auditor General. 

The petitions process is intended, to be accessible to all Canadians, without onerous formal 

requirements, and therefore simpler than other approaches to accessing information, such as 

under the Access to Information Act. The petition may take the form of a short letter 

addressed to the CESD, or a more formal, extensive document. Once received by the CESD, 

the petition will be forwarded to the appropriate department or depaitments. (Commissioner 

of the Environment and Sustainable Development 2002 at 6-5) There are two formal 

requirements for a petition: 

• it must address an environmental or sustainable development issue; and 

• it must address a concern that is within the jurisdiction of at least one of the departments 

subject to CESD jurisdiction. 

From 1995 to July 2002, only 60 petitions had been received by the CESD, although close to 

half that number were received in 2001 and 2002. (Commissioner of the Environment and 

Sustainable Development 2002 at 6-6) Although established environmental interest groups 

made some petitions, most petitions come from individuals, regional groups and 

parliamentarians. (Commissioner of the Environment and Sustainable Development 2002 at 

6-8) 
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Environmental petitions and their responses are a matter of public record. The CESD has 

indicated that it intends to scrutinize the responses made by departments to petitions. If 

responses are not considered to be sufficient by the CESD, the petition may be returned to 

the appropriate minister. (Commissioner of the Environment and Sustainable Development 

2002 at 6-2) As with the reporting function of the CESD, the petitions process therefore does 

not guarantee that petitioned departments will take actions beyond responding. However, as 

the CESD notes, it is an effective way for citizens to get "specific answers to specific 

questions." (Commissioner of the Environment and Sustainable Development 2002 at 6-4) 

5.7 Federal Fiscal Reform Processes 

5.7.1 Program Review of the 1990s 

Following its election in 1993, the Chrétien government undertook a process of significant 

cuts in public spending. These cuts were made within a larger process that came to be known 

as "Government Renewal." The process of Government Renewal was driven by two critical 

issues faced by the Chrétien government: "the public finances crisis, which called for a 

national debt containment and deficit reduction program, and a crisis of governance, which 

generated demands for change in the structure and functioning of the federation." (Paquet 

and Shepherd 1996 at 39) This Government Renewal process included a series of broad 

departmental policy reviews to determine to what extent existing policies coincided with 

government priorities and capabilities. It also included an examination of the efficiency and 

effectiveness of federal departments and agencies, in which significant financial cutback 
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targets were set between 1995 and 1998 for each department or agency to meet as it saw fit. 

This latter process came to be known as "Program Review." (Paquet and Shepherd 1996 at 

40) 

Although departments were left with discretion as to how to achieve their financial targets, a 

set of six tests set out guidelines for the departments to follow. "These six tests were intended 

to be a series of questions to be answered sequentially. They were to serve as filters or 

screens to assist in decision-making about the value-added of federal programs." (Paquet and 

Shepherd 1996 at 44) These tests are set out in Table 5.5. 

Table 5.5 Six Tests of Program Review 

Test Purpose 

Public Interest Test 

Role of 
Government Test 
Federalism Test 

Partnership Test 

Efficiency Test 

Affordability Test 

Does the program area or activity continue to serve a public 
interest? 
Is there a legitimate and necessary role for government in this 
program area or activity! 
Is the current role of the federal government appropriate, or is the 
program a candidate for realignment with the provinces? 
What activities or programs should or could be transferred in whole 
or in part to the private or voluntary sector! 
If the program or activity continues, how could its efficiency be 
improved? 
Is the resultant package of programs and activities affordable within 
the fiscal restraint? If not, what program or activities should be 
abandoned? 

(Paquet and Shepherd 1996 at 45) 

Depat tiiients were provided with these test guidelines in the spring of 1994, and their 

strategic plans to achieve the necessary financial cuts were reviewed by the Privy Council 
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Office. From these strategic plans, a group of senior bureaucrats and politicians "generated a 

range of decisions regarding government operations." (Paquet and Shepherd 1996 at 47) 

While as an exercise in the organizational reform of federal governance, opinions as to its 

success were mixed, as an exercise in expenditure reductions the process of Program Review 

was considered to be effective. (e.g. Paquet and Shepherd 1996 at 49; Kroeger 1996 at 24) In 

the particular case of perverse subsidy reform, the process of Program Review was successful 

in identifying existing perverse subsidies in the federal system and in providing the political 

means to remove them. Although this exercise was driven by deficit reduction, rather than 

environmental, objectives, it led to the removal of some agricultural and energy mega-project 

perverse subsidies. (National Round Table on the Environment and the Economy (Canada) 

2002 at 8) In particular, Program Review resulted in the phase out of direct subsidies to the 

dairy industry and to the Hibernia off-shore oil development (with the exception of some 

loan guarantees). Also, subsidies by Natural Resources Canada under petroleum-related 

programs declined from $102 million in 1992-93 to about $34 million in 1996-97. Direct 

subsidies to Atomic Energy of Canada Limited declined from $174 million in 1996-97 to 

$100 million per year in 1998-99 (Canada 1996) While this does not constitute 

comprehensive reform, it is the most substantial step in that direction taken by the 

government. 

5.7.2 Fiscal reallocation in the 2003 federal budget 

In the February 2003 federal budget, a process for systematically reviewing programs and 

reallocation fiscal resources was proposed. (Department of Finance 2003c at 1) The details of 
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the program review and fiscal reallocation process announced by the budget have not been 

published as of May 2003. However, the fundamental principles of the process were 

announced in the speech by the Minister of Finance presenting the Budget to Parliament on 

February 18, 2003: 

[W]e are implementing our commitment to reallocate spending 
from lower to higher priority needs, and from less effective to 
more effective approaches. Under the leadership of the 
President of the Treasury Board, this government is launching 
an ongoing examination of federal programs, to be conducted 
on a five-year cycle. Our goal will be to ensure that 
government programs continue to be relevant, effective and 
affordable. All departments and non-statutory programs will be 
reviewed. They will be asked to demonstrate results and be 
challenged to find new approaches to service delivery. To 
demonstrate our commitment to reallocating spending and 
improving efficiency, beginning in 2003-04 the Government 
will reallocate an ongoing $1 billion per year from existing 
spending to fund higher priorities of Canadians. (Department 
of Finance 2003b at 15) 

This process contemplates a five-year cycle for the review of non-statutory federal programs. 

The review will be conducted by the Treasury Board, and should apply to all federal 

departments and agencies. In conducting the review, the Treasury Board should be able to 

draw on its experience managing the Program Review of the 1990s. (Department of Finance 

2003d at 7-4) In fact, the proposed process in the 2003 budget is based on the federal 

government's desire "to build on the principles that underpinned Program Review and 

incorporate them into an ongoing review process." (Department of Finance 2003d at 7-7) The 

goals of the review will be to ensure that government programs continue to be relevant, 
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effective and affordable. (Department of Finance 2003d at 7-4) To determine this, the 2003 

budget proposes five questions to guide the Treasury Board: 

• Is the program still relevant to the needs of Canadians? 

• Are the program's resources being used in the most efficient and effective way to 

deliver appropriate results? 

• Is it necessary for the federal government to operate this program, or could it be 

transferred to other levels of government, or to the private or voluntary sector? 

• Is there scope for considering more effective program structures and service delivery 

arrangements? 

• Are department and agency management practices appropriate and of sufficient 

quality? (Department of Finance 2003c at 1) 

In addition to these departmentally focused reviews, the 2003 budget also proposes that the 

Treasury Board undertake "a number of horizontal reviews, where the issues to be addressed 

cut across a number of departments," although no indication is given as to the nature of 

cross-cutting issues to be reviewed. (Department of Finance 2003d at 7-8) Based on the 

results of this review process, the federal government intends to reallocate resources from 

lower to higher priority areas. It has announced its intention to reallocate $1 billion from 

existing spending beginning in 2003-04 on a permanent annual basis. (Department of 

Finance 2003d at 7-9) 
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While it is intended to improve accountability in government expenditures rather than to 

remove barriers to sound environmental practices, and therefore represents an inherently 

single-bottom line approach, this proposed process clearly follows the structure of the 1994 

federal Task Force's framework in reviewing both discrete programs and cross-cutting 

issues. However, the Task Force proposed that individual line departments complete the 

process of reviewing discrete PPPs, while the 2003 budget proposes that a central agency, the 

Treasury Board, take on that task alongside the task of reviewing cross-cutting issues. 

Because identifying perverse requires examining their environmental impacts together with 

their effectiveness in achieving their intended policy goals, the confluence of the proposed 

processes in the 1994 framework and the 2003 budget indicates that the 2003 budget program 

review process holds promise as a significant tool for perverse subsidy evaluation and reform 

if the Treasury Board ensures that it has the necessary expertise to consider environmental 

issues concurrently with expenditure issues. 

5.8 Summary 

As this chapter has set out, the evaluation of existing subsidy policies to identify perverse 

subsidies faces both analytical and political challenges. The analytical challenges are more 

readily addressed. The 1994 federal Task Force set out an analytical approach to evaluation 

in its framework that included reviewing and evaluating sectoral policies and potential cross-

cutting measures including taxation and jurisdictional fragmentation. 
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Subsidy policies are more likely to be found to be perverse if they are aimed at recipients that 

operate in a material-intensive or energy-intensive manner, since these subsidies tend to 

discourage technological or efficiency changes that could result in large environmental 

benefits. Subsidies are also more likely to be found to be perverse if they are aimed at 

recipients that emit pollutants or deplete resources when the environment has a limited 

assimilative capacity, since these subsidies tend to support activities to which the 

environment is particularly sensitive. Third, subsidy policies are more likely to be found to 

be perverse if they are aimed at recipients that sell their products into markets with either a 

small demand elasticity and a large supply elasticity, since these subsidies tend to be 

ineffective in benefiting their intended recipients, or with large demand and supply 

elasticities, since these subsidies are only moderately effective in benefiting their intended 

recipients but also have potentially large environmental impacts. 

This chapter has also described the potential roles to be played by the Commissioner for the 

Environment and Sustainable Development is evaluating federal subsidy policies. The 

CESD, as an agency within the office of the Auditor General, has the independence to review 

how well government policies support sustainable development practices. However, although 

the list of departments and agencies subject to CESD scrutiny is significant, and includes the 

Department of Finance and the Treasury Board Secretariat, it does not include all 

government bodies. The Privy Council Office, of key importance given its role as the 

coordinating body for policy proposals to the Cabinet, is not included. Although the power of 

the CESD in this respect extends only to reporting, this function can play a useful role in 
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progress towards perverse subsidy reform. Because the CESD has the independence of the 

Office of the Auditor General, and internal access to departmental information, its capacity to 

report critically and accurately is significant, although it has no experience in designing 

practical reform strategies once perverse subsidies have been identified and evaluated. 

The CESD also reviews departmental sustainable development strategies. As envisioned by 

the CESD, the process of creating a departmental SDS envisions an evaluation of "what the 

department does and how." This step, together with the next step envisioning an assessment 

of depai linental activities in terms of sustainable development impacts, provides the potential 

basis for a formal framework of identifying existing perverse subsidies. Despite the potential 

value of the SDS process to the task of reforming perverse subsidies, implementation 

challenges relating to the manner in which departments have carried out the process exist. 

The CESD's environmental petitions process presents a mechanism for individuals and 

organizations outside of the federal government to bring the issue of perverse subsidies to the 

government's attention. This process has potential importance in conjunction with the 

findings about the recommended actions to be taken by civil society, discussed in Chapters 7 

and 8. 

The Treasury Board, as a central agency, has the jurisdiction to undertake the evaluation of 

subsidy policies across the federal government. The Treasury Board's 2001 Evaluation 

Policy, which sets out its process for PPP evaluation, takes a wider approach to identifying 
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the impacts and effects of policies than previous approaches by the Treasury Board. As a 

result, it provides a clearer basis to evaluate subsidies for environmental impacts, both direct 

and indirect. However, the responsibility of the Treasury Board is essentially limited to 

providing "warnings" to line departments if evaluations do not meet its standards. The 

Treasury Board does not have authority to overturn or end perverse subsidy programs or 

policies. 

The 2003 federal budget proposes an ongoing program review process to be headed by the 

Treasury Board, with the goal of improving accountability in government expenditures. The 

proposed review process clearly follows the structure of the 1994 federal Task Force's 

framework in reviewing both discrete PPPs and cross-cutting issues. However, the Task 

Force proposed that individual line departments complete the process of reviewing discrete 

PPPs, while the 2003 budget proposes that the Treasury Board do so. The similarity of the 

proposed processes in the 1994 framework and the 2003 budget indicates that the 2003 

budget program review process holds promise as a significant tool for perverse subsidy 

evaluation and reform. 

Although the Task Force suggests that discrete policy packages be evaluated at the 

departmental level, significant obstacles to effective evaluation at exist at this level. Line 

departments face problems of policy coordination amongst themselves. They also tend to 

view policy evaluation as a risky activity rather than a rewarding activity, as it could 

jeopardize their jurisdictional scope and budget. The literature suggests that significant 
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involvement by central agencies, such as the Treasury Board, or an arm's length agency, 

such as the CESD, is necessary to make evaluation meaningful although neither of these two 

agencies have the expertise in designing programs to ensure that the evaluation lead to 

reform. 
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CHAPTER 6. KEY INFORMANT INTERVIEW RESULTS 

This chapter sets out the findings of the key informant interviews regarding the use of SEA at 

the federal level as a tool for preventing the creation of newly proposed perverse subsidies 

and the evaluation of subsidy policies to identify existing perverse subsidies. As described 

more fully in Chapter 2, the key informant interviews were not analyzed quantitatively. 

Instead, significant themes arising from the results of the set of key informant interviews as a 

whole are presented. 

6.1 Findings related to Strategic Environmental Assessment 

Six significant findings specifically related to the use of SEA as a tool for preventing the 

creation of new perverse subsidies were identified through a process of identifying patterns 

within the data collected during the interviews, and exercising professional judgment as to 

the significance of research results. 

6. 1.1 People & Perception Issue Findings 

The first two findings from the key informant interviews can be described as relating to 

issues surrounding the perceptions and behaviour of individuals responsible for carrying out 

SEA of subsidy policies or of those with some authority over the process. 

1. A significant barrier to effective SEA at the federal level is the protection of 

depai Ijijental "turf" Federal departments and agencies inevitably compete to control 
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as wide a jurisdictional scope and as large a budget as possible. In this context, there 

is a fear within federal departments and agencies that 'forcing' environmental 

considerations on their undertakings, through SEA, will indirectly give central 

government agencies and environmental departments and agencies (such as 

Environment Canada or CEAA) more jurisdiction at a cost to them. Key informants 

unanimously agreed that this represented a very significant barrier to effective SEA 

practice at the federal level, and to the reform of perverse subsidies more generally. 

Key informants were also unanimous in stating that no simple solutions were 

apparent. 

2. A second barrier to effective SEA at the federal level identified by key informants is 

the lack of training and awareness of environmental issues by individuals making 

decisions with potential impacts on the environment. This was identified as a 

particular issue for those making decisions about policies identified above as 

Bridgewater' s Category II policies (those policies with effects not directly related to 

the environment, but that may affect the environment indirectly through socio-

economic primary impact). 

6.1.2 Practical Approach Findings 

The second two findings regarding SEA from the key informant interviews involve practical 

suggestions for improvement, through institutional reform or revision of SEA guidelines. 
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3. A practical suggestion made by key informants towards improving the effectiveness 

of SEA is the use of an "SEA champion" or crusader to push the issue. According to 

the key informants who made this suggestion, the pace of implementation of SEA is 

slow because it needs an individual to act as a driver to keep the issue on the agenda. 

The difficulty in establishing an SEA champion, either government-wide or 

departmentally, is finding an individual with both sufficient interest in the issue to be 

diligent and sufficient authority to be effective. Several key informants suggested that 

ideally the champion would be a Cabinet Minister, although such an individual would 

have to take up the task voluntarily, rather than be appointed to it. 

4. In the particular case of the SEA of proposed subsidy policies to identify perverse 

subsidies, a consistent theme arising from the key informant interviews was that 

social impacts must be considered alongside environmental impacts. Because 

perverse subsidy policies, as Bridgewater's Category II policies, have effects not 

directly related to the environment, but that may affect the environment indirectly 

through socio-economic primary impact, the SEA process must be broad enough to 

accommodate this. Well-trained and environmentally aware individuals may 

recognize the indirect environmental impacts arising through socio-economic impacts 

in subsidy policies, they may not be apparent. However, given that many senior 

decision-makers lack environmental training and awareness, as discussed above, the 

requirement to assess indirect environmental impacts through direct socio-economic 

impacts should be explicit. The Cabinet Directive does mention that SEA should 
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include an assessment of potential indirect environmental impacts, but provides no 

further guidance as to potential linkages between socio-economic impacts and 

environmental impacts and methodological approaches to assessing such impacts. 

6.1.3 Political Issue Findings 

The final two findings regarding SEA from the key informant interviews relate to the 

inherent limitations of SEA as a tool for perverse subsidy reform. 

5. Most key informants did not comment specifically on the level of awareness by 

government officials as to the existence of perverse subsidies in the federal system, 

other than to state their belief that recognition of the existence of perverse subsidies 

generally was widespread, and so it should be expected that government officials 

were also aware of the situation. Two key informants, however, stated that they had 

had direct conversations with federal government officials from Environment Canada 

who agreed that perverse subsidies were a significant issue, but that reform was not 

on the agenda, and was not likely to be in the foreseeable future, in their opinions. 

This is because of the opposition to subsidy reform from current recipients of 

perverse subsidies from the federal government. All key informants agreed that 

although an effective SEA process should help to identify perverse subsidies within 

the system, it is only a part of the puzzle of perverse subsidy reform. Subsidy reform 

must include more overtly political considerations. 
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6. The final finding from the key informant interviews related to the SEA of perverse 

subsidies was that efforts at the effective SEA of proposed policies to avoid 

establishing new perverse subsidies were likely to be more effective than efforts to 

remove already existing subsidies. Key informants primarily agreed that we should 

learn how to strategically assess new policy initiatives, rather than dwell on how to 

reform existing perverse subsidies. This is because of the political barriers to reform, 

discussed in Chapter 7. Although Chapter 5 discusses the potential for reforming 

existing perverse subsidies, this finding emphasizes the importance of an effective 

SEA process. 

6.2 Findings related to the Evaluation of Existing Subsidy Policies 

Five significant findings specifically related to the evaluation of existing subsidy policies 

were identified through the same process of identifying patterns within the data collected 

during the interviews, and exercising professional judgment as to the significance of research 

results. 

6.2.1 Agency-specific Findings 

The first two findings regarding evaluation of subsidies from the key informant interviews 

relate directly to specific agencies relevant to the issues. 

7. The Commissioner for the Environment and Sustainable Development has significant 

potential to contribute to the evaluation of subsidy policies leading to perverse 
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subsidy reform. This is because of its independence and authority as an agency within 

the Auditor General's office. Although key informants identified this aspect of the 

CESD's character as important in providing it with the independence and credibility 

to actively evaluate existing subsidy policies, the relationship of the CESD with the 

Auditor General is also its weakness. Although it is well placed to evaluate subsidy 

policies and has the independence to identify perverse subsidies without facing the 

political or 'turf risks other government bodies may face, it has no formal power or 

expertise to do more than evaluate and make recommendations. It is not well placed 

to develop strategies to reform subsidies it has identified as perverse. 

8. Key informants stated that there was not a high level of recognition within the 

Department of Finance of any need for further action. Rather, the prevailing belief 

within the Department of Finance was that the Program Review process of the 1990s 

and the steps taken immediately following the final report of the 1994 federal Task 

Force, including the preparation of the Level Playing Field study, effectively dealt 

with existing perverse subsidies within the federal system. These key informants 

argued that the cooperation of the Department of Finance is crucial to reforming 

subsidies. This finding contrasts with the statements by key informants set out in 

Chapter 4 that officials at Environment Canada, in particular, were in agreement that 

perverse subsidies continue to exist in the federal system. One of the key informants 

who identified the lack of recognition of the issue by the Department of Finance 

suggested that an appropriate approach to this situation would be to highlight the 
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economic impacts of subsidies in the context of prominent issues, to engage the 

attention of the Department. By taking an issues-based approach, connections 

between financing one department's activity and costs created for another department 

might be made clearer. A perhaps obvious example provided by one key informant 

was to highlight to the Department the conflicting costs incurred in the subsidization 

of oil sands development through deferred taxation while implementing policies to 

meet the goals of the Kyoto Protocol to the UNF CCC. Mobilizing the Department of 

Finance to carefully evaluate spending policies to identify existing perverse subsidies 

should reduce the lack of policy coherence leading to perverse subsidies, as discussed 

at section 5.5. 

6.2.2 People and Perception Issue Findings 

The final three findings from the key informant interviews regarding the evaluation of 

subsidy policies relate to the perceptions and actions of individuals or groups responsible for 

carrying out evaluation of existing subsidy policies or with some potential involvement in the 

process. 

9. Bureaucrats within line departments or agencies of government have no motivation to 

reform subsidies created by their own depat tiiient or agency. Rather, they are more 

likely to feel pressure to defend their policies against perceived outside threats from 

central agencies and third parties. This is essentially the same barrier posed by the 

issue of departmental turf protection set out in the key informant findings related to 
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SEA in Chapter 4. An effective system to evaluate existing subsidy policies should 

include some manner of motivation for officials in line departments to scrutinize their 

own policies. It should also make use of central agencies or other independent 

structures to undertake or supervise the evaluation process. Key informants were in 

substantial agreement about the lack of motivation for bureaucrats to reform their 

own policies as a barrier to more effective evaluation of subsidy policies. Bureaucrats 

are rewarded for avoiding controversy, not coming up with good ideas. In the context 

of SEAs, as mentioned above, key informants suggested that legislating the federal 

SEA requirement, perhaps within the existing Canadian Environmental Assessment 

Act, would be a useful step. In the context of the evaluation of existing subsidies, key 

informants stated that the most important factor in creating motivation within the 

bureaucracy for identifying perverse subsidies is clear direction from senior political 

decision-makers. In particular, direction from ministers heading line departments is 

necessary to motivate the bureaucracy, and to provide clear assurances to the 

bureaucracy that such actions will not be penalized. 

10. The inertia of government is significant and action is not taken at the political level 

unless there is an overriding reason for doing so. In the context of the evaluation of 

subsidy policies, despite the economic and environmental benefits available from 

identifying and reforming perverse subsidies, the overriding reason for creating a 

more rigourous and effective evaluation process is likely to be public pressure to do 

so. In other words, the incentive to identify perverse subsidy policies is more likely to 
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come from political pressure than from critical analysis. Because of the concentrated 

opposition to and diffuse benefits of reform, discussed above, political decision 

makers are more likely to yield to pressure to take action than to attempt to sell the 

benefits of reform. 

11. Civil society has two roles to play in improving the process of evaluating existing 

subsidy policies. First, civil society could work to create the pressure for political 

decision-makers to take action towards identifying and reforming perverse subsidies. 

This requires inundating the public with information about perverse subsidies, with 

the goal of creating public opinion broadly in favour of reform. Key informants stated 

that the concept of perverse subsidies was sufficiently abstract that public awareness 

would be more effectively built using practical issue-based examples, echoing the key 

informant suggestions regarding the Department of Finance, above. Second, civil 

society could evaluate and scrutinize federal government subsidy policies from the 

outside without federal government involvement. This evaluation work would 

provide it with the evidence to engage in direct advocacy for perverse subsidy reform. 

In advocating for the reform of specific perverse subsidies identified, an NGO should 

ask: "Out of whose mouth would this be most credible?" 
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CHAPTER 7. REFORMING IDENTIFIED PERVERSE SUBSIDIES 

This chapter sets out the results of the research, both through the literature review and key 

informant interviews regarding necessary considerations for reforming perverse subsidies 

aside from effective SEA and policy evaluation. These findings are presented in terms of 

perverse subsidy reform barriers and driving forces. They relate broadly to the third of the 

three necessary steps identified in the framework, the determination of which perverse 

subsidies to reform, although they discuss more direct and active steps towards perverse 

subsidy reform than does the framework, and therefore do not fit cleanly within the its 

structure. Although the discussion of these driving forces and barriers does not fit cleanly 

within the framework, a research finding arising from both the literature review and the key 

informant interviews is that identifying and developing and implementing politically realistic 

strategies is as much a challenge to the process of subsidy reform as is the analysis of policy. 

(e.g.Barg 1996 at 38) 

7.1 Barriers to Perverse Subsidy Reform 

Barriers are conditions that adversely affect the effectiveness of environmentally motivated 

reforms. Significant barriers exist to removing or reforming perverse subsidies. (Kirkland 

and Thompson 2002 at 60) Although challenges to effective analysis of perverse subsidies 

exist, "{i]n short, we already have a good deal of information about their existence and their 
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effects, but we find it very difficult to actually get rid of the most problematic subsidies." 

(Barg 1996 at 23) Four key barriers to subsidy reform are: 

1. resistance to reform by subsidy recipients, 

2. equity concerns over the distributional consequences, 

3. uncertainty about results, and 

4. concerns over international competitiveness. 

Each of these barriers is described below. 

7.1.1 Resistance to reform by subsidy recipients 

Opposition to subsidy reform from stakeholders "is usually the single most important barrier 

to reform." (Moor and Calamai 1997 at 53) Defensive coalitions of recipients and 

beneficiaries of subsidies are often very effective in mobilizing support, usually arguing that 

specific objectives dear to the hearts of electors would suffer from the removal of subsidies. 

These arguments can often turn public and political opinion against subsidy reform. (Moor 

1997 at 7.3) Both the literature review and the key informant interviews revealed this issue as 

the primary barrier to reform. Subsidy stakeholders motivate politicians to create or maintain 

subsidies rather than dismantle them. 

One approach to classifying different policy responses to issues is through the degree of 

coercion associated with each policy response. Doern has argued that "politicians (especially 

the collective cabinet) have a strong tendency to respond to policy issues (any issue) by 

moving successively from the least coercive to the most coercive" approach. (Do em and 
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Wilson 1974 at 339) Although this hypothesis cannot be easily tested and is only a general 

rule (Do em and Phidd 1992 at 109), it "has proven to be a powerful predictor of government 

behaviour." (Hoberg and Harrison 1994 at 120) In many cases, policy instruments are not 

easily interchangeable. "Constitutional limits, legal constraints on instrument choice by 

federal departments and agencies, past policy choices, ideology and budgetary constraints are 

all factors that restrict the range of policy instruments available to the decision-maker." 

(Hoberg and Harrison 1994 at 120) As a result, Doern's rule of policy instrument choice 

must be applied within the context of the political issue under consideration. In the area of 

perverse subsidies, the vested interests of subsidy recipients will have a significant impact on 

government subsidy policy. 

Within the complex array of interacting factors and influences in the process of policy 

development and implementation, it is a fair assumption that politicians are instrumental in 

establishing the content of policies, and that the main concern of politicians is "to be elected 

(or re-elected) as members of a government in power and to obtain offices of ever-increasing 

power and authority in that government." (Hartle 1988 at 49) It is this political motivation 

that provides interest groups, such as the recipients or potential recipients of subsidies, with 

their leverage. They are often effective because of the distribution of costs and benefits 

associated with implementing public policy. Policies with "diffuse beneficiaries and 

concentrated victims tend to elicit very different politics than those where, for instance, both 

'winners' and 'losers' are concentrated." (Hoberg and Harrison 1994 at 121) 
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The same logic applies to policies with diffuse victims and concentrated beneficiaries, as is 

typically the case with subsidy policies. This is because individuals who are less directly, or 

diffusely, affected by policies are less likely to organize to lobby for or against those policies. 

As a result, because governments are motivated to claim credit and avoid blame from voters, 

they tend to "pursue policy objectives through reliance on instruments that confer 

concentrated benefits, while resisting those with concentrated costs." (Hoberg and Harrison 

1994 at 121) 

As set out in Chapter 3, subsidy policies are directed towards specific sectors or individuals. 

At the same time, the economic, environmental and social costs of subsidies are distributed 

across the total population of taxpayers. Because of this difference in group size, the 

economic benefits of a subsidy to each of its recipients will tend to be greater and more 

visible than the costs of the subsidy to the taxpaying population. The costs of subsidy reform 

are significant and concentrated in subsidy recipients, while the benefits of reform in the 

shape of increased public funds available for other priorities are diffused amongst all 

taxpayers. Benefits are focused, while costs are dispersed. These economic benefits provide 

recipients and potential recipients of subsidies with a natural incentive to lobby for subsidies. 

Because of the distribution of costs and benefits, these stakeholders tend to be more 

motivated to defend subsidies than the taxpaying public is in opposing them. 

Compounding the political barrier posed by stakeholder resistance is the reality that often 

both stakeholders and subsidy-providing governments prefer less visible subsidies, such as 
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the forms of virtual subsidy discussed in the previous chapter. Stakeholders like these types 

of subsidy because they are often overlooked during periods of budget cutting by 

government. Governments prefer them because they allow government to gain the support of. 

subsidy recipients, while minimizing the visibility of the costs of doing so. (Moor 2001 at 19) 

7.1.2 Equity concerns over the distributional consequences 

The political barrier posed by stakeholders mobilizing to seek or protect subsidies is closely 

related to a barrier posed by the patterns in the economy created by subsidies. When a 

subsidy is in place for a long period of time, "public support is considered to be a structural 

phenomenon and the change in behaviour [of recipients] will also be structural." (Moor 2001 

at 19) When subsidies create and reinforce entitlements, they often get capitalized into assets 

and may create legitimate claims by recipients. Beneficiaries will have based economic 

decisions on support policies and may have grown dependent on them. For instance, 

production-related agricultural subsidies usually get capitalized in land values, so that 

removing them may cause land values to drop dramatically. (Moor 1997 at 7.3) 

7.1.3 Uncertainty about results 

Although there is broad agreement about the perverse nature of some subsidies, "there is 

uncertainty about how reduction of perverse subsidies, however rational in principle, will 

work out in nitty-gritty practice." (Myers and, Kent 1998 at 147) Uncertainty in political 

systems creates a bias for the status quo. Even those who could benefit from policy reform 
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"may prefer the certainty of the present to the uncertainty of the future. Uncertainty about the 

benefits may also cause some countries to await international action before implementing 

reform at home." (Moor and Calamai 1997 at 54) 

7.1.4 Concerns over international competitiveness 

One particular area of uncertainty creating a barrier is the level of concern about the impacts 

of subsidy reform on international competitiveness. "Countries may be reluctant to act 

unilaterally and risk losing relative competitiveness internationally." (Moor 54) Moreover, 

while individual jurisdictions are reluctant to start subsidy reform unilaterally, concurrent 

reform of subsidies on a global scale would require a long-term commitment and effort to 

achieve. (Moor 2001 at 20) 

To overcome the resistance to initiating subsidy reform caused by these barriers, as is more 

fully discussed in the concluding chapter, vested interests in favour of reform must mobilize 

to counter the vested interests in favour of the status quo. Also, careful attention must be paid 

to the manner in which reform is implemented, so as to minimize the impacts on subsidy 

recipients. 

7.2 The Double Dividend Hypothesis 

The literature on perverse subsidies points to the so-called 'double dividend' yielded by 

perverse subsidy reform as the fundamental argument for the benefits of reform. (e.g. Runge 
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1996 at 152) The double dividend idea is quite simple: in addition to the dividend of reduced 

environmental damages, the removal of a perverse subsidy could yield a second dividend of 

in the form of fiscal savings, which in turn could be used more effectively by government. 

(Metcalf 2000) The double dividend hypothesis as it relates to subsidy reform can be 

demonstrated by setting out four related environment and economic benefits of reform: 

• the reduction of environmental damages; 

• the reduction of financial burdens, resulting in corresponding additional resources; 

• the removal of economic distortions to correct market imperfections, resulting in 

improved economic efficiency and growth; and 

• the achievement of a more equitable income distribution. (Moor Chapter 1) 

Much of the literature surrounding the double dividend hypothesis discusses it in the context 

of green taxation reform. In this context, expert opinion regarding the validity of the double 

dividend hypothesis is mixed. (e.g. Mooij 2000) 

Although the double dividend hypothesis in the context of subsidy reform is widely 

acknowledged as valid, the process of subsidy reform must be carefully managed to reap the 

potential economic benefits and get a true double dividend. (Runge 1996 at 152) Also, 

despite the intellectual persuasiveness of the double dividend hypothesis, it remains a 

technical argument unable to overcome the barriers discussed above in its abstract form. To 

effect real subsidy reform or removal in a political system, the double dividend hypothesis 

must be translated into more immediate political driving forces. 
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7.3 Driving Forces for Perverse Subsidy Reform 

"Driving forces are those factors that tend to cause ... senior managers to make 

improvements in environmental management." (Kirkland and Thompson 2002 at 43) Senior 

managers in the public sector include both individuals in elected office (politicians) and 

senior employees of the federal public service (senior bureaucrats). Analysis of driving 

forces for reform is important for the following reasons: 

• it helps to convince senior managers to commit to the process of identifying and 

reforming perverse subsidies by identifying benefits, 

• it helps to identify those benefits, and 

• it leads to the reform of subsidy policies in a manner that responds to all existing driving 

forces, so as to obtain optimum possible benefits from reform. (Kirkland and Thompson 

2002 at 43) 

Driving forces for reform operate frOm inside government and outside government. The 

"relative importance of each driving force changes with the circumstances and over time. 

Therefore, an important part of the identification and analysis of the driving forces is not only 

an attempt to determine which factors are important right now but which forces are becoming 

important or are likely to become more important in the next two to five years." (Kirkland 

and Thompson 2002 at 45) Six key driving forces for subsidy reform identified in the 

literature review and key informant interviews are: 

1. environmental non-governmental organizations and civil society, 

2. fiscally conservative non-governmental organizations, 
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3. corporate and business organizations, 

4. quasi-official expert opinion organisations, 

5. political climate for fiscal responsibility, and 

6. international obligations. 

Each of these driving forces is described below. 

7.3.1 Environmental non-governmental organizations and civil society 

Key informants, echoing the literature, unanimously stated that perverse subsidy reform 

would only come about if sufficient political motivation were created to support the 

economic and environmental arguments in favour of reform. Political motivation to reform 

perverse subsidies is created through public demands for action by political leaders. The first 

three driving forces set out elements of society identified by the research that can play a role 

in motivating political leaders to reform perverse subsidies. 

Civil society has a key role to play in making these demands and motivating the wider public 

to demand reform. Environmental NGOs, and those interested in environmental 

improvements generally, will be in favour of subsidy reform or removal on environmental 

grounds - the first of the dividends set out by the double dividend hypothesis. Some notable 

actions have been taken by environmental NGOs in Canada. The Pembina Institute for 

Appropriate Development, an Alberta-based independent think-tank and NGO, together with 

Mining Watch Canada, a coalition of environmental and social NGOs from across Canada, 
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released a report entitled Looking Beneath the Surface: An Assessment of the Value ofPublic 

Support for the Metal Mining Industry in Canada in October, 2002. (Winfield et al. 2002) 

The report argues that the mining industry in Canada is a "perfect case study in 

environmentally perverse subsidies because it is a big polluter that receives encouragement 

from government through tax incentives and other spending." (Mittelstaedt 2002 at A8) 

Similarly, the World Resources Institute, although an American-based NGO, has released a 

report as a part of its 'Forest, Frontiers Initiative' outlining the role Canadian perverse 

subsidies to the forest industry play in accelerating forest loss. (Sizer 2000) 

The International Institute for Sustainable Development (IISD), a Winnipeg-based NGO, has 

advocated "green budget reform" generally, including the reform or removal of perverse 

subsidies. Most notably, the IISD published Green Budget Reform. An International 

Casebook ofLeading Practices in 1995. (Gale et al. 1995) Because the IISD is independently 

funded, it has been categorized here as an environmental NGO driving force, rather than as 

an expert opinion driving force, as set out below. However, the IISD's efforts are probably 

best considered as fitting within both of these categories. Its contributions to the reform of 

perverse subsidies have been through the provision of expert analysis rather than through 

more active efforts at public advocacy. Also, although the IISD is based in Canada, its 

analysis of perverse subsidies, and green budget reform generally, is global in focus. 

The Green Budget Coalition was established in Canada in 1999 as an alliance of 16 

environmental and conservation groups, including the Canadian Environmental Law 
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Association, the Canadian Nature Federation, the Canadian Parks and Wilderness Society, 

the Miistakis Institute for the Rockies, Nature Conservancy of Canada, and the Sierra Legal 

Defence Fund. The objective of the Green Budget Coalition is to advocate policy measures, 

particularly involving the annual federal budget, to move towards a more environmentally 

sustainable economy. (Green Budget Coalition 2002) The coalition has made the reform of 

perverse subsidies a key issue to advocate for. 

7.3.2 Fiscally conservative non-governmental organizations 

NGOs interested in promoting a fiscally conservative agenda are in favour of perverse 

subsidy reform on economic grounds - the second of the dividends set out by the double 

dividend hypothesis. A review of the websites of Canadian fiscally conservative 

organizations (the Fraser Institute, the Atlantic Institute for Market Studies, the Canadian 

Chamber of Commerce, and the Canadian Federation of Independent Businesses), identified 

in part through the key informant interviews, resulted in a finding that subsidy reform is not 

on the agenda for these organizations in Canada. Key informants associated with some of 

these organizations stated that while subsidy reform was within the scope of interests of their 

organizations, it was not currently an area of program activity. Fiscally conservative NGOs 

in the United States appear to have been more active in advocating for perverse subsidy 

reform. The Cato Institute, a major American think tank with a fiscally and politically 

conservative ideology, actively advocates subsidy reform. (Taylor 1994) 
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Participation by fiscally conservative NGOs is particularly important as a driving force, 

given the OECD 's belief that "[i]t is unlikely that environmental concerns will have much 

influence in the short term on the trend towards subsidy reform, which is already underway 

in many OECD Member countries for economic reasons." (OECD 1997 at 18) Because of 

the concurrent environmental and economic benefits to be gained from perverse subsidy 

reform, an unlikely intersection of interests and agreement between environmental NGOs and 

fiscally conservative NGOs can be found. 

A notable American campaign against perverse subsidies involves just such an intersection. 

The Green Scissors report (Friends of the Earth, Taxpayers for Common Sense, and U.S. 

Public Interest Research Group 2001), published annually by a coalition of 24 NGOs led by 

Friends of the Earth, Taxpayers for Common Sense and the U.S. Public Interest Research 

Group, identifies American perverse subsidy policies. Although the coalition is composed 

primarily of environmentally focused NGOs, it also includes consumer advocacy and 

"budget watchdog" NGOs that are best categorized as fiscally conservative organizations as 

discussed below. The 2001 report identifies 74 subsidy programs, including from the 

agriculture, energy, water and transportation sectors, that "if cut, would save taxpayers more 

than $55 billion and protect [the] environment." (Friends of the Earth, Taxpayers for 

Common Sense, and U.S. Public Interest Research Group 2001 at 1) The Green Scissors 

coalition claims to have helped cut US$24 billion worth of perverse subsidies in the period 

from 1995 to 2001. (Friends of the Earth, Taxpayers for Common Sense, and U.S. Public 

Interest Research Group 2001 at 1) 
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7.3.3 Corporate and business organizations 

Aside from issue-oriented NGOs, there also exists industry organizations with an interest in 

reforming perverse subsidies. The largest and most well-known and reputable of these 

orgnanizations is the World Business Council for Sustainable Development (WBCSD), a 

coalition of 160 international companies with "a shared commitment to sustainable 

development via the three pillars of economic growth, ecological balance and social 

progress." (Holliday, Schmidheiny, and Watts 2002 on overleaf) Members include 

significantly large multinational corporations such as AOL Time Warner, Bayer, BP, Coca-

Cola, and Dow Chemical. (Holliday, Schmidheiny, and Watts 2002 on overleaf) The 

WBCSD believes that business should "contribute and play a role in building a free and 

equitable international market - a market in which trade is not distorted by subsidies, tariffs, 

and non-tariff barriers." ((Holliday, Schmidheiny, and Watts 2002 at 40) The WBCSD 

advocates the reform of perverse subsidies as disruptive to international trade and inhibitive 

to the marketplace's ability to ensure efficient use and distribution of goods. (Holliday, 

Schmidheiny, and Watts 2002 at 54) Given the considerable credibility and influence of the 

membership of the WBCSD, its advocacy efforts could be an important driving force for 

reform. 
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7.3.4 Quasi-official expert opinion organisations 

Another loosely composed interest group pressing for perverse subsidy reform, both at the 

Canadian government level and globally, is made up of economic and environmental policy 

experts. Although the identification of this group may be seen as somewhat simplistic, given 

the discussion in previous chapters of this report regarding the recognition of the problem of 

perverse subsidies in the expert literature, this interest group has demonstrated its ability to 

act as a driving force. The most visible examples of expert opinion acting as driving forces 

for subsidy reform are found with publicly supported national and international 

organizations. 

Internationally, the United Nations Environment Programme (UNEP), the United Nations 

Development Programme (UNDP) and the OECD have all advocated for subsidy reform 

through the publication of expert literature on the impacts of perverse subsidies and strategies 

for reform, and through the organization of expert conferences focused on subsidy reform. 

(UNDP 2002; Panayotou and UNEP 1998; OECD 1997) The OECD has been particularly 

active in this regard. In February 1996, Environment Ministers from OECD nations 

supported a 1995 request by the G-7 Environment Ministers that the OECD undertake a 

"wide-ranging study of the effects of subsidies and tax disincentives to sound environmental 

practices in various economic sectors and the costs and benefits of their elimination or 

reform." (OECD 1998 at 3) 
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At the national level, the National Round Table on the Environment and Economy (NRTEE), 

a government-funded expert body, has been an active driving force for reform. The NRTEE 

was created to "play the role of catalyst in identifying, 
explaining and promoting, in all sectors of Canadian society 
and in all regions of Canada, principles and practices of 
sustainable development." Specifically, the agency identifies 
issues that have both environmental and economic 
implications, explores these implications, and attempts to 
identify actions that will balance economic prosperity with 
environmental preservation. (National Round Table on the 
Environment and the Economy (Canada) 2002 at i) 

The NRTEE has an active "Ecological Fiscal Reform" programme, through which it provides 

expert analysis and advice to government, pursuant to its mandate, on a variety of issues 

regarding the integration of environmental and economic issues in public decision making. 

(NRTEE 2002 at i) As a part of this programme, the NRTEE has advocated for subsidy 

reform. (e.g. NRTEE 2002 at 13) 

7.3.5 Political climate for fiscal responsibility 

In 1996, Runge and Jones pointed to "a preoccupation in many OECD capitals about the size 

of public deficits and public debts." (Runge and Jones 1996 at 11-12) Such a preoccupation, 

they observed, should help to create the political capital necessary for subsidy removal, and 

therefore act as a driving force for perverse subsidy reform. In the Canadian context, this 

observation may be somewhat less validtoday than in 1996. In the 2001-02 fiscal year, the 

federal government recorded a budgetary surplus of $8.9 billion. (Department of Finance 

2003a) Although a public debt of $536.5 billion remains outstanding, this has been reduced 
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from its peak of $583.2 billion in 1996-97. (Department of Finance 2003a) As a result, the 

public demand in Canada for reductions in public spending levels may be less than it was the 

late 1990s. (Hale 2001 at 36) Despite the weaker public demands for reduced public 

spending today than in the late 1990s in Canada, the observation by Runge and Ford points 

towards an important driving force: timing is important in the process of economic reform for 

environmental purposes. (IISD 1994 at 4) 

7.3.6 International obligations 

Although many of the policy reasons for subsidy reform have a domestic basis, the federal 

government of Canada has international obligations that also act as important driving forces 

for subsidy reform. Most important are the multilateral and bilateral international trade 

agreements to which Canada is a party. These agreements are intended to reduce the 

politically constructed economic barriers to trade, including domestic subsidy policies. 

Beyond the advocacy of international agencies, discussed above at section 7.3.3, the active 

cooperation of nations at the international level is generally recognized as an important 

component of strategies aimed at environmental improvement and sustainable development. 

Nations are linked together in a complex web of investments, 
materials, communications, travel and trade. Even internal 
policies of a nation can have profound impacts on the 
environment of its neighbours or even the world, so greater 
international cooperation is essential for solving the various 
interconnected problems facing the world community. 
(McNeely 1990 at 106) 
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Multilateral Environmental Agreements 

Since the 1972 United Nations Conference on the Human Environment, many international 

environmental agreements have been concluded. In 2000, the United Nations Environment 

Programme (UNEP) and the International Institute for Sustainable Development (IISD) 

counted more than 200 multilateral environmental agreements (MEAs), many of which 

include Canada. (UNEP and IISD 2000 at 11) It is beyond the scope of this project to 

examine each of these agreements. However, the UNEP and the IISD have concluded that 

very few of these MEAs actually regulate trade or contain trade provisions. As a result, very 

few are likely to exert any direct impact on domestic subsidy policy processes. (United 

Nations Environment Programme and International Institute for Sustainable Development 

2000 at 12) 

Of the seven or eight key MEAs with trade provisions (UNEP AND IISD 2000 at 12), the 

one with the greatest potential for economic impacts at the domestic level is the Framework 

Convention on Climate Change (UNFCCC), adopted in 1992, and given more concrete 

particulars in 1997 through the Kyoto Protocol. Canada ratified the Kyoto Protocol to the 

FCCC on December 16, 2002. The literature surrounding the potential impacts of the FCCC 

and Kyoto Protocol to the Canadian economy is wide ranging, contradictory and highly 

politicized. However, two basic observations can be made regarding the FCCC and Kyoto 

Protocol: 
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1. The agreements attempt to reduce a form of pollution (greenhouse gases, including 

CO2) that is a primary by-product of major industries, including the energy industry 

in particular; and 

2. They attempt to do so in part through the creation of a market in greenhouse gas 

reductions, through the flexibility mechanisms of the Kyoto Protocol. 

From these two observations, it is clear that the agreements represent a strong and explicit 

nexus between environmental damage and economic costs. This relationship in a MBA 

provides the basic preconditions for fiscal policy reform based on environmental 

considerations. As a result, the Kyoto Protocol has the potential to act as a significant driving 

force for subsidy reform. 

The importance of reforming perverse subsidies is explicitly recognized at Article 2, Section 

1(a)(v) of the Protocol, which states that each Party to Annex I of the FCC (essentially, the 

OECD countries plus the countries of eastern Europe, including the Russia), in achieving its 

quantified emission limitation and reduction commitments, shall progressively reduce or 

phase out "market imperfections, fiscal incentives, tax and duty exemptions and subsidies in 

all greenhouse gas emitting sectors that run counter to the objective of the Convention and 

application of market instruments." (United Nations 1997, Article 2) 

Although the policy specifics of the Canadian approach to meeting Kyoto obligations have 

not been finalized at the time of completion of this project, it is clear that the FCCC and 
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Kyoto Protocol have the significant potential to be driving forces for the reform of perverse 

subsidies. Charles Caccia, the Liberal Member of Parliament for Davenport, argued on 

October 28, 2002 in Parliament that 

the oil sands industry enjoys generous tax concessions 
amounting to hundreds of millions of dollars. In other words, 
our tax system presently increases the production of 
greenhouse gas emissions and the depletion of water which in 
turn disturbs habitat. Handouts of this magnitude are in conflict 
with a free enterprise economy and with Canada's efforts to 
reach the Kyoto goal. (Caccia 2002) 

Multilateral Trade Agreements 

International efforts at economic cooperation most relevant to the case of perverse subsidies 

are the trade agreements overseen by the World Trade Organisation (WTO). The World 

Trade Organization came into force on January 1, 1995, and replaced the General Agreement 

on Tariffs and Trade. The basic directions for this international trade regime are: 

• developing requirements to lower and eliminate tariffs; and 

• creating obligations to prevent or eliminate other types of impediments or barriers to 

trade (non-tariff) barriers. (IJNEP and IISD 2000 at 21) 

Within the WTO, numerous councils and committees exist to administer the group of 

agreements that provide the rules for international trade. These agreements are intended to 

reduce the politically constructed economic barriers to trade, including domestic subsidy 

policies. As a result, government trade ministries, including Canada's, are officially obliged 

to "seek changes in subsidy regimes." (Barg 1996 at 37) 
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Trade provisions under the WTO regime, to date, have not had a significant effect on 

domestic perverse subsidies. "[I]t remains to be seen whether the WTO can play a major role 

in dismantling perverse subsidies." (UNEP and IISD 2000 at 50) However, some scope does 

exist for the contribution of multilateral trade agreements under the WTO regime to subsidy 

reform. In part, domestic governments, including the Canadian government, may be 

motivated to participate in subsidy reform measures through international trade agreements 

because they "find it politically safer to have their hands tied by an external authority than to 

directly resist internal pressures on budgetary resources." (Steenblik 1998a at 9) 

Of particular relevance to the reform of perverse subsidies is the Agreement on Subsidies and 

Countervailing Measures (SCM). Under the SCM, a subsidy is deemed to exist when "a 

benefit is conferred on an industry as a result of a government, or a public body acting on its 

behalf, transferring to it funds, foregoing revenues, providing it with goods or services (other 

than general infrastructure), or price support." (Steenblik 1998b at 12) As is the case with 

this project, the SCM excludes the concept of 'virtual' subsidies (externalities), and 

recognizes a narrower definition of the concept. Subsidies recognized by the SCM are 

classified into one of three categories: prohibited, actionable or non-actionable. 

Prohibited subsidies under the SCM are subsidies that are specifically designed to distort 

international trade, and are therefore likely to hurt other countries' trade. They include export 

subsidies and subsidies contingent on the use of domestic over imported goods. Prohibited 
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subsidies can generally be classified as "Output" subsidies in the subsidy classification 

scheme set out in Table 3.1 of Chapter 3. If a member country to the SCM is found to be 

granting or maintaining a prohibited subsidy, it must withdraw it without delay or be subject 

to trade countermeasures. (World Trade Organization Part 2) 

Actionable subsidies are those that fall within the definition of subsidy under the SCM, do 

not classify as prohibited or non-actionable subsidies, and are shown to have an adverse 

effect on a complaining country's economic interests. This category is wide, and covers 

direct forgiveness of debt and operating losses other than one-time measures to a particular 

enterprise "which are non-recurrent and cannot be repeated ... and which are given merely to 

provide time for the development of long-term solutions and to avoid acute social problems." 

(World Trade Organization Article 6.1(c)) Actionable subsidies can generally be classified as 

"Input" subsidies in the subsidy classification scheme set out in Table 3.1 of Chapter 3. 

Establishing the existence of an actionable subsidy under the SCM is more difficult, as it 

requires establishing an adverse effect to a complaining country, rather than the simple 

existence of the subsidy. Once an actionable subsidy is found to exist, the offending country 

must remove it or remove its adverse effect, or be subject to trade countermeasures. (World 

Trade Organization Part 3) 

Non-actionable subsidies are either non-specific subsidies (not limited to a particular 

enterprise or industry) or specific subsidies for certain kinds of research & development 

activity, assistance to disadvantaged regions, and assistance to help firms adapt to new 
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environmental laws or regulations. Non-actionable subsidies are not subject to countervailing 

action, though other remedies are available to a member country to the SCM if it can prove 

that a non-actionable subsidy by another member country results in "serious adverse effects" 

to its own domestic industry, "such as to cause damage which would be difficult to repair." 

(World Trade Organization Chapter 4, Article 9.) 

Another mechanism that can act as a driving force for subsidy reform is available under the 

SCM: the notification provisions found in Part 7 of the agreement. Under Article 25, member 

countries must provide notification of any subsidy (as defined by the SCM). The notification 

must include the form of the subsidy, its amount, its policy objective or purpose, its duration 

and statistical data permitting other member countries to assess its trade effects. To 

encourage full disclosure, Article 25.7 states "notification of a measure does not prejudge 

either its legal status under GAIT 1994 and this Agreement, the effects under this 

Agreement; or the nature of the measure itself." (World Trade Organization Article 25.7) 

Article 26 provides for regular surveillance of notifications by a WTO committee. Perhaps 

even more significant in terms of the potential for subsidy reform, however, are the 

provisions of Articles 25.8 to 25.10. These articles provide that any member country, at any 

time, may make a written request for information on the nature and extent of any subsidy 

granted or maintained by another member, or for an explanation of the reasons why a specific 

measure has not been notified. (World Trade Organization Articles 25.8-25.10) 
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There is a widely held view that compliance with the notification process has not been fully 

adequate in terms both of the number and content of notifications. (Steenblik 1998b at 14) 

However, some additional disclosures have occurred as a result of the request for information 

provisions of Articles 25.8 to 25.10, and "the list of notifications received by the WTO 

continues to increase." (Steenblik 1998b at 14) 

Despite the existence of an apparently clear and formal mechanism for the reform of certain 

subsidies with implications for international trade, progress towards reform pursuant to the 

SCM has been "a slow, painstaking process." (Steenblik 1998b at 31) Any progress to be 

made pursuant to the SCM or other international trade agreements is likely to be made over 

the long term "in a 'two steps forward, one step back' manner: rules are tightened, but when 

governments discover that the rules conflict with domestic requirements they find new ways 

to get around them." (Steenblik 1998a at 31) 

Current negotiations for a Free Trade Area of the Americas (FTAA), including Canada, have 

recognized perverse subsidies at the sub-ministerial level. Recommendations from an 

October, 2002 meeting of the Hemispheric Trade and Environment Forum to the VII 

Ministerial Conference of the FTAA included a recommendation for Ministers to "[a]gree to 

reduce or eliminate perverse subsidies, and especially those related to agriculture, without 

prejudice to the rational use of incentives when these are used to promote sustainable and 

equitable production processes." (Foreign Affairs and International Trade (Canada), 

Department of 2002) 

195 



CHAPTER 8. CONCLUSIONS AND RECOMMENDATIONS 

Based on the literature review of the nature of perverse subsidies, SEA and environmental 

policy evaluation, the literature review of the current federal institutions and processes in 

place for the SEA and evaluation of subsidy policies, and the key informant interview results, 

six general conclusions can be drawn regarding the results of the research. Following the 

discussion of each conclusion are recommendations specifically designed to address it. 

Conclusions and recommendations are presented in the order in which they ideally would be 

implemented, from the least to the most difficult to implement. 

8.1  The Need for Detailed Documentation of Federal Perverse Subsidies 

It is clear from the large body of literature, throughout which there is a great deal of 

agreement, that the essential nature of perverse subsidies are well-understood, as are the 

basic concepts and approaches to assessing and evaluating them. The issues facing the 

establishment of a systematic process of reform are the barriers to practical commencement 

of the process. 

Perverse subsidies have four undesirable impacts: 

1. they have adverse environmental impacts (which can be assessed using the OECD 

analysis of linkages between subsidies and environmental impacts in Figure 5.1); 

2. they have financial impacts; 
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3. they distort trade patterns in the marketplace; and 

4. they divert financial resources to the private industrial sector at the expense of public 

service activities, such as the provision of education and health-care). 

Although an estimate regarding the overall amount of perverse subsidies provided annually is 

given in Chapter 3, this estimate relies entirely on figures based on differing definitions of 

subsidy and speculative assumptions as to the proportion subsidies that are perverse. Aside 

from narrow studies of the Canadian mining and forestry industries, no comprehensive 

estimates of the levels of perverse subsidies in Canada based on analysis of existing subsidies 

were found during the course of research for this project. 

The literature directly related to perverse subsidies focuses primarily on specific perverse 

subsidies in the United States, Europe and developing nations. Canadian federal government 

statistics regarding the level of spending on all subsidies is readily available, although the 

varying definitions of subsidy used makes comparisons with subsidies in other jurisdictions 

and those identified by the literature difficult. 

It is a central assumption of this project that the federal government should undertake the 

identification and evaluation of existing perverse subsidies. To engage in a process of 

perverse subsidy reform, the federal government must first identify existing perverse 

subsidies, as is discussed at length in Chapter 5. However, to create the political incentive for 

subsidy reform, and in turn to motivate the bureaucracy, civil society must be able to point to 
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specific perverse subsidies, their environmental and economic impacts, and the direct and 

indirect benefits of subsidy phase-out or realignment. This will provide real world examples, 

as opposed to theoretical arguments, and should therefore help to focus public attention on 

the issue of perverse subsidies. 

Recommendation 1: Identification and Detailed Analysis of Specific Federal Subsidies 

It is recommended that civil society, and in particular the coalition proposed below, along 
with appropriate federal government agencies, such as the Commissioner for the 
Environment and Sustainable Development, identify and undertake case studies of specific 
Canadian perverse subsidy policies, and publicize the results of the analysis as widely as 
possible. Ideally, the case studies should document the economic costs to the federal budget 
and the environmental costs of the identified perverse subsidies, as well as the indirect 
opportunity costs arising from alternative environmentally preferable activities that are 
discouraged by perverse subsidies. The case studies should also include specflc 
implementation plans for phasing out or realigning the identfled perverse subsidies. 

8.2 The Role for a Coalition Approach by Civil Society 

A concerted coalition approach to reform by civil society in Canada is lacking. In particular, 

the interests of environmental NGOs and fiscally conservative NGOs are naturally, but not 

formally, aligned against perverse subsidies. 

The Green Scissors coalition in the United States demonstrates the potential value of joint 

action by these two elements of civil society. With their different ideological approaches and 

motivations for joining the coalition, the two elements can communicate their message to a 

wider segment of the public. They can also lobby political decision-makers more effectively, 

by providing a wider range of ideological arguments and by representing the opinions of a 

wider range of the public. Although the Green Scissors coalition has had some success, it is 
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necessarily focused narrowly on subsidy reform, as this is the only issue on which the two 

elements of civil society intersect. 

No such coalition exists in Canada. The Green Budget Coalition includes only environmental 

and conservation groups as members. Because of the range of environmental policies that the 

Green Budget Coalition advocates, it may be unrealistic for fiscally conservative NGOs to 

join the Green Budget Coalition in its present form. However, a newly established coalition, 

focused specifically on perverse subsidy reform would be valuable in creating the political 

motivation necessary for reform. 

Recommendation 2: Coalition of NGOs 

It is recommended that senior representatives of Canadian environmental NGOs, including 
the Pembina Institute for Appropriate Development and the Green Budget Coalition, make 
contact with their counterparts at Canadian fiscally conservative NGOs, including the 
Fraser Institute and the Atlantic Institute for Market Studies, and with their counterparts at 
corporate & industry organizations, including in particular the World Business Council on 
Sustainable Development, to discuss the creation of a coalition to advocate for and raise 
public awareness about perverse subsidy reform. 

Recommendation 3: Funding for Detailed Analysis from Environment Canada 

It is recommended that Environment Canada establish an ongoing funding program to 
support the recommended case study analysis and reform proposals by civil society, 
including the proposed coalition. 

Recommendation 4: Use the Commissioner's Petitions Process 

It is recommended that civil society, and in particular the proposed coalition, make use of the 
Commissioner for the Environment and Sustainable Development petitions process, to obtain 
information in support of analytical work regarding specific perverse subsidies, and also as 
an opportunity to advocate directly to government for perverse subsidy reform. 

199 



Recommendation 5: Advocacy and Education Efforts by Civil Society 

It is recommended that civil society, and in particular the proposed coalition, focus its 
advocacy efforts on the ongoing monitoring of newly proposed subsidy policies during 
periods of economic prosperity and relatively high levels of spending by the federal 
government. It is further recommended that civil society, and in particular the proposed 
coalition, focus its advocacy efforts on the removal of perverse subsidy policies during 
periods of economic hardship and spending cutbacks or relatively low levels of spending by 
the federal government. A key element of advocacy efforts will be the provision of 
information to the public regarding the environmental impacts ofperverse subsidies and the 
specific costs to the public, in terms of diverted social spending or specific impacts to 
identified groups, ideally presented with specific examples and case studies. 

8.3 Preventing New Perverse Subsidies is Easier than Reforming Existing Subsidies 

Despite the apparent awareness of the existence of perverse subsidies by some decision-

makers within the federal government, the process of reforming these subsidies, through 

identification and then restructuring or removing them, is neither systematic nor 

comprehensive across government. Barriers to reforming perverse subsidies, as set out in the 

previous chapter, are significant. Because of the political barriers to reforming perverse 

subsidies, the establishment of a systematic process to evaluate subsidies and identify 

perverse subsidies is hampered. Unless decision-makers are motivated to reform perverse 

subsidies, they will not be motivated to establish a systematic process for identifying them. 

As key informants indicated, decision-makers will not be motivated to take action to reform 

perverse subsidies without overriding reasons for doing so. Presently, despite ample rational 

reasons for reform, there are no overriding political reasons to do so. 
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Barriers to effective SEA of proposed subsidy policies are also considerable. As set out in 

Chapter 4, implementation of SEA at the departmental level has been slow and inconsistent, 

at least in part due to the lack of firmer and clearer expectations from political leaders. A 

consistent theme arising from the key informant interviews was that social impacts must be 

considered alongside environmental impacts. This was in agreement with the findings of the 

literature review. The existing federal Cabinet Directive on SEA does not clearly set out the 

expectation that social impacts also be considered. However, the political barriers to 

strengthening the SEA process, and thereby improving vigilance against creating new 

perverse subsidies, are less entrenched than they are for reforming existing subsidies, This 

leads to the conclusion that efforts directed at improving the process of SEA of proposed 

subsidy policies is likely to yield more substantial results in the short-to-medium term. 

Recommendation 6: Include Social Impact Assessment in SEA of Subsidies 

It is recommended that federal SEA include a requirement to consider social impacts of 
policies under assessment, as a component of a broad environmental assessment process. 
This will help to capture potential environmental impacts from perverse subsidy policies, 
which tend to cause environmental impacts indirectly through socio-economic primary 
impacts (Category II policies) 

Recommendation 7: Make SEA Results Publicly Available 

It is recommended that a public registry be established to include the results of all SEAs of 
subsidy policies to contribute to the transparency of decision-making regarding subsidy 
policies. The Privy Council Office, in conjunction with its proposed review function, should 
maintain a publicly accessible database of all subsidy policy SEAs conducted. Where 
sensitive or confidential issues are involved, edited summaries of SEAs should be made 
publicly available. 
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Strengthening the requirements for completing SEAs at the federal level is necessary but 

insufficient to prevent new perverse subsidies from occurring. As described in Chapter 3 

(section 3.2) subsidies may initially be assessed as a benefit to overall social welfare, but 

because of changing circumstances may become perverse. Therefore, to address the 

conclusion that preventing perverse subsidies is easier than reforming them once, a further 

recommendation is made: 

Recommendation 8: Require Sunset Clauses for All New Subsidies 

It is recommended that the federal Cabinet require that all newly established federal 
subsidies, including those falling within each of the categories of subsidy set out by the 
OECD and regardless of the results of the initial SEA, include mandatory sunset clauses to 
ensure that they cease to exist after a set period of time. Political decision-makers, and 
Cabinet Ministers in particular, should ensure that the line departments for which they are 
responsible understand that such sunset clauses are mandatory. Sunset clauses will ensure 
periodic formal re-assessment of subsidies at renewal dates, and will also motivate subsidy 
recipients to contemplate potential operating scenarios in the absence of subsidy assistance. 

8.4 The Commissioner & Treasury Board Both Have Roles to Play 

Both the Commissioner for the Environment and Sustainable Development and the Treasury 

Board are well placed within the federal government to evaluate existing subsidy policies. 

The Treasury Board has a formal legislative basis for review activities, and has the 

framework in place for a systematic evaluation process, with the 2003 budget accountability 

provisions. Also, although the Treasury Board Secretariat does not have authority to reform 

perverse subsidies unilaterally, it is closer to the federal Cabinet. While this may mean that it 

may face political pressures not to scrutinize existing subsidies that have the support of 

particular ministers, it also should mean that the results of subsidy evaluations done by the 
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Treasury Board Secretariat are taken into account be political decision-makers. As identified 

by key informants, the Commissioner for the Environment and Sustainable Development's 

independence and authority as an agency within the Auditor General's office, provide it with 

the ability to actively evaluate subsidies without the fear of loss of jurisdictional turf. 

A hybrid approach to evaluating existing subsidies, including components of a traditional 

policy-oriented analysis alongside environmental problem and livelihood analyses, is the 

preferred approach for identifying existing perverse subsidies. A hybrid approach will tend to 

provide a fuller understanding of the nature of the interaction between the existing subsidy 

and its adverse environmental impacts. Given the different evaluation mechanisms and 

jurisdictions of the Treasury Board and the CESD, the work of the two agencies could result 

in a hybrid approach to subsidy evaluation, as recommended by Barg (1996 at 34). The 

Treasury Board is well placed to evaluate subsidy policies from a more traditional policy-

oriented approach. The CESD has the independence to evaluate existing subsidy policies 

with an environmental problem approach. 

Recommendation 9: Environmental Problem Approach to Evaluation by Commissioner 

It is recommended that the Commissioner for the Environment and Sustainable Development 
establish a program to systematically evaluate subsidy policies of the federal government. To 
complement existing policy-oriented approaches, including the Treasury Board's approach, 
the CESD 's program should take an environmental problem approach to subsidy evaluation 
by first identifying costs and benefits with both economic and environment dimensions, and 
then examining what policies contribute to those costs and benefits. 
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Recommendation 10: Policy Oriented Approach to Evaluation by Treasury Board 

It is recommended that the Treasury Board integrate the identification and evaluation of 
subsidy policies, through a policy-oriented approach, into its broader responsibilities for 
systematic program review and fiscal reallocthion set out in the February 2003 federal 
budget. 

8.5 Existing Government Agencies Should Become Engaged 

While the Treasury Board and the Commissioner for the Environment and Sustainable 

Development together are able to create a hybrid approach to evaluating subsidies, other 

existing agencies and departments of the federal government have the potential to contribute 

to a fuller and more meaningful process of evaluation, and can also contribute to the process 

of reform. The federal Senate is well placed to take on a review and evaluation function of 

proposed subsidy policies, and to undertake critical inquiry and evaluation concerning 

existing subsidy policies. The Bank of Canada could advocate in favour of reform on the 

grounds of minimizing market trade-distortion. Unofficially, Environment Canada is 

currently unwilling to spearhead the issue of reform, as it views the process as too politically 

volatile to be feasible. At the same time, the Department of Finance remains of the opinion 

that the Program Review process of the 1990s removed the bulk of perverse subsidies 

provided by the federal government, and is not interested in engaging in change as an 

institution. 

Certainly, the most successful round of perverse subsidy reforms occurred as a consequence 

of the broader movement for expenditure reductions during the 1990s Program Review 

process, which resulted in the phase out of agricultural subsidies to the dairy industry, the 
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phase out of direct government support of the Hibernia offshore oil development, and 

significant cuts to subsidies to petroleum-based industries and Atomic Energy of Canada Ltd. 

The support by senior political decision-makers, including the Prime Minister, the Minister 

of Finance, and the collective Cabinet, provided the Program Review process with the 

legitimacy amongst the bureaucracy to allow for significant meaningful action, including 

subsidy removal. By allying with broader political causes, in particular the cause of public 

expenditure reduction, the process of perverse subsidy reform can overcome its barriers by 

gaining political support greater than those barriers. This demonstrates that the timing of 

efforts at perverse subsidy reform is important. The process for systematically reviewing 

programs and reallocating fiscal resources on an ongoing basis proposed in the February 

2003 federal budget provides an opportunity similar to that of the Program Review process. 

Recommendation 11: Existing Agencies Should Reflect on the Benefits of Reform 

It is recommended that existing government agencies, including the Department of Finance 
and Environment Canada and Line Departnients administering subsidies, engage in a 
consideration of the potential benefits accruing from the identification and reform of 
perverse subsidies. This recommendation is made with the intent of moving these agencies 
towards positive actions to assist the evaluation and reform process. It is further 
recommended that the Bank of Canada and the Senate of Canada actively assist in the 
identification and evaluation of existing perverse subsidies. 

8.6 Existing Government Agencies and Processes are not Sufficient 

The successful identification and evaluation of perverse subsidy policies is only worthwhile 

if it ultimately leads to reform of the identified perverse subsidies. Opposition from subsidy 

recipients and stakeholders is the largest barrier to that reform. A reform process that 

minimizes the objections of existing subsidy stakeholders and recipients will be unsuccessful, 
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because it will attempt to impose the costs of reform on a concentrated group of subsidy 

recipients, who stand to lose the benefits of the subsidy, in favour of the benefit of the diffuse 

beneficiaries of reform, who include all members of society. Political decision-makers tend 

to avoid making policy decisions that result in diffuse beneficiaries and concentrated victims. 

One way to help reduce the level of opposition from subsidy recipients is to address their 

concerns and objections using one of the two following basic strategies: 

1. designing phase-out strategies to mitigate the impacts on recipients, such as 

phase-outs of perverse subsidies over time, or the buying out of the vested 

interests of subsidy recipients; or 

2. providing the opportunity for recipients to receive subsidies for activities that 

result in positive, not negative, environmental impacts. 

However, the appropriate agencies to identify and evaluate subsidy policies - the Treasury 

Board and the CESD - are not experts in designing such reform programs. At the same time, 

line departments are inherently unmotivated to construct reform programs. An independent 

body with the expertise to consider and respond to the political barriers created by subsidy 

recipients is appropriate. 

At the same time, while the requirements for SEA at the federal level are exist, they only do 

so in a non-permanent manner. A formalizing of the SEA requirement through legislation 

would not automatically erase the difficulties posed by effective SEA of proposed subsidy 

policies. However, it would help to send the message throughout government that SEAs are 
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mandatory, and would provide a basis for the implementation of the recommendations above 

regarding SEAs. 

Recommendation 12: Realign or Phase Out Perverse Subsidies As Appropriate 

It is recommended that the government agency responsible for subsidy reform consider the 
realignment of subsidies wherever possible. Realignment of subsidies should result in the 
encouragement of activities with positive, not negative, environmental impacts. Perverse 
subsidies identified in the mining industry, for example, could be realigned to encourage 
involvement in product recycling and increased energy efficiency in operations. Likewise, 
perverse subsidies identified in the energy industry could be realigned to encourage 
greenhouse gas emissions reductions and the development of renewable energy sources. 

It is further recommended that where realignment of a perverse subsidy is not feasible, it be 
phased out in a manner that mitigates the impacts faced by subsidy recipients as much as 
possible, so as to minimize political resistance. This mitigation may include stakeholder buy-
out or gradual phasing out of the subsidy. 

Recommendation 13: Establish a Temporary Agency to Carry Out Subsidy Reform 

It is recommended that the federal Cabinet establish a new Task Force, with a unique and 
specific commission to design, propose and implement subsidy reform programs, taking 
consideration of the political realities of subsidy reform based on the results of the 
evaluations of subsidies by the Treasury Board and the CESD. The Task Force should be 
established with only a specific limited period of time in which to carry out its commission, 
after which it should be disbanded to prevent the creation of a new permanent layer of 
bureaucracy. 

Recommendation 14: Legislate the Federal SEA Requirement 

It is recommended that the federal government replace the 1999 Cabinet Directive on the 
Environmental Assessment of Policy, Plan and Program Proposals with a legislated 
requirement to conduct the strategic environmental assessment ofpolicy to create a clearer 
expectation that SEAs are to be performed, and to provide confidence amongst government 
departments that SEA is a standard component of the decision-making process. The 
legislated requirement should afford a maximum of flexibility to federal departments to 
integrate the EA activity into their decision-making processes, and establish a review 
function for the Privy Council Office for the SEA of subsidy policies in particular. 
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In conclusion, the comments offered in this final chapter reflect an exploratory review of the 

principles, institutions, barriers and driving forces to the reform of perverse subsidies. They 

are intended to address specifically identified threats and opportunities in the context of the 

Canadian federal policy making and evaluation process, rather than to constitute an 

exhaustive list of potential approaches to perverse subsidy reform. Reflecting the purpose of 

this project, they are intended to contribute to the development of a comprehensive strategy 

for the avoidance and reform of perverse subsidies in the Canadian federal government. 
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APPENDIX 1. KEY INFORMANT INTERVIEW QUESTIONS 

• What, in your professional opinion, is the current level of success in integrating 
environmental considerations at the policy level within the federal government? 

• What are the benefits associated with the early integration of environmental 
considerations in the policy development process? If there are none, why not? 

• What, in your professional opinion, are the main barriers to more effective integration 
of environmental considerations at the policy level within the federal government? 
How might those barriers be addressed? 

• The strategic environmental assessment of proposed federal policies has been 
required by Cabinet Directive since 1990 (updated by a 1999 directive). However, 
according to the 1999 Report of the Commissioner of Environment and Sustainable 
Development (Chapter 9), compliance has been slow and uneven across departments. 
Why is this the case, and what changes are required to improve compliance within the 
federal government? 

• What opportunities might exist to coordinate strategic environmental assessment of 
policy with existing assessment processes within the federal government? What 
opportunities might exist to coordinate the evaluation of subsidy policies to identify 
perverse subsidies with existing evaluation processes within the federal government? 

• What particular challenges does the implementation of strategic environmental 
assessment and effective policy evaluation face in the area of subsidy policy? 

• How can strategic environmental assessment and policy evaluation techniques be 
made more effective in addressing policies creating 'perverse subsidies' - subsidies 
that both distort the market and produce unintended negative environmental impacts? 

• How confident are you that existing policy development and implementation 
processes within the federal government are effective in identifying and targeting 
intended issues and avoiding unintended adverse impacts? 
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APPENDIX 2 

CCE 

CCEA 

CESD 

EIA 

IISD 

MBA 

NAFTA 

NEPA 

NRTEE 

OECD 

PCo 

PMO 

PPP 

SCM 

SDS 

SEA 

UNDP 

UNEP 

UTNFCCC 

WBCSD 

WTO 

• LIST OF ACRONYMS 

Cabinet Committee on the Environment 

Canadian Environmental Assessment Act 

Commissioner of the Environment and Sustainable Development 

Environmental Impact Assessment 

International Institute for Sustainable Development 

Multilateral Environmental Agreement 

North American Free Trade Agreement 

National Environmental Policy Act (USA) 

National Round Table on the Environment and the Economy 

Organisation for Economic Cooperation and Development 

Privy Council Office 

Prime Minister's Office 

Policy, Plan or Program 

Agreement on Subsidies and Countervailing Measures (WTO) 

Sustainable Development Strategies 

Strategic Environmental Assessment 

United Nations Development Programme 

United Nations Environment Programme 

United Nations Framework Convention on Climate Change 

World Business Council for Sustainable Development 

World Trade Organisation 
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