A COMPETITIVE TRANSITION:

How smarter climate policy can help Canada lead
the way to a low carbon economy

Chamber of Commerce

Le porte-parole des entreprises canadiennes™®
Commerce  du Canada

‘ 0 Canadian Chambre de ' The Voice of Canadian Business™




This report was made possible by the generous
support of our sponsors

Gold

ENBRIDGE Q TransCanada

Life Takes Energy™

Bronze

<>



This report has been prepared by Katrina Marsh and Aaron Henry, Director, Natural Resources
and Environmental Policy. For more information, contact ahenry@chamber.ca
or visit Chamber.ca.

Table of contents

Forward 4
Introduction 5
Getting the investment climate right 8
Getting fossil fuels right 17
Getting innovation right 21
Getting trade right 22
Getting governance right 25
Conclusion 28

Summary of recommendations 30



CLIMATE COMPETITIVENESS:
GETTING CANADA’S CLIMATE POLICIES RIGHT

ﬂ FOREWORD

In the face of social, economic, and political change, some reports quickly decline in
their relevance. This is not one of them. As the reader will discover, this report underscores
the importance of meaningful climate change action guided by public policy committed
to reducing greenhouse gas emissions in Canada at the lowest cost fo our economy

and way of life.

The report advocates for a climate change policy where emission intensive and trade-
exposed industries are not punished by one-size fits all carbon pricing. A policy where
innovation is guided by effective policy, and businesses and consumers benefit from a
holistic approach to carbon pricing that is not blind to cost-benefit analyses for specific
regions and economic segments. Though policy makers have made efforts on these fronts,
it is clear they have yet to answer the report’s clarion call about the loss of competitiveness
from the pancaking of carbon pricing regulations. The impacts of climate change
regulations are becoming clear. Our economy contfinues to suffer from capital flight,
significant increases in retail energy bills, and our regulatory system is cumbersome and
lacks predictability due to the layering of regulations.

Indeed, these regulations and the challenges decision-makers have faced in managing
the fransition to a low carbon economy may have jeopardized the longevity of the
Pan-Canadian Framework of Climate Change. In July of 2018, Ontario’s Government
announced it would end cap and trade and effectively exit Canada’s national climate
change action plan. In many respects, the move comes after Ontario experienced a spike
in electricity costs of 71% from 2008 to 2016, a spike the Fraser Institute attributes to new
surcharges and a public policy, rather than market-led expansion of renewable energy
production. In the late summer of 2018, Alberta, under different circumstances, also
decided to leave the Pan Canadian Climate Framework. Alberta had made a conscious
decision to pursue carbon pricing with the knowledge that a pipeline to tide water would
help its economy ensure its climate policies remained affordable. With the Trans Mountain
Pipeline sfillincomplete and its future uncertain, the Government of Alberta has found that
it could not maintain the increased costs of climate change regulation while sustaining
economic growth. Though the impetuses were different, both provinces decided to reduce
their commitment to climate change action because public policy had not adhered to
the principle of reducing greenhouse gas emissions at the lowest cost to our economy
and Canadians’ way of life.

Our need to fransition to a low carbon economy is clear, but it is equally clear that
businesses must have assurances that the regulatory regime guiding this transition will

be stable, predictable, and straightforward. This report should not only be instructive in
guiding future decisions but it should also serve as a reminder of the long-reaching impacts
of miscalculation and the outcomes that can occur when decision makers second guess
the market as a key force in shaping the utility of carbon pricing mechanisms.
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Eﬁ INTRODUCTION

The real debate over climate
change in Canada?
It is not what you think

If we could turn down the volume on the
extreme voices — climate change deniers on
one end and anti-development groups on
the other — it would be soon apparent that a
consensus exists amongst Canadians that we
must take meaningful climate change action.

60% cent of Canadians identified

climate change as a leading threat to
national security. A similar percentage stated
that they are growing ever more concerned
about the issue. The consensus that climate
change is a significant threat includes a broad
range of leaders from business, environment
groups, and politicians, who understand that
climate change is a serious issue, which is why
Canada needs a coherent plan to change
the way we make and consume goods and
services.

The need to act has been outlined in
several reports, including the work of the
Infergovernmental Panel on Climate Change,
National Climate Assessment in the United
States, and Government of Canada reports,
such as Canada in a Changing Climate:
Sector Perspectives on Impacts and
Adaptation. This body of research speaks

to impacts of rising temperatures on our
environment more generally, but there are
several important implications for businesses.

The rate and intensity of floods, fires, and
storms has been increasing, with the

potential to destroy facilities and disrupt
operations or supply chains. Catastrophic
losses due to events like floods, fire, and storms
has steadily risen in Canada since the 1980s,
reaching a record $5 billion in 2016. In 2011,
the National Round Table on the Environment
and the Economy (NRTEE) estimated them to
be as much as $5 billion per year by 2020 and

increasing thereafter. The Organisation for
Economic Co-operation and Development
(OECD) estimates that for “every $1 USD of
clean energy investment not made in the
electricity sector before 2020, expenditures

of $4.3 would be required between 2021

and 2035 to make up for increased emissions”.

The body of evidence is conclusive, and

the private sector and governments across
Canada are responding. The real debate
happening over climate change in Canada

is not whether we need to transition to a lower
carbon economy, but how to manage

the process.

Getting the transition right means
minimizing risks and maximizing
the benefits

For the past few years, the federal and many
provincial governments have made climate
change a key government priority and have
chosen market-based measures as the
centerpiece of their plans.

Between 2007 and 2015, Alberta, British
Columbia, Ontario, and Quebec - provinces
that represent 85% of Canada'’s population —
announced plans and implemented

carbon pricing (Ontario has now withdrawn
from carbon pricing). In 2015, the United
Nations’ Paris Agreement provided a new
framework to coordinate global action on
greenhouse gas emissions. As part of ifs
commitments under the international freaty,
the federal government worked with all
provinces and territories on a national plan, the
Pan-Canadian Framework for Clean Growth
and Climate Change. Federal government
legislation to ensure consistent national carbon
pricing is expected to come into effect in 2019.

These actions by global, provincial, and
federal governments have pushed the
question of what policies, regulations, and
investments will help to lower Canada'’s
greenhouse gas emissions into the forefront
of the national policy debate. Canada’s
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leadership on climate issues presents
a number of challenges and opportunities
for the nation’s economy.

The Risks

While Canada is one of the largest per capita
emitters of greenhouse gas emissions, overall
the country contributes only 1.6% of global
emissions. Even if Canadians drastically reduce
domestic emissions without coordinated
global action, we will still face the impacts

of climate change. As with so many other
aspects of our economy, Canada cannot
afford to be inward looking and must
consider how international partnerships,
especially trading Canadian commodities
and technologies, can contribute to emissions
reductions elsewhere.

Climate regulation and carbon pricing will
increase energy costs that will be passed
down to businesses and ultimately consumers.
This will negatively affect business investment,
household consumption, and trade volumes.
Small and medium sized businesses in
partficular, which represent 8% of Canadian
enterprises, may lack the knowledge or capital
to react quickly to rising prices, making them
particularly vulnerable to cost increases.
Policies and programs to minimize these
economic impacts must go hand in hand
with emission reductions.

Impacts on Canada'’s ability to attract
investment are of particular concern.
Businesses like oil and gas production and
steel, cement, and chemical manufacturing
that produce a high volume of emissions and
are highly exposed to trade are particularly
vulnerable to climate policies. Carbon
leakage, the term for when climate policies
drive trade exposed emission intensive
industries to other jurisdictions, represents a loss
for Canada economy without being a win for
the global climate, as emissions simply move
elsewhere. These concerns are particularly
acute as the United States, Canada’s largest

Carbon leakage, the term
for when climate policies

drive trade exposed emission
intensive industries to other

jurisdictions, represents a
loss for Canada’s economy
without being a win for the
global climate, as emissions
simply move elsewhere.

competitor for investment in many sectors,
works to dismantle many of their federal
government’s environmental policies and
regulations and actively promote investment
in their energy sector.

The Benefits

The transition to a low carbon economy does
not just represent risk, but also fremendous
opportunity. A focus on reducing emissions
can lead to productivity improvements and
costs savings. According to an estimate by
McKinsey, improving energy and resource
efficiency could represents a $3.8 trillion
economic opportunity by 2030. Achieving
these savings means making information
widely available and reducing barriers to the
uptake of new technologies and processes

The market for clean technology is large —
currently it is about two-thirds the size of the
autfo sector — and growing. However, while
much of the demand for these technologies
are in emerging economies, Canadians have
tended to frade with the United States and
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Europe. Other countries, such as China,

are also pursuing this opportunity. Canadian
businesses will not automatically succeed in
this competitive global market, which is why
they need support and a strategy that will
help our domestic firms succeed.

Beyond clean technology, Canada has an
opportunity to combine its resource wealth.

Its strength in scientfific research and
technology, and strong environmental
regulation, allows for exporting clean energy
to emerging markets and successfully abating
emissions released through the industrialization
processes of today’s emerging economies.

A successful fransition to a low-carbon
economy will mean minimizing these risks
and maximizing the benefits through the
right policy choices.

This report lays out the Canadian
Chamber of Commerce’s

views on how to get Canada’s
transition right

Climate change is a complex and multifaceted
issue. This report focuses on a single question:
what are the general principles that should
guide public policy in order to reduce
greenhouse gas emissions in Canada at the
lowest cost to our economy and wayy of life?

To form the insights and recommendations in
this paper we drew from a number of sources.

We considered the recommendations of our
policy resolutions, which were submitted by our
network of 450 chambers representing 200,000
businesses. After a screening process, these
proposals were passed by at least two- thirds of
the delegates at our Annual General Meeting
(AGM). Due to this democratic process, we
believe our policy resolutions represent a broad
consensus on issues from businesses of all sizes,
regions and industries in Canada.

Prior to the Canadian Chamber AGM this
year, senior representatives of the provincial,
regional, and territorial chambers of
commerce convened a special meeting

to discuss key questions around the energy
and climate debate in Canada. Their insights
and comments helped to shape this report.

Additionally, we drew on the expertise of our
corporate and associafion members through
the Canadian Chamber’s Thought
Leadership Roundtables series, partficularly

a March 2017 roundtable in Calgary

on climate policy and an October 2017
roundtable on Clean Technology in
Vancouver. Corinne Boone, President and
CEO of Climate and Sustainable Innovation,
conducted one-on-one interviews with

a number of key corporations, associations,
and research organizations to gain additional
detail on the main themes of the report.

We drew on the substantial body of research
and analysis that haves been conducted by
governments, academics, and think tanks
over the past few years.

We have grouped the insights from these
chamber, association, and company
representatives into five main themes.

Getting the investment climate right
Getting fossil fuels right
Getting innovation right

Getting trade right

o W DD =

Getting governance right
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1. GETTING THE INVESTMENT
@ CLIMATE RIGHT

Investment is at the heart of the globall
fransition to a lower-carbon economy.
New electricity generation, fransmission or
distribution infrastructure; carbon capture
and storage technologies; refrofitting
buildings to be more energy efficient

and buying new fleets of electric vehicles;
and installing charging stations. All of these
measures to lower emissions are
fundamentally about securing and
allocating investment capital.

The Conference Board of Canada estimates
that moving to a lower-carbon economy will
require between $44 and $100 billion a year
in additional investment, depending on what
assumptions are made about technologies,
policies, behaviors, and extent of emissions
reductions. To put this in perspective,

$100 billion is equal to almost half of
Canada’s current annual non-residential
business investment.

Much of this massive spending will come
directly from the private sector. Yet, since

the end of the Great Recession, business
investment has been a weak point in
Canada’s economy. Particularly concerning
is the fact that growth in Canadian business
investment has fallen behind the United States
(see Chart 4 below).

Through tax revenues and royalties, business will
also indirectly provide the funds that will support
government investment in a lower

carbon economy. This includes emissions
intensive industries, such as oil and gas
production. In a 2017 study, the Canadian Ener-
gy Research Institute estimated that

Canada’s oil and gas sector would contribute
over $37 billion a year on average, in federal
and provincial taxes from now until 2027.

The importance of oil and gas to Canada’s
economy creates a paradox: while the oil

and gas sector is undoubtedly a considerable
source of Canada'’s emissions, if it fails to
prosper, Canada will be hard pressed fo find
the funds needed to transform our economy.

Many of the factors that drive business
investment are beyond government confrol.
For example, a study by the Bank of Canada
suggests that structural factors — an aging
population, poor productivity growth and
persistently lower oil prices — may be driving

Business Investment in Canada has been much weaker than in the United States Since mid-2014
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persistent sluggishness in Canadian business
investment. Governments do have one
powerful lever to promote investment: the
design of the policies, regulations, funds, and
other programs meant to lower greenhouse
gas emission and reduce energy use. The goal
for these policies and programs should be to
create a policy environment that facilitates
investment in the infrastructure and equipment
that will lower national emissions, while
preserving Canada’s competitiveness in
attracting investment in the industries that will
fund our transition. This will be a tricky balance
to achieve.

Promoting business investment is not just key
to job creation and economic growth, but is
also crucial to achieve sustained and deep
reductions in greenhouse gas emissions.

Our recommendations on how governments
can create the right investment environment
include:

Use carbon pricing, but recognize
its limits

Carbon pricing is generally the best way
fo reduce greenhouse gas emissions at
lowest costs.

The Canadian Chamber's network of
chambers of commerce and boards of frade
first voted to support a market-based approach
to reducing emissions in 2011. Today, carbon
pricing is the preferred approach to reducing
emissions from a large range of industries and

is supported by the Canadian Association of
Petroleum Producers, the Mining Association of
Canada, the Canadian Electricity Association,
Canadian Manufacturers and Exporters, and
the Business Council of Canada, among others.
Businesses prefer carbon pricing over
regulation as a means to reduce emissions
because it provides a strong incentive to take
action, while allowing each firm the flexibility

to pursue innovative, low cost ways to achieve
this goal. Using carbon pricing rather than
regulation to cut emissions will lead to an
estimated 2.5% boost to GDP.

The federal and provincial governments have
been taking the right path by embracing
carbon pricing as their primary approach to
reducing emissions. However, there are limits
to what carbon pricing can achieve. Carbon
pricing works by creating an incentive to
invest in energy efficiency or energy sources
that produce fewer emissions. When there

is already a strong business case to reduce
emissions or alternative technologies are not
readily available, pricing raises costs without
incentivizing change.

1. RECOMMENDATION: Continue
negofiations with the provincial
governments to implement carbon

pricing as the main measure to reduce
greenhouse gas emissions across Canada.

Although ensuring pricing can address some
of the unique economic and geographical
constraints that shape the energy demand of
some Canadians, a carbon price is ill suited to
Northern Canada, where the problem is a lack
of alternatives, not a lack of incentives, and
the potential impact on climate mitigation

is small.

In Northern Canada, the high costs of energy
from diesel-run generators already provides
a strong incentive for communities to look
towards alternatives. Electricity prices in the
Northwest Territories and Nunavut are 30%
higher per kilowatt-hour the rest of

Canada, while prices in the Yukon are also
above average.

Increasing already high costs will damage the
economy. Capital costs to develop a precious
or base metal mine, important economic
development opportunities for northern
communities, are already 2 to 2.5 times more
expensive than in southern communities with
cheaper energy supply. In addition,
operational costs are between 30% to 60%
higher. Since Northern Canada only represents
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0.3% of Canada’s emissions, the payoff in terms
of preventing climate change are small, while
the costs are significant.

Providing funds to help communities invest

in lower-carbon electricity and other forms

of infrastructure would help to lower emissions
while helping reduce the cost disadvantage
faced by northern businesses. The federal
government is pursuing this approach and
has dedicated $10.7 million over two years

to help northern and indigenous off the grid
communities reliant on diesel power to build
renewable energy projects. This is in addition
to a $2.24 billion, five-year green infrastructure
fund for First Nations communities. This
represents the right way forward to reduce
emissions in remote and northern communities.

4

2. RECOMMENDATION: Given the high
costs faced by northern economies, as well
as the fact that they make a marginal
confribution to Canada’s emissions,
consider allowing for alternatives to carbon
pricing in northern Canada.

Carbon pricing must be designed with
emission intensive, trade-exposed industries

in mind, or else Canadian business in these
sectors will face a significant competitive
disadvantage compared to the United States.

Another limit of carbon pricing is emissions
intensive, trade-exposed (EITE) industries.
Because they are emissions intensive, they will
be significantly impacted by a carbon price,
while being trade exposed, meaning they
cannot easily pass prices increases on to their
consumers. As a result, there is arisk that
carbon pricing will cause these types of
industries to either move their operation or
invest elsewhere. This is a lose-lose for the global
climate and Canada’s economy, as Canada
will lose out on investment and job creation
without realizing any reduction in global
emissions.

Designing policies specifically to help EITE
industries can help mitigate this problem. For
example, the United Kingdom has an ambitious
greenhouse gas reduction target of 57% from
1990 levels by 2030, compared to Canada’s
target of reducing emissions by 13% from

1990 levels over that same period. The

country has managed to avoid the potential
competitiveness impacts of their climate

policy by monitoring the impacts on vulnerable
sectors and providing targeted assistance

in the form of free emissions trading permits,
sector discounts or exemptions from national
policies.

Protecting EITEs is a primary concern for
Canada, especially in Alberta and
Saskatchewan, where between 18% and
28% of GDP is vulnerable to carbon leakage,
depending on the size of the carbon price
assumed. One reason why the impact of the
UK’s climate policy on competitiveness has
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been relatively small is that its largest trading
partner, the European Union, was also
implementing ambitious climate policies.
Canada does not have this advantage

and increasingly finds itself at odds with the
United States. This divergence in policies with
our largest frading partner puts Canadian firms
at a greaterrisk of being disadvantaged by
climate policies.

Below are three approaches to protect ETIES

*  Qutput-based pricing system — This is
the approach being adopted by the
federal government for EITEs. Instead of
applying a carbon tax on every tonne
of gas emitted, a company only pays a
carbon tax when it emits more a
baseline based on an industry average.
This approach protects vulnerable
sectors from the fullimpact of a carbon
price, while still preserving the incentive
to reduce them further.

» Sectoral agreements — This would
entail reaching out to major trading
partners to arrange similar actions,
either on regulation, carbon pricing
or other various options, to reduce
emissions. Because jurisdictions are
taking similar actions, the potential for
carbon leakage is minimized.

* Exemptions or free permits — This would
include exempting EITE industries
from the broader GHG policy,
completely or in part. Sweden,
a pioneer on carbon ftaxes, has always
applied a lower carbon pricing rate
to industry than other sectors. Alberta
and BC both provide an exemption
on carbon taxes for farmers. Under a
cap and trade system, providing
certain EITE industries free permits,
as is done in the United Kingdom,
can also help adverse impacts.

The Early Action Program overseen by the
federal government provided emission credits
to companies that had reduced emissions

between 1990 and 2006. The federal
government may consider establishing a
similar program to reward firms or sectors that
have made good progress in recent years
through emission offsets, which they later can
use to achieve their compliance obligations.

Under the Pan Canadian Framework for Clean
Growth and Climate Change, Canada'’s
national plan to reduce emissions, the federal
government and provinces have committed
to assessing the competitiveness impact of the
national program in 2020. Conducting sound
economic analysis, as well as consultations
with industry on the competitive impacts of
climate policy, will be essential to informing this
discussion.

3. RECOMMENDATION: The federal and
provincial governments should continue

to pursue separate policies for EITEs. Work

on assessing carbon leakage and the
competitive impacts of climate policies
should begin now in preparation for a
federal, provincial, and territorial discussion
of the competitive impacts of climate policy.

Do not layer regulation on top of
climate policy

Governments should trust the market and only
apply regulation to reduce GHG emissions
after conducting a thorough cost/benefit
analysis.

Harnessing the power of the markets

through carbon pricing allows businesses the
flexibility to respond in a way that makes sense
for their business and maximizes opportunities
for innovation. Layering regulation on top

of carbon pricing systems destroys this
advantage by raising costs while reducing

the freedom of businesses to respond to a
carbon tax or undermining demand for
emission credits in a cap and frade system.
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A recent analysis by the Laurier Center for
Economic Research and Policy Analysis looked
at the cost-effectiveness of various policies. It
found that carbon pricing was the lowest cost
option. To reduce Canada’s GHG emissions by
10% with a carbon price would cost $175 per
tonne. That same emissions reduction would
cost between $200 and $1,000 per tonne using
a fuel economy standard, clean fuel standard
or zero emission mandate.

In addition to national carbon pricing,
the federal government is also proposing:

e A national Clean Fuel Standard, which
would reduce the overall life-cycle
carbon intensity of fuels by
approximately 10-15% by 2030. Unlike
similar policies in place in Canadian
provinces or the United States, the
proposed federal standard will apply
beyond the fransportation sector to
fuels used by industry and buildings

* Regulations to end the use of coal in
electricity generation by 2030

* Regulations to reduce emissions natural
gas-fired electricity generation

* Proposed regulations to address
methane and volatile organic
compounds

* Lowering the threshold for businesses
to report the greenhouse gas emissions

Layering regulations on top of carbon pricing
has frade-offs, both for the economy and the
environment.

In some cases, regulation can remove one

of the greatest benefits of carbon pricing:

the flexibility it offers businesses to find the
lowest-cost way to reduce emissions. Consider
the example of a large industrial consumer of
natural gas in Ontario, they would subject to
the Ontario’s Cap and Trade system. Under a
proposed federal Clean Fuel Standard, they
would also be required to reduce the carbon
intensity of any natural gas they use by adding
renewable natural gas or another alternative
to their mix. Rather assessing what emissions
reduction opportunities their facility could
pursue at lowest cost, possibly earning them
credits to frade on the cap and trade market,
this facility would have to put all their attention
info meeting the low carbon fuel standard.

Carbon Levy Revenues
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Meeting a renewable fuel standard will
mean securing a source of biofuels. Meeting
this demand through domestic production
would have implications for the forestry and
agriculture sectors. Meeting this demand
through trade would have implications for
energy security.

Meeting regulations may have unintended
consequences and frade offs. For example,
in the chemical manufacturing industry,

the technology to reduce sulphur dioxide
emissions — a pollutant that causes acid rain —
increases energy use and consequently
increases greenhouse gas emissions.

Minimizing unintended consequences

and understanding the trade offs of policy
approaches requires that Governments trust
the market, and only apply additional
regulation in those cases where such measures
would clearly complement carbon pricing.
This would mean conducting a fransparent
cost/benefit analysis when proposing new
climate regulation that considers not only the
impact of the policy, but also the cumulative
impact of the policy and how the proposal
would align with provincial or territorial
government measures.

4. RECOMMENDATION: Governments
should avoid layering regulation on

top of carbon pricing without extensive
analysis of how this will influence the cost
of the measure and trade-offs with other
social and economic goals.

Put the money towards the mission

Carbon pricing revenues should be applied
to reducing the economic impacts of climate
policy or else further reducing emissions;
otherwise, it is simply an excuse to raise taxes.

Carbon pricing is set to become a

significant contributor to government coffers.
The combined revenue from carbon pricing
regimes in Ontario, Quebec, BC, and Alberta
are set to reach $4.8 billion in 2017/2018. If all
goes according to the federal government’s
plan, by 2022 the carbon pricing floor across
Canada will rise to $50 per tonne, resulting in
a substantial boost to provincial revenues. In
Alberta and Saskatchewan, provinces with

a high concentration of emission-intensive
industries, revenues from carbon taxes could
rival royalties from the oil and gas sector.

Canadian Chamber members accept

this new form of taxation because they
understand the need to reduce emissions.
However, carbon pricing cannot be used

as an excuse by governments to simply raise
revenue. Acceptance of carbon pricing
depends in part on how the funds are spent.
For many of our members, the funds must be
applied to either achieving further greenhouse
gas reductions or mitigating the economic
downsides of climate policies.

Over the short term, the best way to use

the carbon price is fo mitigate the impact
of higher costs on Canada’s investment
environment and preserve GDP growth is
through lowering corporate or personal
income taxes. Using revenues to support the

A Competitive Transition: How smarter climate policy can help Canada lead the way to a low carbon economy - 13



development of technologies and processes
that can help businesses make deeper cuts
to emissions at lower costs would help boost
Canada’s competitiveness, despite these
benefits taking longer fo materialize. Both
these uses of carbon revenues have support
among Canadian Chamber members.

In fact, they are in favour of this, with tax
cuts providing relief in the short term and
investment in innovation reducing emissions,
and costs over longer term.

While larger Canadian enterprises and
multinationals have been preparing for

a carbon tax for years, many small and
medium-sized businesses are struggling

to understand how these new policies will
affect their bottom line. Small and
medium-sized businesses often lack the
expertise, time or resource to take effective
action on reducing the greenhouse gas
emissions in a cost competitive manner.
Given that 98% of Canadian businesses
have less than 100 people, effective action
on climate change will mean targeting
policies to the particular needs of this sector.

5. RECOMMENDATION: Carbon pricing
systems cannot be a tax grab. Provinciall
and federal governments should use
revenues to reduce the costs of climate
policies to businesses and households
through tax rebates or programs aimed
at incentivising investments in energy
efficiency and other climate technologies.
Programs to help small and medium sized
businesses understand their greenhouse
gas emission and invest in new programs,
processes or technologies should be

a priority.

Consider the bigger picture

Consider the broader context in which climate
policies are being infroduced and as climate
costs rise work with other levels of government
to reduce costs to business in other areas.

Companies consider a broad range of
factors when making investment decisions.
Multinational firms in particular have a unique
insight on how different jurisdictions compare,
since national branches are directly
competing against operations in countries
for investment dollars from headquarters.
These firms consider several factors when
making investment decisions:

e The availability of people with needed
skills and the cost of hiring them

¢ Overall market conditions, such as sales
growth or prices

* The cost of inputs such as energy,
materials or feedstock

* The share of profits that are taken up
through municipal, provincial/state or
federal taxes or royalties

e The clarity, certainty, and timeliness of
regulatory and permitting processes

e The proximity of customers and the cost
of fransporting final products or inputs

» Political risk and strength of the rule
of law

Small businesses or service sector industries
that must be located near customers face
a similar range of factors when deciding to
invest in new equipment or expand their
operations. Even if they do not have the
option of moving to another jurisdiction, if
faced with rising costs or other barriers they
may choose to delay or cancel investments.
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Canada'’s strengths and weaknesses on the
factors that support investment vary by region
and industry. Considered in isolation, a

policy like a carbon price will not determine
an investment decision. The impact of a
carbon price or regulation may be relatively
minor and a disadvantage in one areaq, such
as a higher tax burden, can be offset by
having a clear edge in another.

But climate policies are not being imposed in
isolation, how they affect investment decisions
from the largest multinational business to the
local ‘'mom and pop’ stores will depend on
how well Canada is performing on the other
factors that go info making an investment
decision. A climate policy infroduced in a
context where many other factors support
investment will have a very different impact
than if that same policy adds to a growing list
of disadvantages.

In July of 2017, the presidents of the national,
provincial, territorial, and regional Chambers
of Commerce across Canada sent a letter to
the Prime Minster raising concerns over the
rising cost of business. The letter expressed
stfrong support for action on climate change,
but underscored a list of piling up concerns
about Canada'’s ability to attract investment:
high labour costs, low productivity growth, and
rising costs from a variety of businesses.

“Resonating throughout the Canadian
Chamber Network is a consistent message:
the cost of doing business in Canada is rising.
This concern is not limited to the costs
generated by the fight against climate
change, but reflects the serious cumulative
impact of the growing burden posed by fees,
faxes and regulations the private sector is
being asked to bear. Our members are deeply
worried about their ability to both grow their
businesses within Canada or compete for
investment and customers from abroad.”

The solution proposed by the Chamber
presidents was not to delay action on climate
change, but to pay attention to the bigger
picture. This will mean examining the range of

government imposed costs on businesses and
assessing whether there are ways to reduce
this burden as a way to offset cost increases
from climate policies. One approach to
consider is Ontario’s proposed Cutting
Unnecessary Red Tape Act, which would
mandate that for every $1 of new government
costs, ministries would have to establish an
offset by cutting other costs by $1.25.

Increasing costs to businesses is an issue that
spans across all level of governments. When
listing the policies and regulations that are
adding cost and weighing down investment
decisions, Canadian Chamber members
inevitably list some issues that are federal

and others that are provincial, territorial or
even municipal. A Pan-Canadian approach
to assessing government imposed costs on
businesses could identify areas where greater
coordination between jurisdictions is needed
and could have a significant impact on costs.

6. RECOMMENDATION: The federall
government should collaborate with
provincial and territorial governments on
identifying areas to reduce
government-imposed cost to business,
including through streamlining regulatory
processes and harmonizing requirements.

For the resource sector, regulatory
certainty is a crucial part of the
bigger picture.

Canadian Chamber members are particularly
concerned about the overall competitiveness
of a key group of industries: natural resource
developers and related sectors, such as
mining, oil and gas production and transport,
and certain classes of manufacturing, such

as the production of chemicals. These sectors
represent a significant share of Canadian GDP
and exports, and provide thousands of jolbs
across Canada. In 2016 the mining industry
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directly and indirectly employed 596,000
people, while in 2017 the oil and gas sector
supported 624,000 jobs both directly and
indirectly, with the chemical sector supporting
525,000 jobs in Canada.

The oil and gas sector in particular has

seen a substantial exit of foreign capital
beginning in 2016. Other sectors, such as
chemical manufacturing and forest products,
could be poised to make additional
investment in Canada. A range of factors, not
least of all commodity prices, determines all
investment decisions. Interviewees from
mining, energy, and related industries,
stressed the importance of clarity around the
policies and regulations as a crucial factorin
supporting investment. The current uncertain
environment is posing a major deterrent to
investment. If the regulations or policies
guiding project development are unclear

or changing, companies will lack a foundation
of information they need to assess these

other forms of risk, and may choose o spend
investment dollars elsewhere.

During the course of our interviews and
roundtables with members, the following
regulations and policies were mentioned as a
source of uncertainty for Canadian business.

* An evolving understanding of the
Crown’s Duty to Consult with
Indigenous Peoples and how to
accommodate indigenous rights
in the regulatory process

* Reform of the Canadian
Environmental Assessment Act,
the main federal government’s
legislation guiding environmental
assessment processes

e Reform of the National Energy Board
Act, the federal legislation guiding the
regulation of interprovincial and
infernational oil and gas pipeline and
electricity fransmission lines as well as
liguefied national gas exports

¢ The precedent set by the National
Energy Board's review of the Energy
East pipeline project, where the scope
of the issues to be assess were changed
over the course review process

e The review of the Fisheries Act

* The recently proposed changes to
taxation on private corporations

e Policy development in the North

* Ongoing development of range plans
for caribou at the Provincial level

* Ongoing development of climate
change policy in Manitoba,
Saskatchewan, the territories,
and the Aflantic

Governments, legislators, and court decisions
are working to provide greater clarity on the
proposed direction of these issues and policies.
It will take fime for businesses to understand
how these policy reforms will take shape and
how they will relate to one another.

In the meantime, the uncertainty of the
regulatory system in a number of areas will
influence how increased costs from climate
pricing are perceived.

7. RECOMMENDATION: Work with the
provinces and territories to provide

clarity on key government policy and
reforms that are increasingly impacting the
resource sector.
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S
- 2. GETTING FOSSIL
=l FUELS RIGHT

The heart of this country’s debate over climate
policies is the question of what role Canada
will play in global coal, oil, and natural gas
markets. Burning fossil fuels is responsible for
two thirds of global greenhouse gas emissions.
Consequently, some Canadians believe that
the solution to climate change is to end the
production and use of fossil fuels in a short time
frame, years rather decades.

The Canadian Chamber has a different
position. In our member’s view, Canada’s
climate policy should focus on reducing globall
greenhouse gas emissions at the lowest cost to
Canadians and our way of life. In some cases,
where alternatives to fossil fuels are readily
available and cost competitive, this will mean
moving away from the use of coal, oil, and
natural gas. But there are many sectors where
cost effective alternatives to fossil fuels are
decades away from being viable or may not
be possible at all.

In those instances, Canada can play a role in
reducing global greenhouse gas emissions by
producing energy commodities to the highest

environmental standards and trading them
with the rest of the world. Canada’s energy
sector combines abundant fossil fuel resources
with excellent expertise in environmental
technologies and some of the strongest
environmental regulations in the world.

If anyone can lead on finding a way to
produce fossil fuels while taking strong action
to reduce greenhouse gases, it is Canada.

Markets for coal, oil and natural
gas are changing, but the era of
fossil fuels are not over

When people think about renewable or low
carbon energy, they often mean technologies
used for electricity generation, such as solar
panels or wind turbines. Coal is the dominant
fuel for power generation around the world,
representing 40% of the total electricity
production. As cost competitive alternatives
for coal power generation become more
widely available, the use of coal for power
generation is set to decline. For example,
Bloomberg New Energy Finance argues that
solar power is at least as cheap as coal in
Germany, Australia, and the United States,
with the cost expected to fall a further 66%

Change in global oil demand by sector (2010-2040, New Policies Scenario)

Source: World Energy Outlook 2017, IEA
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by 2040. Over the next twenty years, almost
three quarters of new investment in electricity
generation from now until 2040 will be invested
in solar and wind.

For natural gas, the other fossil fuel widely

used for electricity generation, the transition

to a lower carbon economy could very well
drive demand instead of depressing it. In North
America, cheap natural gas has emerged as
the largest competitor for coal power, which
has helped the United States reduce their
greenhouse gas emissions by 7% since 2005.
Between 2002 and 2016 the United States
alone closed 531 coal plants, representing
total generation capacity greater then that

of BC, Alberta, and Saskatchewan combined,
largely due to competition from cheap natural
gas and renewables.

Natural gas electricity generation is often an
important support for solar and wind power.
Natural gas plants, which can ramp up and
down relatively quickly, can help the
electricity grid deal with the unpredictable
nature of wind and sunshine. Overall use of
natural gas for electricity production is
expected to increase around 16% over the
next 20 years even as the cost of wind and
solar power continues to fall.

Fossil fuels are not just used to generate
electricity. 74% of steel is made with coking

or steelmaking coal, including steel used for
many green products like electric vehicles

or wind furbines, the creation of which uses
approximately 100 tonnes of steelmaking coal
on average. Increased demand for renewable
energy and electric vehicles may decrease
demand for coal to fuel power plants, and
increase it for coal used to make steel.

Very little crude oil is destined to produce
electricity, with only 4% of global

electricity fueled by petroleum. Instead,
petroleum products are most often used

as a transportation fuel and feedstock for
chemicals manufacturing. Alternatives to
oil-fueled internal combustion engines are
making headway in some parts of the
fransportation sector. Light duty electric
vehicles accounted for only 1% of car sales

in 2015, but Bloomberg New Energy predicts
that by 2040 they could represent over half

of new cars sold. However, given that the
average cars stay on the road for over 11
years, it will take many years for growing sales
of electric cars to translate to electric vehicles
on the road. Electric vehicles tend to grab all
the attention, but simple energy efficiency will
have a powerful impact on oil demand.

Canada’s GHG Emissions by Sector, 2015

Source: Government of BC, Alberta, Ontario and Quebec. RBC Economics Research
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Passenger vehicles account for about a
quarter of total oil demand. Even as oil
demand from cars is projected to fall, the
International Energy Agency predicts that

the world will still consume more oil in 2040
than it does today. This is due to increased
demand from petrochemical manufacturing,
road freight, aviation, and shipping (see chart
below). Trucking alone accounts for one fifth
of oil demand and has been the key driver

of growth in oil demand since 2000. While
companies like Tesla are working on
developing electric heavy duty trucks,
energy efficiency and bio-fuels could play
arole in reducing demand, as oil will continue
to be the main fuel for the trucking sector

for the foreseeable future.

Canada can push the envelope
on developing lower carbon
fossil fuels

Markets for coal, natural gas, and oil are
changing, but they are not going away.
Consequently, acting effectively on climate
change will mean figuring out how to lower
the greenhouse gas (GHG) emissions from
using these fuels where alternatives are not
available. Fortunately, Canada is already
leading on this front.

Carbon capture and storage will be a crucial
technology fo limit the impacts of climate
change. According to the International
Energy Agency, some of the world’s most
carbon-intensive sectors *may have no
alternatives to carbon capture and storage for
deep emissions reductions.” This is because
industries like steel, cement, chemical
manufacturing and refining release emissions
due to the chemistry of the production
processes. In these cases, substituting coal,
petroleum or natural gas for renewables

is simply not an opfion.

Canada has nearly a fifth of the 22 large-scale
CCS plants operating or under construction
around the world. The Pembina Institute,

an environmental advocacy group,

in recognition of the opportunity to create

a carbon capture, utilization, and storage hub
in Alberta, has argued that CCS are key to the
fransition to a decarbonisation society. If CCS
are not fully utilized as a key mitigation
strategy, the costs of climate change
mitigation are estimated to increase 138%.
Similarly, the IEA has argued that CCS could
account for as much as 13% of the global
GHG reduction to achieve a two-degree
scenario. Currently, Canada is a leader in CCS
technology. This not only means that our
industries are well positioned to continue to
reduce GHGs from the energy sector but that
Canada could become an exporter of CCS
technology to emerging economies, which
will increasingly rely on the technology to
offset the GHG emissions associated with
industrialization.

8. RECOMMENDATION: Provincial and
federal governments should confinue to
support new technologies that will help our
resource sector create clean technologies
that will reduce the GHG emissions of
essential energy inputs and develop

an export strategy of Canadian CCS
technology as it matures.

Think locally, measure our impact
on the climate globally

Canadais in a unique position because

most of the fossil fuels we produce are not
consumed by Canadians, but are fraded
elsewhere in the world. In 2016, over four fifths
of Canada'’s crude oil, and around half of
our natural gas and coal was exported.

This presents a unique challenge for Canada
as we work to reduce our greenhouse gas
emissions. The oil and gas sector is the

largest emitter in Canada, producing almost
190 megatonnes (Mt) of carbon dioxide
equivalent in 2015. However, because so much
of Canada’s oil and gas is fraded, limiting our
view to what is happening within Canada puts
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us at risk of overlooking why reducing

GHG emissions in the oil and gas sector is

of global importance. To this end, the Paris
Climate Change Agreement committed 175
parties to working together to lower GHG
emissions nationally and globally. As a major
exporter of environmentally competitive oil
and gas products the federal government
should measure GHG emissions that are not
only reduced within our borders, but GHG
that are eliminated as a result of exported
Canadian oil and gas that are used in other
nations to replace GHG heavy energy systems
like coal and diesel power.

9. RECOMMENDATION: The federal
government should consider all real
reductions regardless of whether they are
domestic or international. All GHG
reductions lead to solutions and often

at lower costs, therefore should be
considered.

Recognize that hindering the
transportation of oil and natural
gas is not a viable climate strategy

Transition is clearly underway. What is less clear
is how long this transition will take and how
Canada, a major exporter of fossil fuels, should
position itself amidst this tfransition. Bloomberg
New Energy Finance estimates that by 2050
fossil fuels will provide nearly 30% of the world’s
electricity. It is clear that in the coming
decades oil and gas will continue to have

an important role in our energy system.
Furthermore, there are some sectors, such as
aviation, that may never be able to move
completely off petroleum. Despite being
landlocked and trading at a discount of

$15 billion a year, the energy sector in Canada
contributes 11% to Canada’s Gross Domestic
product. Investments in clean energy
technologies and innovation necessary to
decarbonize the economy depends heavily
on the health of the oil and gas sector.

What Powers the World?

. Fossil Fuels
. Nuclear

. Renewables

https://www.gocompare.com/gas-and-electricity/what-powers-the-world/
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Increasingly, the economic prosperity

of the energy sector and the capacity of
Canadians fo combat global emissions
depends on our ability to fransport our oil and
gas products to tidewater. At present, the
United States receives 100% of our gas imports
and nearly 100% of oil, because we cannot
ship it anywhere else effectively. However,
according to BP, the United States are on path
to be energy-self-sufficient by 2023 and ol
self-sufficient by 2030. They are achieving this
through a combination of renewable energy
and using technologies to frack oil and gas.
At the same time, the market itself is shrinking.
Energy-efficiency and changing patterns of
industrial production will see that by 2035,

the United States’ economy will be nearly
150% larger than today, but only require

the energy it needed in 1985. Consequently,
major infrastructure investments in the
fransportation of our oil and natural gas
products will be necessary to create the
economic prosperity needed to support the
fransition to a lower carbon economy. In this
sense, the development of pipelines and
related infrastructure should be considered
as part of Canada'’s strategy to get
‘innovation right’.

According to the
International Energy
Agency, energy efficiency

allowed the world to
avoid burning 205 million
tons of coal and 870
million barrels of oil in 2015

3. GETTING INNOVATION

RIGHT

The economic reality is that Canada is fast
approaching its economic capacity, meaning
that capital and labour are fully employed,
and there is no large pool of labour or capital
funds waiting idly to be directed toward these
required investments. The simple fact is that
Canada is unable to leverage the funds,
capital, and labour resources required to
generate these investments without drawing
funds and productive capacity away from
other economic activity.

Innovation will be a key ingredient in
improving the productivity of Canada'’s
economy, and ensuring dynamism for both
capital and labour. Without improvements

in innovation, massive investments in emission
reductions could lead to increased interest
rates, a higher dollar, and upward pressure

on labour and input prices. In other words,
without increasing the capital generated from
our profitable sectors of the economy, like oil
and gas, and creating innovation, GHG
reduction fechnology and investment will
crowd out investment in other areas of the
economy.ln developing a strategy towards
innovation, we must ensure a balance
between utilizing disruptive R & D technologies
and encouraging the wide scale adoption of
technologies that are already here.

Autonomous vehicles, block chain, and
artificial intelligence are headline grabbers,
and are poised to radically change our
world. However, policy-makers and businesses
should noft lose sight of the progress that has
been made through incremental innovation
and promoting the mass adoption of existing
technologies. For example, between 2002
and 2016 the United States has closed 531
coal plants. To put this in perspective, this is
more the combined electricity capacity of BC,
Alberta, and Saskatchewan Disruptive energy
technologies like solar panels and wind
turbines played a role, but the main driver was
low natural gas prices and low growth in
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electricity demand. Both these trends were
driven largely by incremental innovations,
rather than disruptive technologies. For
example, low natural gas prices were caused
by the combination of hydraulic fracturing
and horizontal drilling, both of which have
actually been around since the 1970s, which
unlocked new low cost natural gas resources.

The slow but steady progress the world has
made in energy efficiency is often underrated.
According to the International Energy Agency,
energy efficiency allowed the world to avoid
burning 205 million tons of coal and 870 million
barrels of oil in 2015. Despite the fact that the
population has grown, economies are larger
and people are driving more vehicles over

the last 15 years, energy consumption in IEA
member countries has basically been flat.
Energy efficiency is a key component of this
reduction in energy consumption. In particular,
Canada’s Office of Energy Efficiency noted
that since 1990 energy efficiency in heating
and cooling, appliances, and fransportation
has offset 85.4 Mt of emissions and added 37.6
billion to the economy in 2013. As many of our
natural resource, industries, such as mining, are
energy intensive; energy efficiency is perhaps
one of the more promising measures of GHG
reduction at our disposal.

Without incremental increases in energy
efficiency, energy consumption would have

risen 12% over this time-period. Going forward,

it will be important that innovation be used to
achieve:

* Lower carbon natural resources, including
fossil fuels, which will help Canada
conftribute to the fight against
climate change

* Low carbon Canadian technology
firms that will drive the economy

* Focused on a balance between new
technologies and more incremental
technologies, in addition to practices,
such as conservation and energy
efficiency

E_IB 4. GETTING TRADE RIGHT

Canada cannot afford to be inward looking
when it comes to reducing greenhouse gas
emissions.

When it comes to greenhouse gas emissions,
Canada faces a paradox. We are one of
the world’s largest emitters of greenhouse
gases on a per capita basis, yet contribute
only 1.6% to global GHG emissions. Even if
Canada meets its GHG reduction targets,
without a coordinated international response
to reducing emissions Canadians will still face
the impacts of climate change. We
simultaneous have a responsibility to act,

yet little power to stop climate change by
focusing on domestic action alone.

Canada faces a second challenge, in that we
have relatively few opportunities for low cost
GHG abatement compared to many other
nations, particularly developing countries.

The composition of our economy, our climate,
the structure of our cities, and the size of our
country will make it relatively expensive to
reduce emissions in Canada. To meet
Canada'’s emission reduction targets, the
economy will have to reduce emissions by

219 Mt by 2030. To give a sense of the
magnitude of these reductions, completely
decarbonizing Canada’s buildings and heavy
industry would reduce emissions by only 160
Mt based on current level. It will be difficult for
Canada to achieve these deep emissions cuts
without causing serious disruption to Canada’s
economy, including job losses in many sectors.

These challenges lead to a familiar conclusion
for Canada; we cannot rely on our domestic
market alone. Canadian government and
businesses must look to strategic partnerships
beyond our borders, through tfrade and other
means, in order to achieve our greenhouse
gas reduction goals.
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What forms could international partnerships on emissions take?

Article 6 of the Paris Agreement refers to Internationally Traded Mitigation Outcomes.
While the definition of an ITMO has yet to be established, there are a number of forms
this type of partnership could take.

The Western Climate Initiative — which coordinates trade in carbon permits between
Cdlifornia, Quebec, and Ontario — is widely held up as an example of how Article 6
of the Paris Agreement could be applied. Each government issues a certain number
of permits to businesses that participate in their provincial or state’s cap and trade
market. Businesses that do not have enough permits to cover their emissions are
allowed to frade with businesses with excess credits in any of the three jurisdictions.
Expanding the supply of permits through linking bring down their cost.

Another way Article 6 of the Paris Agreement could come into play is through the use
of offsets: emissions reductions made by one entity that are traded to another. The Paris
Agreement is proposing the Sustainable Development Mechanism, a program that will
allow a national government to invest in a project that would reduce greenhouse gas
emissions happening in another jurisdiction in exchange for the credit for the emissions
reductions. Businesses can also use offsets to fulfill a regulatory mandate or on a
voluntary basis.

A third form of international partnership involves climate finance. These are funds given
by industrialized countries to emerging economies. While industrialized economies have
been the source of the maijority of emissions, it is rapidly emerging economies like China
and India will drive emissions growth in the future. Climate finance helps to create the
energy systems that will counter potential future emissions from emerging economies
and expands the clean technology market.

Businesses and governments need to make
the case for free trade in emissions reductions
and offsets.

The Paris Agreement is an international treaty
negoftiated by the United Nations that seeks to
coordinate global action on reducing
greenhouse gas emission. One of the most
important aspects of the treaty was Article 6,
which allows countries to cooperate on
emissions reductions. The exact form of this
cooperation is currently being defined by
negoftiators under the Paris Agreement
process but is generally understood to allow
for the exchange of carbon credits or offsets
over national borders to meet emission
reduction targets.

The federal government has stated in the

Pan Canadian Framework on Clean Growth
and Climate Change that it intends to use
international emissions reductions as part of its
national strategy. The advantage to Canada
would be access to emission reductions
opportunities at a lower cost than what can
be achieved at home. For example, one study
concluded that the average price of permits
in Ontario $18 per tonne in 2020 if companies
had access to permits from Quebec and
California, compared to an average prices

of $74 per tonne if they do nof.

Many checks and balances need to be in
place in order for international exchanges
to be a credible way to reduce global

greenhouse gas emissions. A system needs
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to be in place to ensure that the carbon credit
represents a real incremental reduction in
greenhouse gas emissions, and is not
rewarding a project that would have occurred
in any case. Accounting systems must be
developed to avoid fraud in the form of selling
the same emission reduction multiple times.

A large part of the implementation of the Paris
Agreement willmean developing the rules
and systems that will support these types of
infernational exchanges.

While the advantage of international
exchanges in emission permits is clear, the
public acceptance of this approach should
not be taken for granted. Trade, immigration,
and infernational exchanges of all sorts have
become contentious issues. Climate Change
Action is not without cost, despite having the
lowest electricity prices in the world, decisions
on adding renewable power supplies to the grid
and displacing other forms have knock

on impacts for rate payers. Moreover, the
withdrawal of the United States from the

Paris Agreement also puts pressure on the
Government to maintain climate policy action
when many Canadians may feel doing so puts
Canadian industry at a disadvantage against
the United States. Creating and nurturing
public support for these policies will require

the following:

e Clear communication of how energy
decisions will affect ratepayers, and
provisions to shield ratepayers from any
sudden shock to retail energy prices

e Due consideration of where Canada
can have the greatest impact on its
emission reduction without harming the
competitiveness of our economy,
with particular focus on educating the
public on the role Canada can play in
reducing GHGs in other nations, not
only our own

e Alleviating the pressure on Canadians
and locating the best abatement
options by entering into agreements,
projects, and trade relations with
other nations

On frade, policy decision-makers should
recognize that Canada produces the most
electricity from renewable sources than

any G7 country. In fact, 80% of Canada’s
electricity comes from non-emitting sources.
This is a huge asset and it means that
Canada can manufacture low carbon
commodities that can be exported to ensure
that the significant growth being experienced
in non-OECD countries does not create
unsustainable consumption. For instance,
right now India’s GDP is 25% of China'’s, but
within two decades it is forecasted to be as
big as China is today. Canada can play an
important role in using our non-emitting
electricity to offset the increased carbon
footprints as new nation’s pursue middle class
habits of consumption. Trading low-carbon
commodities would not only be good for
Canadian producers and create jobs, but if
measured as part of our emission reduction
strategy, could play a big role in ensuring
Canada meefts its Nationally Determined
Contributions for the Paris Agreement.

However, to ensure that our contribution

to the decarbonisation of global consumption
is recognized Canada must take a leadership
role in the Paris Agreement. At present,
international GHG accounting is palpably
biased against energy exporting nations
because it fails to differentiate between
production- and consumption-driven
emissions. This disadvantages Canada —

a large net energy exporter — and absolves
others around the world from the implications
of their consumer choices. Further, as more
and more metals are utilized in the transition
to renewable energy sources, it will be all the
more important fo ensure our impact

on reducing GHG produced through
consumption is recognized, and all the more
important that we continue to leverage our
non-emitting energy sources.

In particular, the transition to a low carbon
economy will be a boon to the global mining
industry. Many low carbon technologies and
renewable energy systems require specific
metals and minerals to function. An electric car
requires four times as much copper as a
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conventional vehicle. For an equivalent
installed capacity, solar and wind facilities
require up to 15 times more concrete, 90 times
more aluminum and 50 times more iron,
copper, and glass. Demands for these
materials will only grow in years to come and as
a world leader in the mining industry, Canada
is well positioned to ensure these materials are
excavated and produced with a lower
carbon footprint compared to mineral
production elsewhere.

For many other G7 nations, “much of the
pollution associated with mining is outsourced
to regions where the environmental impact is
uncontrolled”. However, many of Canada'’s
mines are not only located within our borders,
but we are leaders in developing

engineering and environmental practices to
lower the footprint of the industry. As the world
starts using more metals and minerals in their
quest to lower emissions, Canada will provide
both these materials and the know-how on
how fo extract them in the best way possible.

10. RECOMMENDATION: The federal
government should help Canadian
producers develop a clear export
strategy to ensure our low carbon
commodities can reach global markets as
part of GHG reductions strategy.

11. RECOMMENDATION: Trade policy
should be developed that allows Canada
to maximize its abatement opportunities
through the exchange of low carbon
commodities and minerals, prudent
investments in other jurisdictions that

will lower GHGs, and climate financing.

12. RECOMMENDATION: Canada

must exert leadership on ensuring that
consumption, not only energy production is
considered in accounting for GHG emissions.

N 5 GETTING
&

GOVERNANCE RIGHT

Under the Paris Agreement, Canada will need
fo update its contribution to the global fight
against climate change every five years. The
process should be predictable, transparent,
and based on sound economic analysis.

The United Nations Framework Convention on
Climate Change (UNFCCC) is an international
body that coordinates global state action on
this crucial issue. Negotiated under the aegis
of the UNFCCC, the Paris Agreement is an
international treaty that seeks to coordinate
global action on reducing greenhouse gas
emission and adapting to climate change

in the post 2020 world. The agreement is fruly
global. Every nation on earth, with one
exception, has indicated it will join. That
exception, however, is an important one:

the United States, the source of 15% of global
emissions. The United States is currently party
to the treaty but has indicated its intention to
withdraw in 2019, the earliest date permissible
under the terms of the agreement.

The heart of the Paris Agreement is the idea
of Nationally Determined Contributions (NDC),
a document that outlines how each nation
plans to help the world limit globall
temperature increase. Through the NDC, each
country must contribute something — a certain
tonnage of emissions reductions, a certain
percentage of renewable energy or even

a particular project — towards achieving the
Paris Agreement’s ultimate goal: maintaining
global temperature increases below 2 degree
Celsius above pre-industrial levels.
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December 2016 Emissions Projections: 742 Mt in 2030
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Through the NDCs, the Paris Agreement links
each nation’s domestic climate actions to
international law. The agreement envisions a
cycle of reviewing global progress towards

the two degree goal and updating the NDCs.
Every five years, countries will be expected to
make its contribution more ambitious, either by
increasing emissions reduction target or
conftributing more in other ways.

Canada setits first NDC in 2015; targeting

a 30% reduction in GHG emissions from 2005
levels by 2030. This franslates fo reducing
emissions by approximately 219 tonnes of
CO2e from projected levels, more the current
combined emissions from Canada'’s buildings,
electricity generation, and waste sector.

As the chart above demonstrates, the federal
government is relying on provincial measures
to achieve 40% of the emissions reductions
promised in the NDC. Another 40% will come
from the actions set out in the Pan Canadian
Framework on Clean Growth and Climate
Change, a national plan to act on climate
change and help to achieve Canada’s NDC,
with the rest of the reduction coming from
unspecified array of measures, such as public
transit or green infrastructure.

Canadais currently not on frack to meet the
ambitious GHG reduction target listed in ifs
NDC. In 2020, it will be expected to submit a
new or updated plan to the United Nations
under the Paris Agreement. Submitting a new
NDC that is supported with credible domestic
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policies will require coordination with
provincial and territorial governments,

who control many of the key policy areas.
Submitting a credible national plan to increase
the ambition of Canada’s NDC without
sacrificing our economic competitiveness will
require extensive cost benefit analysis and
consultation with businesses across Canada.

How this process is governed will be crucial

to ifs success. In 2016, when 11 of the 13
provinces and territories signed the Pan
Canadian Framework, the new Liberal federal
government benefited from sympathetic
governments in the largest provinces,
particularly Premier Notley and the NDP, that
had promised an ambitious climate agenda
for Canada'’s largest emitter. By 2020,
Canada'’s political landscape could change,
with elections expected in Quebec, Ontario,
Alberta, and the federal government.

A climate policy that shifts with the political
winds would infroduce even more uncertainty
for business and undermine investment.

More importantly, it would fail in the goal of
mitigating climate change.

To create an environment that will support the
massive amounts of investment needed fo
transition Canada to a low carbon economy,
climate policy will have to be certain, with
proposed changes based on evidence and
extensive consultation with the private sector,

b

T T

Indigenous peoples, environmental groups,
and other stakeholders. The formation of the
policy will also need to bring together the
federal government with the provinces and
territories, who confrol many of the essential
policy levers. There is even the need to
coordinate action within the federal
government, as various departments have
different jurisdictions and areas of expertise
in driving innovation.

The United Kingdom, shares Canada'’s political
tradition, and has implemented ambitious cli-
mate targets, has established the Committee
on Climate Change (CCC). The CCC provides
independent advice on the development

of national emission reduction targets, as well
as recommending decarbonisation pathways.
Part of the CCC's mandate is to provide
independent analysis info the economics of
climate change, in addition to engaging with
a wide range of organizations to share
evidence and analysis.

In the Canadian context, such an
organization could provide a forum for
ongoing engagement with stakeholders on
climate change mitigation and adaptation.

It could provide future governments with a
foundation of decarbonisation pathways that
had been rigorously assessed and subject to
wide consultation with stakeholders. Since the
provinces will be tailoring climate policy to the
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needs of their regional economy, an advisory
committee comprised of representatives from
the different provinces, industry leaders, would
prove an effective instrument in ensuring that
the pathways of decarbonisation are
reflective of the unique economic and
ecological conditions of each province.

Conclusions on Climate

IIIL s Competitiveness

There is a consensus amongst Canadians

on what we need to achieve to combat
climate change, but there is also significant
disagreement on how we will get there. Some
argue that meaningful climate change

action means nothing less than eliminating
the production and consumption of fossil fuels.
Others, the Canadian Chamber included, feel
that we must take a principled approach that
seeks to reduce GHG emissions at the lowest
cost to Canadians, Canadian businesses,

and our way of life.

Public policy will need to take a holistic view of
the interaction of policies with the economy,
society, and technological innovation. Our oil
and gas sector holds invaluable assets, these
assets will be crucial in ensuring we are able to
meeft the costs of an aging population,
climate adaptation, and the changing
patterns of work unleashed by a digital
economy. As “every Canadian dollar increase
in WTI price” would see a “gain of almost $1.7
billion CAD in our GDP", it is clear that oil and
gas infrastructure, as well as competitiveness,
must be a priority so we may realize the
revenues needed to cover present and future
costs. At the same time, meaningful climate
action will require the development of
technologies to reduce emissions and policies
to ensure that the emission cuts we do make
are cost effective.

There are also many ofher trade-offs that

span economic, social, and ecological
considerations. Transitioning to new energy
models will displace workers in high emission
industries and divert labour or capital from
other economic sectors. Some projects that
no doubt generate clean power also come
with significant ecological impacts for local
communities, from impacts on wildlife due to
wind farms, to displacement of fish stock from
hydroelectric dams. There are no easy or clear
answers to these questions but this report has
pointed to some directions that we would urge
senior decision makers to pursue.

At its core, the transition to a lower carbon
society will hinge on investment. Investment
will be needed to not only fund low carbon
technologies and new renewable energy
systems, but it will be important to ensure there
are enough funds fo support the dynamism
of labour and capital to sustain growth
throughout the economy. Encouraging
investment will require a clear regulatory
system, limiting duplication of regulations at
the provincial and federal level and ensuring
that Canada’s competitive advantage in
non-emitting electricity is recognized globally.

Alternatives to fossil fuels are in some cases
available and cost competitive, and can be
used to move away from the use of coal, oil,
and natural gas. Making the transition fo
these energy systems when they are cost
competitive will strengthen our economy and
help us realize our contribution to the Paris
Climate Change Agreement. However, there
are many sectors where alternatives to fossil
fuels are decades away from being viable

or may never be possible. As such, we must
pursue a strategy that allows us to realize the
economic value of our fossil fuels industry and
ensures that our oil and gas sector utilizes
leading technology to reduce the emissions
from this sector, such as carbon capture

and storage.
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Decision makers must acknowledge that
compared to other nations, particularly
developing countries, Canada has fewer
opportunities for low cost greenhouse gas
abatement. The composition of our economy,
our climate, the structure of our cities, and

the size of our country will make it relatively
expensive to reduce emissions in Canada.
Addressing this limitation will require global
frade strategies that allow us to invest and
count emission reductions in other jurisdictions,
ensure recognition that we can contribute to
reducing global GHGs through low carbon
commodity production, and engage in
climate financing.

Innovation will be a key ingredient in
improving the productivity of Canada’s
economy and ensuring dynamism for both
capital and labour. Without improvements in
innovation, massive investments in emission
reductions could lead to increased interest
rates, a higher dollar, and upward pressure on
labour and input prices. In pursuing innovation,
we must ensure our focus does not just include

disruptive technologies, but also the more
incremental tfechnologies that are tried and
tested, such as energy efficiency.

The transition will also require a renewed focus
on governance. Creating the social and
polifical environment that will support the
massive amounts of investment needed to
fransition Canada to a low carbon economy
is not an easy task. Moving forward, decision
makers should ensure that climate policy is
clear and predictable, and that future
proposed changes are based on evidence
and extensive consultation with the private
sector, Indigenous peoples, environmental
groups, and other stakeholders.

In this report, we have advocated that the
fransition must be guided by the principle of
reducing GHG emissions in Canada at the
lowest cost to our economy and way of life.
The recommendations below are infended
to fransform this principle info concrete
policy action.
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SUMMARY OF
RECOMMENDATIONS

1. Continue negotiations with the provincial
governments to implement carbon pricing as
the main measure to reduce greenhouse gas
emissions across Canada.

2. Given the high costs faced by northern
economies, as well as the fact that they make
a marginal contribution to Canada’s
emissions, consider allowing for alternatives

to carbon pricing in northern Canada.

3. The federal and provincial governments
should continue o pursue separate policies

for emission intensive, frade exposed industries.

Work on assessing carbon leakage and the
competitiveness impacts of climate policies
should begin now in preparation for a
federal/provincial/territorial discussion

of the competitive impacts of climate policy.

4. Governments should avoid layering
regulation on top of carbon pricing without
extensive analysis of how this will affect the
cost of the measure and trade-offs with other
social and economic goals.

5. Carbon pricing systems cannot be a tax
grab. Provincial and federal governments
should use revenues to reduce the costs of
climate policies to businesses and households
through tax rebates or programs aimed at
incentivising investments in energy efficiency
and other climate technologies. Programs to
help small and medium sized businesses
understand their greenhouse gas emission
(GHG) and invest in new programs, processes
or technologies should be a priority.

6. The federal government should collaborate
with provincial and territorial governments

on identifying areas to reduce government-
imposed cost to business, including through
streamlining regulatory processes and
harmonizing requirements.

7. Work with the provinces and territories to
provide clarity on key government policy and
reforms that are increasingly affecting the
resource sector.

8. Provincial and federal governments should
continue to support new technologies that
will help our resource sector create clean
technologies that will reduce the GHG
emissions of essential energy inputs and
develop an export strategy of Canadian
CCS technology as it matures.

9. The federal government should consider

all real reductions regardless of whether are
domestic or international. All GHG reductions
lead to solutions and often at lower costs,
therefore it should be considered.

10. The federal government should help
Canadian producers develop a clear
export strategy to ensure our low carbon
commodities can reach global markets as
part of GHG reductions strategy.

11. Trade policy should be developed that
allows Canada to maximize its abatement
opportunities through the exchange of low
carbon commodifies and minerals, prudent
investments in other jurisdictions that will lower
GHGs, and climate financing.

12. Canada must exert leadership on ensuring
that consumption, not only energy production,
is considered in accounting for GHG emissions.

13. The federal government should

consider establishing an advisory body

to provide economic analysis of proposals
and ongoing consultations with stakeholders
on how to update Canada’s NDC and
coordinate national action on climate
change mitigation.
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