Environmental fiscal reforms

(2005)

Ecological fiscal reform (EFR) as a new policy instrument is uniquely appropriate for addressing sustainable development. It is a strategy that redirects a government’s taxation and expenditure programs to create an integrated set of incentives to support the shift to sustainable development.

The NRTEE’s EFR Program was established to gain insight into the key challenges and opportunities related to EFR, and to explore the potential for EFR in Canada. Phase 1 of the program reviewed international experience with EFR and initiated three case studies on the potential application of EFR in the Canadian context. This approach expanded the base of knowledge and understanding regarding how an EFR strategy can be useful, moving beyond theoretical discussions to assess practical policy aspects of EFR application such as instrument design, integration with other policy tools to create a suite of measures, analytical needs, and options for measures design.

The three EFR case studies undertaken by the NRTEE are as follows:

1) Agricultural Landscapes, illustrating redirection of taxation and expenditure programs. The study objective was to determine the feasibility of redirecting governmental (federal, provincial and municipal) taxation and expenditure programs affecting farmers across Canada to meet conservation needs and reduce pollution from farmlands. Three types of programs were researched: environmental farm plans, municipal tax credits for on-farm conservation areas, and conservation cover programs.

2) Cleaner Transportation, illustrating how to complement regulations. The objective studied was to facilitate the adoption of cleaner fuels and engines to promote the transition to cleaner transportation in the diesel based freight and mass transit sectors.

3) Substances of Concern, illustrating how to support voluntary programs. The direction of this case study is still in the development stage. It aims to assess the potential for using suites of fiscal instruments to achieve more efficiently an appropriate level of environmental management of chemicals through a global approach.

Lessons learned during these case studies were used to construct a framework for EFR, including guiding principles that can apply to a broader range of sustainable development issues. The research concluded that EFR is a worthy tool — one to be considered each time policy options to achieve a new environmental objective or goal are being assessed. EFR is particularly appealing when seeking to go beyond an environmental improvement objective to a sustainable development objective and achieve positive changes in ecoefficiency, trade competitiveness, innovation, and employment.

The 2005 Climate Change Plan for Canada, a key component of the Government's broader environmental vision, addresses the full spectrum of environmental issues, including biodiversity. The first phase, Moving Forward on Climate Change: A Plan For Honouring Our Kyoto Commitment, includes EnerGuide retrofit programs, launched to encourage energy efficiency actions by Canadian homeowners and commercial building operators to reduce energy consumption. Canada has also made major investments supporting Canadian innovation in cleaner fossil fuels, ethanol and hydrogen fuel cells.

The groundwork for this initiative was established in the federal budget of 2005, which introduced new market mechanisms, tax measures and incentives for private sector innovation and consumer action. Upon this foundation, Moving Forward on Climate Change will promote investments in science and technology so Canada can become a "first mover" in developing and using renewable energy and other green technologies, and collaborate with industry to set effective, fair reduction targets.

The new Canada Climate Change Development Fund promotes activities to combat the causes and effects of climate change in developing countries, while helping to reduce poverty and encourage sustainable development. The Fund rewards creativity and innovation by funding projects that reduce greenhouse gas and smog-causing emissions. It will purchase the value of large scale emission reductions from businesses, governments, organizations and citizens - examples include farmers who adopt low-till practices and property developers who include renewable energy elements in building new subdivisions.

In addition, tax and production incentives worth over $2 billion are directed to increasing Canadian development and use of renewable power technologies over the next 15 years, including wind, solar, hydrogen and ethanol.

A central element of Environment Canada's innovation agenda is use of economic incentives and instruments as a complement or substitute for regulatory and voluntary instruments. This includes using tax measures such as environmental taxes, tax incentives and tax shifting, and non-tax measures such as tradable permits, subsidies, user charges and resource pricing policies.

In practice, such incentives have proven to be more flexible than "command and control" approaches. They induce technological innovation, and reduce costs of pollution control when compared to certain regulations. Environment Canada is considering use of these instruments in an effort to align economic and environmental signals and ensure a long-term path towards sustainability.

To build momentum for more substantial use of economic incentives, Environment Canada sponsored a conference in 2000 entitled Supporting a Sustainable Future: Making Dollars and Sense. The purpose of this conference was to share information and experiences on the use of market-based incentives. About 200 people from Canada and around the world attended the conference.
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