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Market Failure – E
xternalities
· An externality occurs whenever actions taken by firms or consumers impose costs or confer benefits on others that are not involved in the transaction (third party effects) without any reimbursement for the cost or a charge for the benefit involved
· There is a need to distinguish between private and social costs and benefits
·      Individuals care about private costs. But what matters for allocative efficiency is social cost
· The presence of externalities, even when all markets are perfectly competitive, leads to allocatively inefficient outcomes
· When externalities are harmful to third parties, they are referred to as negative externalities
Examples of Negative Externalities
· Automobile exhaust

· Cigarette smoking

· Barking dogs (loud pets)

· Loud stereos in an apartment building

· Dangerous driving due to alcohol consumption

· When externalities are beneficial to third parties, they are called positive externalities
Examples of Positive Externalities
· Immunizations

· Restored historic buildings

· Research into new technologies

· Education

· Production externalities  vs. consumption externalities
· Negative externality: a free market produces too much of a harmful good that is socially undesirable
· Positive externality: a free market produces too little of a useful good that is socially desirable
· When property rights are well defined, third parties will be able to negotiate with producers of externalities to ensure that they take all relevant valuations of their behaviour into account
· If the two sides to an externality — the one causing it and the one suffering it — can bargain together, they will produce the allocatively efficient outcome
· When transactions costs are excessive, we may
· Accept the externality and learn to live with it, or
· Governments may intervene on our behalf to deal with it
Negative Externalities in Production

The intersection of the demand curve and the social-cost curve determines the optimal output level.

· The socially optimal output level is less than the market equilibrium quantity.

· The social costs of production are higher than the private cost to producers and consumers.

Example: Pollution created by the production of Aluminum
· The quantity produced and consumed in the market equilibrium is efficient in the sense that it maximizes the sum of producer and consumer surplus.

· If the aluminum factories emit pollution (a negative externality) then the cost to society from the production of aluminum is larger than the cost to aluminum producers.

· For each unit of aluminum produced, the social cost includes the private costs of the producers plus the cost to those bystanders adversely affected by the pollution.
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Positive Externalities in Production

The intersection of the demand curve and the social-cost curve determines the optimal output level.

· The social costs of production are less than the private cost to producers and consumers.

Example: Technology spillover
· A technology spillover is a type of positive externality, as a firm’s innovation or design not only benefits the firm but also enters society’s pool of knowledge and benefits the whole society

· The optimal output level is more than the equilibrium quantity.

· The market produces a smaller quantity than is socially desirable. 

· The social costs of production are less than the private cost to producers and consumers.
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Negative Externalities in Consumption

The intersection of the social value curve and the supply curve determines the optimal output level.

· The social value of consumption of a good is lower than the private value to consumers.

Example: Consumption of Alcohol
· Consumption of alcohol contributes to dangerous driving (negative externality for bystanders)
· The market produces a larger quantity than is socially desirable. 

· The social value of consumption of a good is less than the private value to consumers.
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Positive Externalities in Consumption

The intersection of the social value curve and the supply curve determines the optimal output level.

· The social value of consumption of a good is higher than the private value to consumers.

Example: Education
· Education, as in the case of technology, creates a positive spillover (positive externality) that permeates the relations of the people and benefits the society as a whole.

· The market produces a smaller quantity than is socially desirable. 

· The social value of consumption of a good is more than the private value to consumers.

Public Policy towards Pollution
When externalities are significant and private solutions are not found, government may attempt to control pollution through . . .

A.  Command-and-Control Policies

· Usually take the form of regulations: 

· Forbid certain behaviors (ban throwing untreated sewage in the river)
· Require certain behaviors (requirement that all students be immunized)
B.  Market-Based Policies

Government uses taxes and subsidies to align private incentives with social efficiency.  In the case of pollution, the government can

· Place a price on the pollution through Pigovian taxes

· Taxes enacted to correct the effects of a negative externality.

· Place a limit on the amount of pollution through issuing tradable pollution permits and allow the voluntary transfer of the right to pollute from one firm to another.

· A market for these permits will eventually develop.

· A firm that can reduce pollution at a low cost may prefer to sell its permit to a firm that can reduce pollution only at a high cost. 

The Economic Rationale for Regulating Pollution
Pollution as an Externality
· The production of many goods generates pollution of some kind. This pollution imposes costs on other members of society
· The social marginal cost of production exceeds the private marginal cost of production
· Allocative efficiency requires that the price be equal to the social marginal cost.
· Social marginal cost exceeds private marginal cost. The producer ignores these costs
· When there is a negative externality, a competitive free market will produce more output than the allocatively efficient level. If the externality can be internalized (by making the firm bear the entire social cost of production), allocative efficiency can be achieved
· The socially optimal level of output is at the quantity where all marginal costs, private plus external, equal the marginal benefit to society
The Optimal Amount of Pollution Abatement
· Because pollution abatement requires real resources, zero environmental damage is generally not allocatively efficient
· The optimal amount of pollution abatement occurs at the point where the marginal cost of reducing pollution by one unit is just equal to the marginal cost to society inflicted by that unit
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· Marginal Damage Curve represents the cost to society of each additional unit of pollution or gas
· The damage to society from each additional unit of pollution is increasing
· Marginal Abatement Curve reflects the cost to the society of reducing emissions by an additional unit
· The least-cost solution for polluting firms is to spend nothing on pollution abatement and produce “b” units of pollution
· If firms are required to install pollution-reducing devices, the cost of reducing one extra unit of pollution will be increasing
· The cost of removing the last unit of pollution is represented by “a”
· The Marginal Abatement Curve shows that the cost of reducing pollution increases (becomes more costly) the lower the level of pollution  is
· The intersection of the two curves defines the equilibrium amount of pollution for the economy, Q*
· The equilibrium quantity of pollution is not zero
· At levels above Q*, the cost of reducing the pollution is less than the damage it inflicts.  Therefore a net gain accrues to the society by going to Q*
· When reducing pollution at a level below Q*, the cost of reduction is greater than the damage it inflicts.  Therefore, there  is no net gain to the society by going there
	Conclusion 1:  An optimal quantity of pollution occurs when the marginal cost of abatement by one additional unit of pollution equals the marginal damage of that unit


Unequal Marginal Abatement Cost Curves for Different Polluters
· Assumptions:
· Firm “B” has higher Marg. Abatement Cost than Firm “A” at every level of pollution activity Q
· Society has a target level of pollution for each firm at Q* (which is a fraction of the total society’s Q*)
· Marginal cost of Damage by pollution that is accepted by the society is at P*
· Question:  How much pollution should each firm emit if the objective is to keep total abatement costs associated with the target Q* at the lowest possible level?
· If both firms produce at the Q* pollution level, the solution might not be efficient
· If Firm “A” moved leftward from Q* (produced less pollution) it would be beneficial to society as the abatement cost would be less than the cost of the damage that the last pollution unit had produced
· The additional benefit to the society from lower pollution would be equal to the area KNR
· If Firm “B” moved rightward from Q* (produced more pollution) it would be beneficial to society in terms of resource savings
· The additional benefit to the society from resource cost savings would be equal to the area MNL
[image: image6.png]$ Value
Cost

Q* QB=Q™X Quantity of pollution




· At the pollution levels of QA for Firm “A” and QB for Firm “B” the two firms pay the same marginal abatement cost at P*
· As the two firms move away from Q*, Firm “A” incurs additional costs of Q*RKQA, while Firm “B” reduces its total cost by Q*MLQB.  The net social gain is the difference between these two amounts, that is the sum of the two triangles, KNR and MNL.
	Conclusion 2:  To attain a target level of pollution at a minimum resource cost, the marginal abatement cost of each polluter should be the same.  Therefore, controls that impose same emission limits on all firms may not be the least costly manner of achieving  a target level of pollution


Incentive Mechanism 1: Pollution Permits
· A system of tradable permits, frequently called “cap and trade” system because it limits or caps the total permissible emissions, while at the same time it allows a market in permits to develop
· If the government grants pollution permits to each firm to emit up to a specific amount, (a fraction of the total pollution Q*) and then the firms are allowed to trade
 these permits, then it should be possible for all firms to gain from the trade

· If the price of the permit is agreed to P*, then some firms (like “A”) could reduce their pollution at a level lower than the allowable limit and sell their pollution permits at P* to other firms “B”
· The sellers of permits would gain KNR, while the buyers of permits would also gain MNL (while increasing their pollution with the help of the permits)
	Conclusion 3:  Tradable pollution permits can attain a pollution target in an efficient manner


Incentive Mechanism 2: Corrective Taxes
· Pollution corrective taxes are generally called Pigovian Taxes
· Arthur Pigou had advocated taxing activities that cause externalities
· If the government established the P* as a tax on each unit of pollution, then, in deciding which level of pollution to produce, each firm would take this tax into account to find its equilibrium level with its own Marginal Abatement Cost Curve
· Some firms would find themselves in the position of Firm “A” and some in that of Firm “B”
	Conclusion 4:  Corrective taxes, if set at the appropriate level, can induce an efficient pollution reduction or emission


Taxes or Permits?
· Taxes differ from permits because taxes generate revenues while permits (allocated for free to the total amount of desired pollution Q*) do not.

· Economists suggest that permits should be auctioned in the start-up phase

· Setting a tax requires knowledge of the cost and damage functions

· Despite the cost of monitoring and the incomplete information regarding costs of pollution, governments should act on something that is of crucial importance for future generations

· Direct controls may be fruitful in certain cases, while market-based tools are efficient when sufficient information is available
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The Kaya Identity
The Kaya identity is an equation relating factors that determine the level of human impact on climate, in the form of emissions of the greenhouse gas carbon dioxide.

It states that total emission level can be expressed as the product of four inputs:

i. population,

ii. GDP per capita,

iii. energy use per unit of GDP,

iv. carbon emissions per unit of energy consumed. 

This equation is developed so that the carbon emission calculation becomes easy, as per the available data, or generally in which format the data is available.

The identity is expressed in the form:

GHG  = Pop * (GDP/Pop) * (E/GDP) * (GHG/E) 
where 

· Pop is population 
· GDP/Pop is output per capita,.

· E/GDP is the energy-intensity of output (service-based vs. manufactures-based economy 

· GHG/E is the GHG intensity of energy consumption (are we using coal-fired or hydro-powered electricity generators?);

· The performance of individual economies can be understood better by using the Kaya identity.

· It is useful because it enables the analyst to determine the main cause or causes of GHG emissions.  Do some countries have higher GHG emissions than others,
· Because they are more GHG-intensive in their production activities? 

· Because they have had faster economic growth as a result of population increase?

· Because they have fewer environmental controls per unit of energy used? 

· This identity provides a great deal of information and understanding on the behaviour of emissions across economies. 
· This new philosophy was much influenced by the spirit of anti-discrimination of the Kennedy-Johnson years in the U.S. Henceforth, migrants would be classified into four broad groups:

i. independent/economic applicants, whose merits would be based on a points test;

ii. close family members (family reunions)

iii. assisted relatives;

· Assisted relatives are, for example, cousins of earlier migrants who take the points test, but receive extra points because they have some family already in Canada to help them with the transition.

iv. refugees.

The Categories of Immigrants:

a. The family class

foreign nationals sponsored by close relatives or family members in Canada and includes spouses, partners, dependent children, parents, grandparents, and other close relatives, goal to facilitate the reunification of families.  refuse cases of suspected marriage fraud.
b. Economic Immigrants

They are permanent residents selected for their skills and ability to contribute to Canada’s economy, including the following sub-categories

i. Skilled workers are immigrants who are able to demonstrate their ability to enter the labour market and successfully establish in Canada by meeting criteria regarding education, language abilities, and work experience

ii.
Business immigrants are permanent residents selected on the basis of their potential to build innovative companies that can compete on a global scale and create jobs, 
iii. Provincial and territorial nominees are permanent residents designated by provinces and territories who will meet their local needs, who are not subject to the skilled worker selection grid for eligibility.

iv.
Live-in caregivers are temporary foreign workers who are qualified to provide care for children, sick or elderly people, or persons with a disability.  They are granted temporary resident status and a work permit and, after two years, are eligible to apply for permanent resident status

v. Canadian Experience Class covers temporary foreign workers or foreign students who have graduated in Canada and have the qualities to make a successful transition from temporary to permanent residence, 
c. Protected Persons

Can = home to 1/10 of convention refugees
Refugees include government-assisted refugees, privately sponsored refugees, refugees landed in Canada and dependents of refugees landed in Canada living abroad

· Government-assisted refugees are permanent residents in the refugee category who are selected abroad for resettlement in Canada as Convention refugees.

d. Other Immigrants

Humanitarian and compassionate cases involve permanent residents included in the other immigrant category who would not otherwise qualify in any category, in cases where there are strong humanitarian and compassionate considerations, or for public policy reasons.

Temporary Residents

· Foreign students are temporary residents in Canada principally to study in the observed calendar year.

· Foreign workers are temporary residents in Canada principally to work in the observed calendar year.

· 
The points system is primarily based upon
· age,

· language proficiency,

· education, and

· work experience
Evolution of the Point System for Independent Skilled Workers LEWAAA
· The current focus is more on the quality and adaptability of workers rather than on their specific skills.  
LANGUAGE: Requiring a minimum level of language proficiency (28 points max.)

· single most important factor in gaining better rates of employment, appropriate employment and higher earnings.

EDUCATION: New Educational Credential Assessment (25 points max.)

· mandatory assessment of foreign educational credentials to determine their equivalency in Canada (which will also help to screen out fraudulent credentials)

WORK EXPERIENCE: Redirecting points to other factors (15 points max.)
· Foreign work experience is a weak predictor of success
AGE: More emphasis on younger workers (12 points max.)
· benefits younger immigrants, maximum of 12 points up to age 35, with diminishing points awarded from 35 to age 46. No points after 46
ARRANGED EMPLOYMENT: Streamlining the process and reducing the potential for fraudulent job offers (10 points max.)
· A more rigorous up-front assessment of the employer and job offer is established to curb the potential for fraud.

i. Market Opinion (LMO), verify that there is a need in the Canadian labour market for this type of worker & the employer tried to hire a Canadian or permanent resident first.

ii. LMO bring the worker in quickly on a work permit
ADAPTABILITY: Changes to reflect factors that help promote integration (10 points max.)

iii. previous work experience in Canada for the principal applicant.

iv. previous study in Canada will remain the same.

v. points for a spouse’s language proficiency 
vi. points for previous spousal study and/or work in Canada, and having relatives in Canada 
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Interculturalism vs. Multiculturalism
· Interculturalism is the model for cultural diversity applied in Quebec.

· Interculturalism and Multiculturalism are separate concepts, though they also have some overlap.

· Interculturalism takes for granted the centrality of francophone culture. From there it works to integrate other minorities into a common public culture, all while respecting their diversity.  Its proponents believe that

· This model can deliver certain cohesion to a society that feels a perpetual threat of its identity
· Interculturalism makes certain ideas about diversity more palatable in Quebec. 

· Multiculturalism assumes that there is no dominant culture in Canada 

· This is not easy to be accepted in Quebec where everybody knows there is a majority francophone culture. 

· The Parti Québécois has bluntly declared that “multiculturalism is not a Quebec value, since Quebec has nor signed the Constitution.” 

Interculturalism:  It is a question of reconciling

a. the imperative of pluralism stemming from the growing diversification of the society, and

b. the necessary integration of a small nation that constitutes a cultural minority in North America

Open secularism:  It hinges on a delicate balance between its four main components:

a. Freedom of conscience

b. Equality of citizens

c. Reciprocal autonomy of Church and the State

d. Neutrality of the State

Harmonization practices:  The policy for these takes into account

a. The desirable or necessary changes and respect for other people’s rights, and

b. The smooth operation of institutions.

Importance of Demographics

· Can Quebec continue to afford the array of public services it now offers into the indefinite future?

· And if so, how can these supplies be secured fiscally?

The answer to this question lies partly with

· the likely demographic trends in Quebec in the next 45 years, and

· the ability of Quebec to create wealth.

Population Revised Estimates

i. The new population estimates are higher than the previous ones for the 2007-2011 by about 30,000.

ii. The new estimates lower the proportion of the elderly

iii. The fertility rates have been adjusted slightly downward (0.01 per woman) for the years 2001 onward, especially the later years..

Present situation:

· The population of Quebec was estimated at 8,179,000 on January 1st, 2014, growing at a rate of 0.0077% (growing by about 62,900 from a year ago, or less than 1%)
· Quebec grows less fast than Canada, 7.7 per 1000 compared to 11.4 per 1000 in 2014

· A lower that the Canadian growth rate is observed in Quebec for at least the last 20 years.

· Slow population growth implies a drop in Quebec’s relative weight in the federation (23.1%  in 2014, down from 27.9% in 1971)

· The increase in population from a year ago was due to natural growth (births minus deaths) accounting for 27,800 and immigration accounting for 33,285 permanent and almost 1,800 non-permanent immigrants

· The importance of immigration in population growth is increasing
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· The proportions of women and men are 50.3% and 49.7% respectively.

· In 2014, the median age was 41.8 years
· In 2014, 20.9% consisted of youth, 62.0% belonged to the working age group of 20-64 years old, and 17.1% were  senior citizens (65+), which gives a dependency ratio of 61.3%
· In this respect, Quebec looks a lot like BC, NS, NB, NFD, while Alberta seems to be the only province that has a relatively younger population.

The Age Pyramid in 2014:
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The following points can be observed in Quebec’s Age Pyramid:

A:
The most populous baby-boom generations (1946-1966)

B:
Serious drop in births between 1960 and 1972

C:
Increase in births to close to 100,000 in 1979

D:
Drop to less than 84,000 births in 1987

E:
Increase in births to 98,000 in 1990

F:
Drop to 72,000 births in 2000

G:
Close to 89,000 births in 2009, staying about stable until 2013

H:
More boys than girls born

I:
More women than men starting at this age

J:
Many more women than men at old ages

Life Expectancy

· Life expectancy measures the average number of years that a generation could reach.   It can be estimated at different ages and shows the average number of years left to live.
· The more an individual advances in age, the longer the life he is expected to live
· Life expectancy in the post World War II era has grown by about 1.5 years per decade in Canada.

· In 2013, life expectancy in Quebec was estimated at 82.2 (80.2 for men and 84.1 for women), whereas at the beginning of the 1990s life expectancy for men was 73.6 and for women 80.6 years
· The difference in life expectancy between the two genders is gradually closing

· Quebec’s life expectancy is one of the highest rates in the world
The low fertility rate

· As in all developed societies, Quebec has had lower fertility in recent times (below the replacement level of 2.1) since 1970.

· The total fertility rate for Quebec has reached 1.65 children in 2013 
· In 1987, Quebec reached a fertility level of 1.36, which was the lowest level in its history

· The Quebec fertility rate is slightly higher than the Canadian average (1.61)
· The increase in the birth rate in the late 2000s has been attributed the increase in support for parents that is provided by the plan of the Régime québécois d'assurance parentale (RQAP) and the subsidized daycares

· Another reason is the change in morals and an indicator of this latter is the fact that 63% of new babies in 2013 were born out of the wedlock 
Migration

· The migration balance or total migration takes into consideration both international and inter-provincial migrations.

· Total migration balance (which excludes non-permanent immigrants) is positive, which contributes to a positive population growth for Quebec
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International migrations

· Since 2009, international migration has been adding a net of about 45,000 persons annually to Quebec 

· About 52,000 international immigrants were admitted to Quebec in 2013, down from 55,050 admitted in 2012

· About two-thirds (67%) of the international immigrants are classified as economic immigrants, of which 8% are entrepreneurs and 1% their accompanying family members

· Family reunions represent 24%, and refugees 8%

· In 2013, China France and Algeria were the main source-countries followed by Haiti and Morocco
· These five countries have been the most important sources of immigrants since 2009

· the only population growth in the future will be coming from immigration, it is important to know if the age distribution of prospective immigrants could have a moderating impact on the growing dependency ratio (0-14&65+ /15-64). 

· The average age of international immigrants of slightly higher than 28 years comparesfavorably to the average age of the total population that is 41.5 years

· Non-permanent residents in Quebec on July 1st, 2014 were estimated to be 111,900

Reforms to International Immigration Policy

· These reforms, inspired to a certain extent by the Canadian model, will be aiming at the following:

· Ensuring that new immigrants have an adequate knowledge of the French language before arriving (estimated that about 43% of new arrivals do not speak a word of French)

· Reviewing the number of immigrants accepted annually

· Reviewing the selection process and favoured countries of origin of the immigrants

· In addition, reforms will be sought to be implemented in internal policies touching the areas of

· French courses offered

· Placing an emphasis on the economy, balancing the recruitment of new immigrants with workforce needs and finding candidates that can fill empty jobs

· Trying to reduce the difference in unemployment rates between immigrants and locals

· Recognition of training undertaken abroad

· Regionalization of immigrants

Inter-provincial migrations

· Quebec has had net interprovincial out-migration for some decades now, which is a reflection of slower economic growth relative to the ROC and other political forces
· The provinces that gain from interprovincial migrations at the expense of Quebec are especially Ontario and  Alberta
· In case of the interprovincial migrations, for the period 2013-2014, the average age of those leaving from and those coming to the province is 32 years.

· International migrations are envisaged to continue to contribute positively to the Quebec population

· Interprovincial migrations are envisaged to continue having the opposite impact.

Population Projections:
According to projections assuming that the current trends will continue, we see that

· Quebec’s population will continue growing, albeit at a decreasing rate, going from about 8 million in 2011 to 9 million in 2027 and 10 million in around 2061.

· The aging trend of the population of Quebec is expected to accelerate in the coming years, with the gradual arrival to the 65+ group of the populous generations of the baby-boomers (those born between 1946 and 1966).

· By the year 2021, it is estimated that the proportion of seniors will surpass the proportion of youth.

· The surpassing of the proportion of the youth by those of 65+ will be observed in all provinces to a varying degree.

· The combination of an aging group of baby-boomers reaching retirement age, along with a rate of fertility that is below the replacement rate that will lead us to higher dependency rates.

· Thus, the cost of maintaining health services and the existing array of other government-supplied goods and services will increase per person in the work force – even if we make relatively optimistic assumptions about the evolution of the working-age population

The Local Initiative in Pollution Control– The Western Climate Initiative

· reduce their collective emissions to 15% below 2005 levels by 2020.

· Similarities with Kyoto Protocol : setting targets and timetables on emission reductions
· Difference : WCI is a non-binding voluntary agreement designed by participating jurisdictions for their mutual benefit.

· Political authority for such cooperation remains firmly with the individual jurisdictions involved.
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· Ontario has subsequently moved towards a strict regulatory approach for reducing emissions (notably by action to close its coal-fired power plants).

· Finally, British Columbia was successful in implementing a carbon tax as well as a commitment to carbon neutrality for the public sector and a carbon offset market

· However, British Columbia has remained largely removed from the emissions trading framework provided by the WCI

· Today, California and Québec are the only two WCI partners pursuing an integrated cap-and-trade system.

The Quebec-California Agreement

· Quebec agreement with California: linked cap-and-trade system. 
· Québec has committed to reducing emissions 20% below 1990 levels in the same time period, to come into effect in Jan. 2015

· Each jurisdiction’s cap-and-trade program, is divided into three commitment periods.

· first period, from 2013-2014, the emissions cap will address only emissions in the energy and industrial sectors.

· second period, in 2015 include the transport sector, 
· third period, 2015-20, the cap reduces at a rate of approximately 3% and 4% per year in 
· The auctioning of allowances is an important step in revealing a carbon price but also in generating revenue from the cap-and-trade system.

· Allowances can be bid upon and held by emitters who are subject to the cap but also by other market participants who may not have any emissions. (financial firms in Cali or Qc). 
· The Climate Change Action Plan will generate $2.7 billion of additional revenues by 2020 and over $1 billion by 2017. Most of these funds will be derived from the auctioning of emission allowances.
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The BC Carbon Tax

· carbon tax on all carbon-based fuels.  
· The tax has the broadest possible base.  Virtually all emissions from fuel combustion in B.C. captured in Canada’s National Inventory Report are taxed, with no exemptions except those required for integration with other climate action policies in the future and for efficient administration.

· The carbon tax and complementary measures such as a “cap and trade” system will be integrated and implemented. 

· The B.C.’s carbon tax is revenue-neutral in the sense that its revenues are being returned to individual and corporate taxpayers in the form of tax credits or reduced rates of other taxes to the system, which makes it more palatable to the electorate

· the policy had been a major success. During the time the tax had been in place, fossil fuel consumption had dropped 17.4% per capita (and fallen by 18.8% relative to the rest of Canada).

· These reductions occurred across all the fuel types covered by the tax (not just vehicle fuel).

· BC’s rate of economic growth (measured as GDP) kept pace with the rest of Canada’s over that time.

· The tax shift enabled BC to have Canada’s lowest income tax rates as of 2012. The aggregate effect of the tax shift was positive of taxpayers as a whole, in that cuts to income and other taxes exceeded carbon tax revenues by $500 million from 2008-12

The task force report recommends Quebec cap health-care spending at 3.9 per cent of its total budget and cover additional costs through a health care fund financed partly by doctor visit charges and a provincial sales tax increase.

It also suggests Quebec residents pay user fees as high as $100/year to belong to a medical clinic, and physicians be allowed to practise in both the public and private sectors to increase access to services.

The Castonguay report's major recommendations include:

· An end to the province's monopoly over hospital management.

· A greater role for private health insurance to cover procedures currently paid for by medicare.

· An increase of one-half to one per cent of Quebec's sales tax to finance health care.

· The creation of more health clinics to ensure every Quebecer has access to a family doctor.

· Massive investment for home care and for people living with a loss of autonomy.

The task force did not present unanimous recommendations, with Parti Québécois representative Michel Venne submitting a minority report that opposes further privatization of medical care.

a.  The Cost of Electricity
· The government has established the Régie de l’énergie that sets electricity and natural gas rates to reconcile the public interest, consumer protection, and fair treatment of the transmission and distribution utility.

· The Régie is funded according to the “user-payer” principle, which guarantees financial autonomy in relation to the government.

· The Régie is a link in the process of setting electricity rates – it gives an opinion of requests by Hydro-Quebec (which is responsible for requesting systematic reviews of electricity rates)

· The Régie has exclusive jurisdiction to set, following public hearings, the rates and the conditions of the transmission and distribution of electricity, which is the typical process to be followed by a North-American distribution monopoly
· The decision on rates is usually final and without appeal (not even the government is empowered to either review or amend it and even less to cancel it).

· The rates set by the Régie are based on the following costs:

a. The cost of providing service (the cost of the electricity that Hydro-Quebec Distribution purchases from Hydro-Quebec Production or other suppliers).  This has two components

i. The cost of providing heritage pool electricity as defined by the Act, i.e. a volume of 165 TWh provided by Hydro-Quebec Production at a cost of 2.79 cents/kWh

ii. The cost of providing electricity that Hydro-Quebec Distribution must acquire – in addition to that of heritage – in order to satisfy market requirements.  This is the outcome of a tendering process that defines the quantity and price of purchase

b. The electricity transmission costs that Hydro-Quebec Distribution must pay to Hydro-Quebec TransÉnergie to cover transmission service delivery and a fair remuneration of assets used

c. The cost of distributing electricity to consumers, covering payroll, amortization of facilities, and taxes paid

d. A fair remuneration on the assets of Hydro-Quebec Distribution, i.e. a return on the capital invested by the State in its capacity as shareholder.  The Régie defines a return that reflects the interest rate on the debt (for borrowed capital) and the rate of return on bank equity (for equity capital), considering a certain capitalization rate assumed by the Régie
Findings 

· Unlike the cost of heritage pool electricity that is stable, the cost of post-heritage pool electricity varies depending on the outcome of the invitations to tender..

· Hydro-Quebec was authorized to raise its rates by 2.9% in 2008.

· The process for the setting of rates is depoliticized enough, transparent, considering actual costs, and generally deemed fair.
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· The existing legislation prevents the Régie from setting a MC or opportunity cost price, even though the quasi legal procedure (based on public hearings and no government interference) is very good
· The government can influence the Régie before it hands down its decision with respect to price changes in such a way as to dictate certain parameters in it.  The government is empowered to doing so by means of directives
· Political pressure is still present in defining electricity rates, as this comes from consumers who are also voters.
· For example, in 2007, Hydro-Quebec presented what was needed in terms of rate increases on the basis of costs by user as 4.4% increase for consumers (who are more costly to serve) and 1.4% increase for big power users, for an average of 2.9%.  The Régie approved a uniform rate increase of 2.9%

· The electricity distributed in Québec is not sold at its true price when account is taken of the increasing marginal cost of generation of new projects and the value of this electricity on export markets.

· In 2004, per capita electricity consumption in Québec was among the highest in the world and was virtually 50% higher than the Canadian figure – though we must recognize that we sell a lot at a low rate to industrial users – Aluminum producers in particular. But the situation in the residential sector also places us as an outlier
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· The high consumption can be the result of very low pricing.
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· In a North American context, we have virtually the lowest rates anywhere
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· The electricity rates applied in Québec send a poor price signal, for two reasons.

· First, since rates are not defined in light of the marginal cost, they do not sufficiently take into account the rising cost of generating hydroelectric power. (average cost of 2.79 cents/KWH for the heritage electricity as compared to the average cost of 7.20 cents/KWH for electricity from new sources).
· Second, the price of the electricity sold in Québec does not take into account its opportunity cost, i.e. the price at which the electricity could be sold on external markets.

· So who gains most from this under-pricing?
· The Quebec consumers of electricity benefit at the expense of the Quebec shareholders of Hydro-Quebec (all of Quebecers-taxpayers).
· Comparing Alberta and Quebec, the price that Albertans pay for their national resource, oil, is higher than the Canadian average, while in Quebec the rates that we pay for our national resource (electricity) are a lot lower than the Canadian average.
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· This economic rent is of greater benefit to households that consume more electricity.

· There is a direct correlation between consumption and income level. Task Force calculations yield the following ‘rents’ for households of different income level:
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· Setting electricity rates at the average Canadian price would increase by just over $2 billion Hydro-Québec’s revenues on the Québec market. 

· The higher rates would lead to an estimated 3.6-TWh reduction in electricity consumption that could be sold on export markets, where it would generate an estimated $300 million in revenues. 

· Setting electricity rates at a price corresponding to the Canadian average would transfer a rent of $2.3 billion paid until now to consumers to the utility’s shareholder, i.e. the taxpayer.

· Setting the Quebec rate at the average Canadian rate would still leave it very low by standards of other regions in N America.
Recommendations

· The Task Force recommends bringing the price of electricity up to cover its cost
· The government should compensate low-income households for the price increases
· The additional funds from the price increase should be placed in a fund “Fonds the pérennité du patrimoine” from where monies could be earmarked for the development of new energy sources.

b.  University tuition fees
· It has been thought that in the information age, society could not afford to have financial obstacles to learning.  Thus, it was deemed necessary to keep university fees low.

· A consequence of failing to adjust university tuition fees on a regular basis,  if only to keep up with the CPI, is that abrupt changes are called for from time to time, as shown in the graph below.

· In the past 40 years there has been a succession of freezes and abrupt increases in keeping with the accumulated shortfall relative to actual costs and fees collected by the universities
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· In spite of the low university tuition fees, attendance in Quebec is one of the lowest in Canada.
· What is important to note is that when a substantial increase in fees (tripling) was brought in Quebec between 1988-89 and 1993-94, full-time equivalent attendance actually increased by 9.4%.

· Similar trend has been observed in Ontario.
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· Statistics Canada has reported that the university attendance by students from low-income families (less than $25,000) has remained stable overall in Canada in recent years in spite of increases in university tuition fees everywhere in Canada except Quebec.

· Numerous studies have confirmed the importance of other factors than the level of tuition fees in the decision about university attendance.  Most important among them are the parents’ socioeconomic status and expectations, the quality of schools attended, and previous academic achievement.
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· Students who have the intellectual capacity and the desire to pursue university studies get high returns on their investment in higher education (including costs and forgone income).  Therefore, it is logical that they should be required to pay more for their education.

· In addition to being low, the university tuition fees in Quebec are also uniform across disciplines.  This is unique in Canada and rare in the rest of the world, while it is in general recognized that costs of training in different disciplines are not the same.

· Uniformity in tuition fees across disciplines is unfair in terms of redistributing resources and subsidizing more heavily certain disciplines than others, certainly the most profitable ones.
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· If Quebec university students paid tuition fees equal to the Canadian average, Quebec would collect an additional $415 million.
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Recommendations

With respect to university fees, the task force recommends the following:

· That tuition fees be raised gradually to the Canadian average, to better reflect the economic profitability of university education.

· That a corresponding adjustment be made to student loans and bursaries.

· That a differentiation be made in the fees among disciplines to better reflect differences in the cost of training and subsequent returns.

· That an adjustment be made to the university subsidies, along with the changes in fees, with an annual indexation thereafter.

· That regular follow-up is undertaken in respect to the relative position of Quebec universities in relation to the universities in the rest of Canada.

· That a predetermined amount from the increases in fees be earmarked by the universities to offer bursaries to students of under-privileged background.

· That a serious examination be made for the implementation of student loan repayment system according to income.

Changes in University Tuition Fees Brought with the 2011-2012 Budget

· Presently, Quebec students pay the lowest tuition fees in the country
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· The government tried unsuccessfully to raise tuition fees as of fall 2012 by $325 a year until 2016-2017, to bring them to the same level as in 1968, while taking inflation into account.
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· 35% of the revenue from the tuition fee increase would be returned to students through the student financial assistance program.
· After the rise in tuition fees, Quebec would still be at the bottom in terms of university costs
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· Canadian students who do not reside in Québec pay $5,668 more and foreign students between $11,984 and $14,879 more.  A new fee policy would take into account the current raise in basic fees.

c.  Childcare

· In the case of parental insurance, the insured parties pay almost all of the cost of the insurance.

· As for childcare expenses, user fees account for only 16% of the cost of the service.

· The Québec government implemented the educational childcare services program in 1997. At the outset, the network comprised nearly 75 000 childcare spaces. The network was intended to provide childcare spaces at a low rate for the parents of children less than 5 years of age explicitly to:
· facilitate the reconciliation of parental and occupational responsibilities;

· foster children’s psycho-educational development and equal opportunities.

· Since 1997, the number of spaces has risen steadily. As of March 31, 2007, the government was subsidizing nearly 200 000 reduced-contribution spaces, nearly 35 000 more than in 2003. With the increase in the number of births recorded since 2006 and to satisfy demand from parents, the government intends to create, by 2012, 20 000 new childcare spaces.
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· Since the network’s inception, there has been only one increase in the childcare user fee, from $5 to $7 a day in January 2004.

· Support for childcare services is a popular policy. It is also a costly one. The adjustment of childcare expenses in 2004 only temporarily reduced the share of the program’s costs covered by the Consolidated Revenue Fund. 
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· The government funds 84% of the programs expenses.

· The budget earmarked for the program of reduced-contribution childcare for 2007-08 was $1.7 bn.
· The average cost per space to the government was estimated at $31 per day in 2007-2008.  That is, $42 for childcare centre, $20 in a home childcare service, and $35 in a private daycare centre.

The Program’s Uneven Outcomes

· A little more than 178,000 families benefit from an average subsidy of $9, 351 per household irrespective of their income level.

· Some 48 000 families use daycare services at the regular rate, while benefitting from $64 million in tax assistance, equivalent to $1 342 per household, through the tax credit for childcare expenses.

· Many parents do not have access to childcare services because it difficult to satisfy all needs.

· Parents who choose not to rely on childcare services (preferring to look after their children themselves) receive less support for this purpose than  the subsidy paid for childcare services.

· The childcare service program is applied independently of the parents’ income. Thus, parents with high incomes that could pay a large share of user fees benefit from it.  

· Certain studies have established a positive link between the childcare service funding policy and the return by mothers to the labour market, especially the least-educated mothers.

· The impact on children’s cognitive development of childcare services has been the subject of numerous studies whose findings vary widely, which have fuelled highly divergent opinions.

· While the childcare service support program is a worthwhile, relevant means of responding to current demographic trends and lifestyle habits, it has a very high cost. We must be fully aware of it so that society’s collective choice to implement it is fully, transparently assumed.

Recommendations

· It seems obvious that, in the long term, the childcare service funding policy must be reviewed, especially because of its cost and the question of fairness mentioned earlier.

·  A bigger financial contribution from those who benefit directly from the service could allow for the creation of additional spaces.

· The level of the basic contribution and the adjustment of parents’ contribution according to household income should also be examined
Definitions of Pension Plans

Retirement Plan

· Any program designed to provide income in old age.
Pension Plan
· A type of retirement plan, usually tax exempt, wherein an employer makes contributions toward a pool of funds set aside for an employee's future benefit.

· The pool of funds is then invested on the employee's behalf, allowing the employee to receive benefits upon retirement

Personal Pension Plan

· This is a retirement program that is not sponsored by an employer or government entity
Private Pension Plan

· This term is used to distinguish private versus public sector plans or employer sponsored versus government
Fully Funded Plan
· A pension plan that has sufficient assets needed to be able to provide for all accrued benefits (current and future benefits payments to pensioners)

· A plan's administrator is able to predict the amount of funds that will be needed on a yearly basis; a determination can be made regarding the financial health of the pension plan.

· The plan depends on capital contributions and returns on its investments to achieve financial stability (ability to make payments).

· Companies distribute annual benefits statements specifying whether or not the pension plan is fully funded. As such, employees can determine the financial strength of the plan

Pay-As-You-Go (PAYG) Pension Plan – Unfunded 
· It means that no money is invested for the plan

· As retiree benefits become due, the plan sponsor makes the payments directly. No assets are held so if the plan sponsor goes bankrupt, the retirees and any other participants who are due benefits stand in line with the other creditors.

· An unfunded pension carries higher risk for both the pensioner and the sponsor

· Current employee contributions to an unfunded pension plan may not ensure their own pensions or retirement

· It is an illegal funding method (Ponzi scheme) for broad based private pension plans in the US.

· Unfunded pension plan uses actuarial assumptions to determine the periodic contributions it makes to the plan

Defined-Benefit Plan (DB)


· A retirement plan which is designed to provide a set benefit at retirement, regardless of the performance of the underlying investment pool

· Contributions are typically adjusted annually to ensure that the benefit is eventually funded

· It is an employer-sponsored retirement plan

· Investment risk and portfolio management are entirely under the control of the company

· There are restrictions on when and how you can withdraw these funds without penalties.

· Employee payouts are not dependent on the return of the invested funds.  Therefore, employers will need to dip into the companies earnings in the event that the returns from the investments devoted to funding the employee's retirement result in a funding shortfall 

· Employee benefits are determined by more personalized factors, such as salary history and duration of employment

· Defined benefit plans are more difficult to fund in advance because there are so many variables in computing the funding necessary to produce the benefit

Defined-Contribution Plan or Defined-Cost Plan (DC)


· A retirement plan which is designed to provide a retirement benefit based on a set contribution amount or percentage of money that is set aside each year by a company for the benefit of the employee.

· There are restrictions as to when and how these funds can be withdrawn without penalties.

· There is no way to know how much the plan will ultimately give the employee upon retiring. The ultimate benefit at retirement is the accumulated contributions with interest

· The amount contributed is fixed, but the benefit is not

Advanced Funded Pension Plan


· They are generally defined contribution plans, and are fully funded.

· They can be funded by the employer alone, or by some combination of the employer and the employee.

· This is a pension plan that is funded concurrently with the employee's accrued benefits such that the funds are set aside well before the employee's retirement.

Underfunded pension Plan
· There are several reasons why an underfunded pension plan may exist or why one may become underfunded.

· Companies  may dip in the accumulated funds as an easy way to finance operations

· Companies may take contribution “holidays” in good times which eventually proved wrong

· Many pension plans invest in stock, and if stock investments result in huge losses, this can mean a plan becomes underfunded

· Pensions that are in savings accounts may not be accumulating the interest they need to be fully funded.

· Mergers might create an underfunded pension plan

· Bankruptcy can completely eliminate a plan. Current US laws favor paying debtors before employees who are due a pension

Types of State Pension Plans

a. Funded Plans

· An example of a funded plan is a registered retirement saving pension plan (RRSP), where specific amounts are invested regularly and at a certain retirement point an annuity can be purchased with the accumulated proceeds.

· The value of the annuity payments reflects the amount invested over time.

b. Pay-as-you-go Plans

· In contrast, a pay-as-you-go system reflects mainly a transfer of money from those working to those who are retired.

· The actual “fund” of money held by a pay-as-you-go plan is small relative to the annual payments made from the system – a few years worth of payments – at least at the beginning.

· Economic growth assumptions are very important when establishing a “pay-as-you-go” state-pension plan, in contrast to ‘funded’ plans.

The Canada/Quebec Pension Plans 

Introduction

· The Canada Pension Plan /Quebec Pension Plan was established to provide working Canadians with a foundation on which to build their retirement income.

· The CPP was a joint creation of the federal government and the nine provinces who participate in it with the exception of Quebec that created an identical instrument, the QPP.

· As the second tier of Canada's retirement income system, the CPP provides a retirement pension, disability benefits, benefits for survivors, children's benefits and a death benefit.

· Changes to benefit levels, contribution rates, CPP financing and investment policy require formal approval by Parliament, and two-thirds of the provinces with two-thirds of the population

Nature of Canada’s Pension System

· The pay-as-you-go system was chosen in the 1960s because it meant that an extra generation could be brought into its orbit without, it was believed, hurting any subsequent generation
· If the generation of workers in the 1960s agreed to essentially hand over some of their earnings to those who were retired, in return for a promise that the following generation would do the same for them, then they would be no worse off.

· This type of agreement is called a “Ponzi Game”, or in street language a “chain letter”
· Its advantage is that, provided the plan continues into the indefinite future, an additional generation of retired individuals can be brought into the system - something that could not have been achieved if the system were a form of compulsory RRSP.

· In sum then, the government chooses to invest primarily in the future earnings of workers rather than in bonds or stocks as a means of financing the pensions of future retirees.
Present State of the Canadian Pension Plans

· The CPP and QPP are essentially identical in their benefits.

· Retirement benefits are calculated based on a replacement rate and a cap on pensionable earnings.

· The replacement rate of the CPP and QPP is 25%, or a monthly payment equal to 1/12 of the average year's maximum pensionable earnings (YMPE) for the last five years.

· The year's maximum pensionable earnings (YMPE) level for 2014 is set at $52,500.

· The maximum level of earnings is raised each year to reflect the rise in average pay.
· A raise of either the maximum or the replacement rate implies more benefits and contributions
· In addition, there are disability, survivor and children’s benefits. 

· Contributions are made by both employees and employers.
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Employee/employer maximum contribution 495% | 242550 | sA75% | 253575
Self.employed maximum contribution 990% | 485100 | 10350% | 507150
Account balance (November 2013) - milli 194229 38547
Contributions (2012-13) - million 1,655 1,947
Number of contributors (2011) - mi 130 40
Indexation rate (January 2014) 0.90% 0.90%
Forecasted expenditures, 2014-15 (in millions) 39,371 12,700





Amendments to the Canada Pension Plan

· Every three years, federal, provincial and territorial Finance ministers review the Canada Pension Plan (CPP) to determine if benefits and/or contribution rates should be changed.  The changes depend on a number of factors, including whether or not the Plan is meeting the needs of Canadians.

· The latest review of the CPP was in May 2009, where it was unanimously agreed to change the CPP to enhance flexibility and to support both older and younger workers in a fair and affordable way.

· The CPP is adapting to ensure that it remains financially sustainable, and continue to meet the changing needs of a diverse and aging population and ever-evolving labour market.

The changes to the CPP are described below. 

· These changes are affordable at the current CPP contribution rate.

· The changes are being implemented gradually over a six-year period beginning in January 2011 with full implementation in 2016.

· CPP retirement pensions will be
· higher if taken after age 65 by 0.7% (instead of 0.5% now) per month after 2013 (8.4% per year)

· lower if taken before age 65 by 0.6% (instead of 0.5% now) per month after 2016 (7.2% per year)

