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ENVIRONMENTAL POLICIES SHOULD BE ADAPTED

FOR RURAL CANADIANS

By Olivier Rancourt, Krystle Wittevrongel, and Miguel Ouellette

The climate change conversation is generally focused
on between-country and global disparities,’ as the
repercussions are regressive, falling more heavily on
the poor.2 However, this is also true within countries,
and even within single provinces. Rural Canadians are
more heavily affected by climate change in the form of
rising temperatures, changing precipitation patterns,
and extreme weather conditions.? Rural Canadians
also earn incomes that are typically 16% lower than
their urban counterparts, have higher unemployment
rates, and see slower income growth than urban
areas.* Regrettably, in addition to rural areas suffering
the consequences of climate change more severely,
they also more often bear a higher share of the cost of
public policies and measures aimed at mitigating
environmental harm.

Public policies aimed at combatting climate change
and other environmental ills have the potential to
amplify the inequalities between rural and urban areas
across Canada. These policies need to undergo rigor-
ous cost-benefit analysis to better appreciate the
unintended consequences that they can have on the
economic development and welfare of communities in
general, and rural communities in particular. It is
undeniable that problems like climate change must be
addressed. However, environmental policies should not
be crafted only thinking of citizens living in urban areas;
they need to consider the unique realities faced by
rural residents.

Here, we highlight three areas of environmental public
policy in Canada that have the effect of amplifying the
inequalities that exist between rural and urban areas.

First, there is the disproportionate impact of carbon
pricing schemes if they are not carefully designed.
Second, there is the moratorium on developing nat-
ural gas in the province of Quebec, which is felt pri-
marily in rural areas where this resource is located.
And third, there is the overregulation that complicates
the repurposing of oil and gas projects in Alberta,
which has contributed to economic disparities in the
province.

Canada’s federal government has stated that “[w]e can-
not have a prosperous country without successful, com-
petitive, and thriving rural communities.”® In order to
ensure better economic opportunities for rural com-
munities and to reduce the negative effects on poorer
populations, these kinds of regulations need to be
reassessed.

This Economic Note was prepared by Olivier Rancourt, Economist at the MEI,
Krystle Wittevrongel, Public Policy Analyst at the MEI, and Miguel Ouellette,
Director of Operations and Economist at the MEI. The MEl's Environment Series

aims to explore the economic aspects of policies designed to protect the natural
world in order to encourage the most cost-effective responses to our environmental
challenges.
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THE DISPROPORTIONATE IMPACT
OF THE CARBON TAX

In 2016, the federal government announced
its carbon pricing plan aimed at meeting
greenhouse gas (GHG) emission reduction
targets,® and in 2018, The Greenhouse Gas
Pollution Pricing Act was passed.” This Act
applies a federal carbon tax to the four
provinces which lacked provincial carbon
taxes at the time, and a benchmark min-
imum for other provinces to follow in their
carbon tax schemes.® The Pan-Canadian
Approach to Pricing Carbon Pollution
benchmark includes pricing based on GHG
emissions through either an explicit price- w0

based system (such as British Columbia’s S
carbon tax) or a cap-and-trade system (such ot 0&\(’ S
as Quebec’s).’ It essentially establishes a N o
minimum price applied through taxes on all o
carbon emitting sources in Canada, and
there are legislated annual increases in
pricing."©
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Under the federal carbon tax, revenues are
under provincial jurisdiction and are to be
returned to the jurisdiction of origin, with

provincial governments having control over
their use."” These taxes are returned to resi-
dents as tax-free Climate Action Incentive
payments redeemed at tax filing, and vary according to
a number of factors—one of which is rurality.’? Resi-
dents of rural areas can claim an additional 10% in rec-
ognition of their specific needs. However, provinces
with their own carbon tax systems, such as British
Columbia and Quebec, are exempt from the federal
tax. Therefore, Quebec can continue to use its current
carbon pricing mechanism which, unlike the federal sys-
tem, is neither fiscally neutral’® nor modulated for cost
of living." More specifically, it does not take into
account the reality of citizens living in rural areas, who
constitute nearly 20% of the population.™

While most of these costs are burdens on producers, it is
ultimately consumers who pay the price. The goal is to
change behaviour and encourage consumers and produ-
cers to favour products that emit less GHGs by increasing
the prices of the alternatives that emit more. However,
not all day-to-day products have an accessible alternative
or substitute. Take transport fuel, for example. As of
2022, the carbon tax alone is positioned to increase the
price of such fuel in Quebec by 11.63 cents per litre."®

While this policy might not seem harmful at first glance,
it's important to understand that for most people, fuel
is a very inelastic good."” This means that a variation in
the price of a good will not be followed by the same
magnitude of variation in its demand. In this case, rais-
ing the price of fuel will not significantly reduce the
amount of it that consumers will purchase.
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administrative regions, Québec, July 1, 1986 to 2020, consulted July 15, 2021.

The reason for this inelasticity is that few alternatives to
the use of automobiles exist in less densely populated
areas. In Quebec, 99% of public transport trips are pro-
vided by ten public transit organizations.’® As many
people can't afford to trade in their car for a newer fuel
efficient or electric model, the impact of the carbon tax
differs by region. Some regions with more wealth (see
Figure 1) or better access to more efficient public tran-
sit systems can adapt to this price increase accordingly,
but those with fewer alternatives are less able to adapt
and are therefore stuck paying higher prices.

Rural areas often bear a higher share

of the cost of measures aimed at
mitigating environmental harm.

Consequently, in many rural areas, carbon pricing will
not reduce demand as much as in urban areas, even
with the same price increase applied. It will simply
increase out-of-pocket expenses for consumers in rural
areas who have fewer transportation options. In addi-
tion, transportation already consumes a larger propor-
tion of household spending in rural areas.’ Regions
like Montreal and Laval, whose residents have access to
comprehensive public transit systems, have fewer
motorized vehicles per capita than rural regions where
public transit access is spotty (see Table 1).2°



In agricultural regions, farmers also need fuel Table 1
to operate tractors and other motorized
vehicles, thus increasing their carbon tax
burden even further. As urban centres tend
to be more prosperous than rural regions,

wealth disparities across regions will tend to
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Number of motor vehicles per capita, Quebec (2019)

become even more pronounced. In its cur- Administrative region # of motor vehicles
rent form, Quebec's carbon pricing mechan- per capita
ism simply places more of a burden on Abitibi-Témiscamingue 1.24
poorer regions than it does on richer regions. Gaspé Peninsula and Magdalen Islands 118
One easy solution to this pricing problem North Shore 1.10
would be to modulate the cost of Quebec’s Lower St. Lawrence 1.09
provincial “carbon tax” on a sliding scale, :
based on degree of rurality of taxpayers. Saguenay-Lac-Saint-Jean 1.08
While this proposed tax scheme would Chaudiére-Appalaches 1.04
lower the financial burden on rural house- Central Quebec 102
holds, the purpose of the tax—to reduce —
the emission of GHGs—would stay the Mauricie 0.92
same. In short, such new pricing would be Eastern Townships 0.89
more equitable and would take into Lanaudicre 088
account the regional disparities within the _ :
province due to the unique circumstances Laurentians 0.87
of rural residents, while still furthering the Montérégie 0.82
province’s environmental aims. Quebec City 0.81
It is also important for carbon taxes to be Provincial average 0.79
f|sc§||y neutral.'A rev'enge-neu’FraI carbon Outaouais 0.79
tax is one that is redistributed integrally
through tax rebates back to individual tax- Laval 0.68
payers or businesses, much like the federal Northern Quebec 0.59
carbon tax system. This lowers the impact of M

ontreal 0.47

the tax on the taxpayer, while still providing

incentives for consumers to move away
from goods that emit more GHGs. Quebec's
carbon pricing, however, is not revenue
neutral.?? All the income generated by the
carbon tax flows into the Electrification and
Climate Change Fund,?® which is then used
in part to subsidize cleaner goods, creating even further
distortions in the market.

In many rural areas, carbon pricing will
simply increase out-of-pocket expenses

for consumers who have fewer
transportation options.

The federal carbon tax’s revenue-neutral scheme, how-
ever, is not perfect. As seen in Figure 2, not all rural
regions in Quebec are impacted equally by the tax,
and therefore even with an additional 10% for rural
residents, as is done federally, there would still be dis-
advantages among regions which are paying more of
the tax on average.

Therefore, variables such as the actual area of resi-
dence (by dissemination area®®) and the income of

Sources: Sources: Authors’ calculations.?' Databank of Official Statistics on Québec, Statistics and
publications, Transport, users and infrastructure, Road transportation, Nombre de véhicules en circulation
selon le type d'utilisation et le type de véhicule, Québec, régions administratives et municipalités de
résidence du propriétaire du véhicule, consulted July 15, 2021; Institut de la statistique du Québec,
Statistics, By Theme, Demography and population, Population and age structure, Population and age and
sex structure — Administrative regions, Detailed Tables, Population estimates for administrative regions,
Québec, July 1, 1986 to 2020, consulted July 15, 2021.

consumers need to be taken into account when creat-
ing a fiscally neutral carbon tax. In its current form,
Quebec’s system of carbon pricing falls short, intensify-
ing economic disparities between individuals from
rural and urban areas.

THE NATURAL GAS MORATORIUM IN QUEBEC
Another way to reduce overall economic disparities is
to create jobs and wealth in poorer regions. The prov-
ince of Quebec has estimated natural gas reserves of
between 2.8 trillion and 8.5 trillion cubic metres.?®

To give some sense of just how much natural gas is
present in the province, it would fill between 2.8 billion
and 8.5 billion Olympic-sized swimming pools.?’
These reserves are mostly located in the St. Lawrence
Lowland, inside a geological region called the Utica
Shale, with other significant sources in the Macasty
Shale near Anticosti Island and in the Gaspé region. As
can be seen in Figure 3, these regions are considered
rural regions.

iedm.org 3
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Despite these large reserves, a five-year Figure 2
moratorium on fracking was put in place in
2013.28 In 2016, the ban was extended?’
and the Quebec government forbade all gas
development that requires fracking into
shale3C or that is close to a body of water.?'
The official rationale for this moratorium is
again to fight climate change by reducing

GHG emissions. $250

Annual increase in fuel costs per capita due to the

carbon tax in Quebec

. Cost increase by administrative region === Average cost increase in the province

It is estimated that if natural gas restrictions s

were lifted for a 25-year period, the province s150
could bring in close to $15 billion in tax rev-
enue and mining royalties, would gain a
total of $93 billion in GDP,3? and would see 50
the creation of 230,000 person-years of
employment.33 A person-year is an account-
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related to the production and extraction of
natural gas for 25 years would generate
enough labour, to take the most extreme
example, for one person to work 230,000
years. More realistically, these regulatory
barriers are preventing the creation of

25 years of labour for 9,200 people.

What's more, most of these jobs would be
created in gas-dense regions, meaning
semi-rural areas within the Utica Shale, like
Montérégie, Central Quebec, and Chaudiere-
Appalaches,® and in those with large reserves in rural
areas like the Gaspé Peninsula and the Lower St.
Lawrence.®®

By outlawing fracking, the government
has erected a barrier to economic

development and wealth creation in
less prosperous regions of the province.

Most of these jobs, and the subsequent wealth cre-
ation, would therefore be in the have-not regions of
the province, specifically in rural areas. One of the
regions that would benefit the most is the Gaspé
Peninsula, which has had an average unemployment
rate of 13.5% over the past five years, compared to a
provincial rate of 6.3%. The situation is even worse
when you consider that, because of the aging popula-
tion and the exodus of its youth, the mean employ-
ment rate over that same period has been only 45.6%,
compared to a provincial average of 60.6%.%

By outlawing fracking, the government has erected a
barrier to economic development and wealth creation
in less prosperous regions of the province. Rural

4 Montreal Economic Institute

Sources: Authors’ calculations.?* Databank of Official Statistics on Québec, Statistics and publications,
Transport, users and infrastructure, Road transportation, Nombre de véhicules en circulation selon le type
d'utilisation et le type de véhicule, Québec, régions administratives et municipalités de résidence du
propriétaire du véhicule, consulted July 15, 2021; Institut de la statistique du Québec, Statistics, By
Theme, Demography and population, Population and age structure, Population and age and sex structure
- Administrative regions, Detailed Tables, Population estimates for administrative regions, Québec, July 1,
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regions with a heavy focus on resource development,
such as Abitibi-Témiscamingue, the North Shore, and
Northern Quebec, outpace both urban centres and the
provincial average in terms of GDP per capita.

Moreover, the recent decision by the Quebec govern-
ment to reject® GNL Québec's Energie Saguenay
Project, “an innovative, carbon-neutral hydro-(gjowered
liquefied natural gas ('LNG’) export project,”3” is
another constraint on the economic growth of Quebec’s
rural regions. This project would have represented the
largest private investment in the history of the prov-
ince,*° created thousands of jobs in the Saguenay
region,*! and contributed to the reduction of global
GHG emissions.*? This is in addition to the fact that
residents in the region and municipal representatives
supported the project. The decision is all the more dis-
appointing given that the Saguenay has a GDP per
capita well below the provincial average, and an
unemployment rate that has constantly been among
the highest in the province in recent years.*3

Worse still, leaving natural gas in the ground will only
delay the move away from the use of coal power plants
in countries that could use our cleaner resource instead.
Unlike carbon taxes, therefore, the Quebec government’s
natural gas moratorium and its rejection of liquid natural
gas infrastructure do not even achieve any clear environ-
mental objective. The overregulation of natural gas in the
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Figure 3

Administrative regions of Quebec by economic group
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Source: Frédéric Hamelin and Pierre Bisson, Portrait économique des régions du Québec, Edition 2020, Quebec Department of Economy and Innovation, 2020, p. 11.

province has thus ignored an opportunity to increase
overall prosperity and job creation in rural areas, and to
ease disparities that exist between the poorer and richer

It took one project over five years to

regions of the province, all for no clear purpose. wade through the layers of regulations in
repurposing legacy oil and gas
THE REGULATORY WEB OF REPURPOSING infrastructure for community solar power.

OIL AND GAS INFRASTRUCTURE IN ALBERTA

Poor regulatory coordination and policy murkiness sur-

rounding the repurposing of oil and gas projects in rather than a host of new regulations, a process approach
Alberta is another area where regulations have contrib- is needed to cut through the red tape associated with
uted to economic disparities intraprovincially—and this issue.
again without any clear environmental benefit. Various . . .
regulators are responsible for different parts of the There are approximately 97,000 inactive wells and
problem, so they need to come together with the 71,000 a_bandongd wells across Alberta which actu_ally
provincial government to determine ways to fix the pose serious environmental, fln.anual, and health risks
rules that have historically prevented progress. to Albertan landowners.*® As oil and gas development
occurs almost exclusively in rural Alberta, rural land-
The current regime allows for reclamation and remedi- owners are unfairly saddled with the repercussions and
ation, but not for the repurposing of the land.*> Thus, costs of this dormant infrastructure.?’

iedm.org 5
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Many of these sites could be repurposed by energy
entrepreneurs for alternative energy uses, including
geothermal, micro-solar, hydrogen, recovery of lithium
or other minerals, or carbon capture and storage.*®
Not only could repurposing these sites return them to
productive uses, but expanding on existing oil- and
gas-related resources has the potential to redeploy
workers who have suffered from the oil and gas slump
and create jobs in rural regions specifically.

These policies should not be crafted
only with the needs of urban dwellers

in mind, and they should have a clear
environmental purpose.

Efforts have been made by several companies to
repurpose existing infrastructure, only to be met with
regulatory hurdles. For example, it took one project
over five years to wade through the layers of regula-
tions in repurposing legacy oil and gas infrastructure
for community solar power.? That's five years of rural
Albertans missing out on economic and environmental
improvement opportunities. Another company
attempted to repurpose existing infrastructure to gen-
erate geothermal energy, and the regulatory labyrinth
has taken longer than it would have if they had broken
new ground rather than attempt to minimize environ-
mental disturbance by repurposing.°

These sites, on already-disturbed (brownfield) land,
reduce new developments of greenspace, and with
electricity grid tie-ins, roads, and other infrastructure in
place, also reduce the need for further environmental
disturbance.>’ But energy entrepreneurs have been
unable to capitalize on this opportunity to create jobs
and help diversify the energy sector due to inflexible
regulations that do not allow for site repurposing, as
well as a lack of clarity and collaboration among regu-
lators.>2 As a result, rather than turning a liability into
an asset, rural landowners and farmers pay the price.

About 10% of inactive wells leak pollutants, imposing a
significant negative burden on nearby rural commun-
ities.> For one, these sites may negatively impact the
value of a property and its owner’s ability to sell or
develop it.>* For example, the small town of Calmar
about 50 km southwest of Edmonton has 130 acres of
prime real estate it would like to develop that backs
onto a rail line and is located right off the main high-
way.>® This development would not only bring modern
industry to the area, but would also employ hundreds
of people. However, due to the unknown level of con-
tamination, developers avoid the risky property, which
has been vacant for decades.>

6 Montreal Economic Institute

In addition, inactive or orphaned wells on farmland may
negatively impact the ability of farms to attract or main-
tain distributors or customers as the potential for soil
contamination, real or perceived, may impact market
competitiveness.”” Farmers may also make crop deci-
sions around the issue of potential contamination, for-
going the prospect of lucrative specialty crops.>®

While these costs are likely immense, they are difficult
to quantify. Fears of further land devaluation in the case
of orphan wells or contamination, or the potential risk
to future compensation for existing wells if they speak
out publicly, make many farmers and other rural citizens
reluctant to discuss these issues.>?

In addition to the very real possibility of crop contamina-
tion and further implications for farming, these commun-
ities suffer from potential soil and water contamination
that can accumulate in nearby areas and pose health
risks.®0 In fact, Albertans have attributed chronic health
prob|<2-1ms and even deaths to leakages from orphaned
wells.

It is evident that the negative consequences of the
regulatory burden associated with repurposing these
abandoned and orphaned wells fall more heavily on
rural communities. Diversifying the energy sector and
developing alternative energy sources will help reduce
the negative environmental and health impacts on rural
communities, as well as reduce the risk of land devalua-
tion and possibly lead to increased yields for farmers or
the harvest of more profitable specialty crops.

MOVING FORWARD IN THE FIGHT AGAINST
CLIMATE CHANGE

While climate change needs to be addressed, polit-
icians should not be given a free pass when it comes to
environmental policies. These policies should not be
crafted only with the needs of urban dwellers in mind,
and they should have a clear environmental purpose
that justifies their costs. As we have illustrated,
Quebec’s system of carbon pricing and its overregula-
tion of natural gas have intensified economic disparities
between individuals from rural and urban areas, while
the regulatory burden involved in repurposing oil and
gas wells in Alberta has similarly penalized rural
communities.

One fifth of all Canadians live, work, and thrive in rural
areas,®? and consultation with these rural Canadians has
emphasized the fact that government policies have to
meet their unique needs while protecting against cli-
mate change.®® Therefore, the regulations examined
above need to be amended to address the inherent
costs to rural communities while ensuring enhanced
economic opportunities and reducing intraprovincial
disparities. And those that cannot survive a rigorous
cost-benefit analysis should be scrapped altogether.
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