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~ ABSTRACT

-
Vi

THe NATIONAL ENERGY PROGRAM: A CASE STUDY OF STATE ENERGY
POLICY is an‘analysis‘of the energy policy released by the

‘federal government ;onlﬂgtober 28,?1980.'in panttculan, the

thesis examines two questions:‘1)twhat; factors (political,
,.economic,"and international)- -led to the‘formation_of the

NEP ;. and -2) what did this pO]lcy reflect about state action:

towards ‘the energy sector 1n a cap1ta11st society?

‘The -thesis. argues that a1though ‘there is some autonomy

in state ‘action, on, the who]e . the NEP ref]ects a state

working pr1mar11y 1n the 1nterests of pr1vate cap1ta1,"and’

. to ma1nta1n the cap1ta11st relat1ons of prodUct1on Autohomy

of - state ‘action is ev1dent pr1mar1ly in':th fact that a

number of elements of the NEP work aga1nst certa1n fract1ons

Cof capital - (part1cu1ar1y fore1gn 011 compan1es) .and in
favour of the federaT state itself.

The - thes1s also exam1nes"th 5NEP;:in_vanf'historical

context. This was done . in ofdér' to’ dEmonstﬁate that

a

s1gn1f1cant e]ements of cont1nu1ty ex1st with past'\energy'

pol1cy as it devéﬂoped throughout the 19705 In pantioular,
a]though the NEP ref]ects a state. 1ntent upon pUrsuing a
form of econom1c ﬁat1ona]¢sm, the NEP. contaihs more elements

of continuity than‘change»withypast energy deicy;

iv
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I. The State in Contémporary Capitalism-- A Theoretical
Overview

INTRODUCTION

‘The National Energy‘Program which was released by the
Canadian government in October 1980 was the third energy
policy released By a Liberal government in the last decade.
However, unlike the earlier programs', the NEP has raised
~unprecedented hoétility from private capital, both domestic
and foreign, the Alberta government, and the United States
government. In the ensuing twenty-two months there have been
a number of changes made to the program (the most important

being the new pricing agreeménts reached with the Alberta,

British Columbia and Saskatchewan governments in the fall of

1981); however on fhe whole the basic thrust of the program
has not been substantially altered. Ih?re are many questions
which must be raised when analyiing the NEP.- The most
o?vious are: why was the NEP established and who does it
benefit and who does it harm? Other more general questions
“which also must be "considered are: what isl the state’s
'.relatiqnship to private capital (both 011 and pon-oil) and
how has this fnf]uenced energy policy? Does the ' state act
§1mpf§ as the_TékeCUtive committee of the bourgeoisie” (as
some‘haée asserted), or doe§ it retain somé\ﬁdegrée of
ne;essary autonomy in its policy behaviour? Finally,. what
" paft-does.?he political play in \influenciﬁé state policy?

1 An Energy Pailcy_for Canada (1973)w énd_An Energy Stnafegy

for Canada (1976)

L b e s



A1l of these questions will be assessed in the following
chapters. ?
In developing a theoretical framework for this thesis

the liberal-pluralist conception of the state has been

rejected. This type of analysis portrays the state as a

neutral entity, somehow standing apart from society,
mediating ‘the interaction between conflicting groups, and
only intervening to ensure that one particular groub or
organization does not become dominant. This type of analysis
has been rejected for ‘two reasons. First, it is very
unlikely that a neutral state can be found in any society,
and it is certainly not to be foundk in Canadian society.
Indeed, the Canadian $tate has a long history of working
precisely in the interests of certain fractions of Canadian
‘capital. This can be observed as far back as the late 19th
Century in fhe aftermath of Macdoﬁald’s National Policy
(1879)' where the primary beneficiary was the CPR, and as
recently as the National Energy Program (NEP) where it s
argued. that 'thed major winner again is large Canadian
capita]. In bOtH-instances (as well as numerous others), the
state is anything but a neufra] entity. Although it does not
rfecessarily work at the behest of észpital, it is
nevertheless true that it does operate in the interests of
privafe cépita], and towards the endA of fosteringﬁvcépitaf
accumulation. Leo Panitch writes that,

2 This thesis covers the period which ends with the”signing
of the September 1, 1981 energy agreement between the

federal government and the Government of Alberta.
¥



State ownersh4p of railroads and. pub11c ut111t1es ?
* and state construction’ and operation of~ airports
- . were never undertaken as ends in themselves with the
~.aim of managing or controlling .the economy,- but. -
always .with a:view to fa0111tat1ng further capital
accumulation in the pr1vate sphere to 'the -end of
- economic growth : 3. . o o

The second~reason why p]uralust analysisi is reJected ‘is,f,tﬁ“

“rbecause, 'on;ﬂa‘ theoret1cal Ievel, such a concept1on of_~

.soc1ety is supenf1c1a1 It assUmes that 311 ,is fa1r ,énd.;ia,t

'equat n&'soc1ety,- and that all Tnterests have the same'p
~'ju_opportunity to organ1zefand compete on ‘an” equal foot1ng
'.C]early,t soc1ety does not al]ow al] 1nterests to organtze,nff
much less to organ1ze w1th equa] resources and opportuntty -
Hav1ng reJected the ]1bera1 plura11st concept1on of the
state as 1nadequate ‘one m1ght then turn’ ‘to,{the-.‘Marx1st
-school Of;-thought _oﬁ, the' state"HOweyer;hthere.ane:also:"
problems w1th this type of analysxs (atfhbughf”téss;;ééﬁﬁoué,“
’than‘ those found wtn' plura11sm); Of utmost concern is theff9
fact that Marxist ana1y51s of.@th‘ state .t prof1tab1e:%t}

,sectors ‘of the economy (of wh1ch the Canadtan energy sectorﬂ"*

a fis;:certatnly one) i,,_advanced cap1ta11st _soc1ety-¢ h§§>~

ftrad1t1onal}y been weak.i,This may be faftrtbuteo;to‘twov,ff-‘

.~:factors Fnrst, 1t-hasﬁbeen"c0mmon for Marxist :writers'ftoQ;

. &

-'f”tOCUS' thewr,-attention on state intervention;7tb ‘rescueﬂ B
unprof1table pr1vate enterpr1ses such coa] or - gas
,tndustr1es wh1ch prov1ded 1nputs cr1t1ca1 to susta1n1ng the

'xfoVeraﬁt Vtta]1ty of capltaltsm, Such 1nterventwon -has ~ been

1,

N Pan1tch “The Role’ and Nature of the . Canad1an State n,
" L. Panitch (ed.) The Canadian State’ Un1Ver31ty of TorontO" -
Press Toronto 1977 P 14, e B -



labelled by Petter Nore as “defenstve nationalization". He |

wn1tes

N
A

. “
i ; ~oL.

that, P .o '

3

- - One further way for the state to support the pr1vate

sector ' is ¥td ‘provide cheap inputs like gas, coal,
electricity to the:production process. H1stor1ca11y

U these . industries:- often_became unprof1tab1e to their -

pri
{al

o to
Toall.

vate owners. -This forced the state to intervene
most invariabTy‘ in the form of nationalisation)
ensure that such basic inputs were available at

Such. intervention by the state can be labe]]ed

”defens1ve nationalisatians’ .4 N .

Howeyer

1947,

.1strongest sectors ~of the economy . Hence, on the whqle  this ”;

type of
used t
'gas Sec
Th

fa11ed

prof1tab]e " sectors of vthe“ economy is due 'tok’thein

determ1

e11te

“the Canadian’ QTP‘ and~ gas sector, at least since

and certainly “since 1973 " has been one of the

3

~ -

ana]ys1s ("defensive nat1on:1azat1on ) ?cannot be -
o,exp1a1n the Canad1an state’s actwons in the orl and
tor - ' L . ’ ’
e second reason\why contemborary‘Marx1st wr1ters have.

1, Fi -
M

adequate]y to analyze the state‘ operat1ng in
_ ° ) \ o v

-y

nat1on to portray soc1ety as dom1nated by an- econom1cb

and the state in that soc1ety as a monolithic ent1ty':

wh1ch operates W1th essent1a11y no. autonomy, acting solely

C e the

w1de sp
i.and 19

B emerged

_______

behest’ of monopo 1 y- cgp1tal This thesis attained
read acceptance w1th7n Marx1st writing in he ‘19305
605 'as‘ the theory .. of state* monopo]y cap1taPﬁsm

e

o [V

As out11ned by ~a “prom1nent Sov1et theoretician,g’

___________

_ s 'p, Nore Econochs An Anti -Text MacM11]an 1977 p. 202
w5 However there is qne.instance where this analysis might
- be appropr1ate This was 'in 1975 when the Federal, Alberta

-and Ont
“interes
prevent’

ario governments were farced-to- take  a substant1a]
t ih the.Syncrude 6i1 sands project . in order_ to
dts col]apse However, thus far th1s has. been an-

1solated 1ncrdent o Co

i



‘ N
- I s

| - o

T

* Victor Chepréakov, in State Monopoly Capitalism, this theory

,off'the state in the period of sfate monopoly capitalism,
+ ) ) ¥ ‘ NI
sees a ‘"fusion" between monopoly capital and the state.S.

ﬁCheprava writes that,

State monopoly capitalism is imperialist capitalism,
in the epoch of its general crisis and collapse,
when' the fusion of the monopolies and‘the state has
become necessary for the extended reproduction of
monopaly capital- and hence for the ach1evement of
new monppoly 'surplus- prof1ts '

This thesis fa]sely portrays the state és the instrument of
2 . ~ ‘ _
the ruling class, and suggests that monopoly capiﬁe] s’ the

only“dominant frection of capital. It is ironic thak\such a

s

thesis |, ca an, and has, been traced d1rect1y t?fthe wr>\1ng of

Al NN

Khr]‘Marx Although Mar x wrote ’extens1ve1y ~Qh cap1t§<;sm

one ma jor weaKness in h1s writing l1es prec1se1y 1h\thé act

”thqt, he never deveioped a systematac' analysis” of the
capitalist ,stafe;_His dttention was focused briefly on this

crucial institution in particular texts,8 “however it is

heverthe]ess?true -that . he never cempleteé  a systematic .
analysis - of the state ih capiia]ist society. Hence,~to base
one'’s ana]ys1s of the state in 20th Century capifalism on a
few 1solated passages on the state made by Marx, often in?a:
deliberately polemical manner-- for examp1e~those foued in'

.the Manifesto-- would be unwise. Nevertheless it has been
6 For a good critical discussion of three variants (Soviet,

. -German and French) of state monopojy capitalism, see Ernest -
. Mandel, Late Capltallsm Verso Ed1t1on London 1978 pp.
516-522.

7 IBID p. 516 ‘ . , v

8 for example, the Manifesto of the Communist Party (1848)J
The Eighteenth Brumaire (1852), The Civil War in France
(1871), and The German Ideology (1852). : .

K' i
N
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’-dode irepeét?d]y. The most fameus'passege Cifed.frem-MarX;;%
suppoﬁt of a chude and simplistic analysis of’. the stafe
acting at- the behest of the dom1nant economic class(es) is
‘found in the Manifesto of the Communlst Party where .hev
states that: "The executive of the'modern State is but'éli
commiftee for managing the'.eommon effaibsv of the wﬁole
bpurgeeisie."9 Thﬁ; type of analysis has been.empIOyed by'
many "Marxist" wEiters in recent times; oneifof' the  mos t

;notable ~in  the Canadian context is Wa]lace’Ciementl'ln'fhe'
" The Canadian Cohbonate’EIite he writes that.fi"BeeaUse fthe
economic sphere is accorded such an impoﬁtant place in
modern industriai societies, it, is ab]e -to determine in
large part gevernment goals\and po]icy."’o.ﬁurthermore, he
“writes that'due to the strength of this ‘”econemic _sphere"
the_ state 1si unable to pursue "national gga]s;; Thus he
wrﬁfe;'that, )
werk1ng within  the framework of the aesump£1ohs of
corporate capitalism-.and in the economic environment
of multinational corporations, .the state is not in a -
pos¥tion to establish national-.goals and insure that.
they will be followed. Indeed, it appears that the

alliance between-government and,bus1ness is not .an

alliance of equals but one:  dominated by ‘the

interests of corporate capitalism.'' )

Even -more common amongst _state mohopoly' capit?JQSt
theorists is to appea]vto Lenin to legitimize their WP{kings

on the capitalist state. Although he never clearly :defined -
9 K. Marx Manifesto of the Communist Party in R. Tucker
{ed.) The Marx-Engels Reader second edition W W. . Norton and“
Co. 1978 p. 475

10 W, Clement The Canadlan Conporate Elite McCle]land and
Stewart 1975 p. 352 ;

1" W. Clement IBID p. 350°



what he meant by state monOpoly cap1tal1sm one of.’ the :few
br1ef- explanat1ons he. g1ves of the state operat1ng in this
‘phase of cap1ta115m .can.be found in the Preface to the f1rst
ed1tron< of his most, famous worK on\the state, The State and.
fRevqutlon Here Lenin writes that, ’

‘The imperialist war has immensely accelerated .and -
intensifMed the process of . transformation - of
monopo ly -capitalism. -The mons t rous oppress1on of the
working people by the state, which is merging . more
and more with the all-powerful cap1tal1st'
associations, is becom1ng 1ncreas1ngly monstrous

Of course, the transformat1on to wh1ch he»refers'1s that of

¥

cap1ta]1sm 1nto ‘state monopoly cap1tal1sm o o
There 'are‘ serious problems with the thes1s of state.
monopoty capita]ism. First, as ment1oned above, ‘state
mmnopoly .capitalism suggests that monopoly captta] is the-
only'interest-for which the State works. Certatﬁtx in the
“Canadian .economyr this | cortrayal of state .action is
inaccurate. For instance, Hcrown corporations ‘exist~ which
provide * credit to small and med1um s1zed buswnesses (the

Federal Business Development Bank), .or g1ve loans “to

-

,indiViduals " for the purchase of housing tthe“}Central

~

Mortgage and Hous1ng Corporation). Second, state monopoly

cap1tal1sm out11nes much too close a relat1onsh1p between

pr1vate capital and the state. This s eparticu]arly “true

' with Cheprakov’ who argues that "nationalized: corporations -

-.__“___'_..___.__._._____

12 \ . lenin Preface to the- First Ed1t10n of The State and
Revolution; in R.C. Tucker (ed.) The Lenin. Anthology W.W.
Nor'ton and Co., "Inc. t975 p. 3t1. '

1
~



. are. run by representat1ves of monopoly cap1ta1 ERE F1na1]y,
- this thes1s has 11tt1e relevance in expla1n1ng state action
1n the Canadlan 011 and gas sector and more specifically in
‘explaining the NEP State,monopoly capitalism argues that
the state usually enters sectors with Tow prof1tab1l1ty
HoweVerdeirect=intervention of the state in the~o1] and gasa
 seetor "(through Petro Canada) contradicts th1s argument as
th1s sector was the. most prof1tab1e sector',of_ the; economy~
throughout the 1970s 14 Hence, for all of these reasons the
state \monopoly cap1ta11st thes1s .of,'the state has been
reJected as exp1a1n1ng the formatTOn of the NEP J |
The :f1nd1ngs. and ana1ys1s conducted 1n the fo]low1ngl
pages w111 contrad1ct the reduct1onxst type of 'ana]ys1s
emp&%yed by Clement A]though "Marx1st“ methods of analys1s
,w1T1 be emp]oyed these w111 denonstrate a state ac¢1ng in a
somewhat d1fferent manner from that portrayed by Clement fora
‘the Marx of 1348):\Wh11e the ?o]ToWing‘analystsiargues that\
the - state does ultimately act - in Jthe‘Aintérests “of
maintaining and strengthening“the cap1ta11st econom1c';
system 1t is a]so argued that the state does th1s w1th much
more (necessary) autonomyjthan that attr]buted ‘tof it“ by

‘writers _such \as’LC1ementrlHoweVer, before estab]1sh1ng the

 theoretical frameWOrK of‘thts'thesis, it is finst necessary, S

13y, Cheprakov Le Caprtallsme Monopollste d’ Etat Ed1t10ns
du Progres Moscow\1969; cited in J. Niosi Canadian - :
Capitalism James-Lsrimer ‘and Company 1981 p. 73. o 3
"~ '4 More will be said about state involvement in prof1tab1e
sectors of the economy below:in the dﬂscuss1on of the state
as a cap1tallst thesis. . .

[



briefly to introduce ‘the NEP and outlihe its :major.

‘objectives. . - . oy L a

_THE NEP--'A BRIEF INTRODUCTION ,
The NEP wh1ch ‘was released\1n the fal] of 1980 ‘has
proven to be a hlghly controver51a1 program.' to say ‘the Q

least.. It has been attacked "from al] sides-- by fore1gn and -
Canadianm o1t captta] the A]berta and u.s. governments, and
‘the‘federaﬁ;oppositton. ‘5 Why has th1s program ra1sed suoh 1
'an~'unpreceoented furore? This quest1on (and others) wmll‘be:‘.
. assessed in Chapters 3 ‘and 4 At thts po1nt 1t is neoessary ‘
-brtefly to 1ntroduce the ma jor features of the NEP

There -are three maJor a1ms of the NEP These .are: ‘1)f
‘the Canad1an1zat1on . of the o1l -and gas eector | 2)
'estab11sh1ng a pr1c1ng and revenue shar1ng reg1me that js
‘ fa1r to a]l Canad1ans and 39 ]mprov1ng,the securttylof 5117
supp11es and utt1mate]y achyevjng findependenee ~from_1the.
.’world oil marheti TR R L v u

It s the f1rst objective, Canad1an12at1on, wh1ch is.
‘the heart of the NEP; and a]though the other obJecttves' are
impor tant, in th]s thesis emphasts has been placed upon the.
'Canadianjaat1on aspectslof the NEP. Canad1anrzat1on of . the»k
.oil and gas4sector is to oe aohteved in twofbasic ways:;1t»
through d1rect state act1on and'Q)iinoirect ‘me thods using.
1% One notable except1on to th1s barrage of hositility has
beenn the large ‘Canadian oil companties, firms such as’ Nova
and Dome Petroleum. Qf course /it is precisely’ these firms

that stand to - gain the most from the program
16 EMR NEP (1980) p. 2.
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cash incentive grants. The'major»state instrument, to be used

in Canadtaniiatton 15 the. state, oj company—?'Petro—Canada

Prov1s1ons are made 1n the NEP for Petro Canada to taKetover-‘

- a maJor fore]gn owned oit company 1% The maJor 1nd1reet
method \ wh1ch the 'state | has des1gned to  increase .

. Canad1an1zat1on is through a new system of eXp]oration ‘and

I\

A*Clidevelopment 1ncent1ves-— ‘the - Petroleum InCentlves Program.

,V '(PIP).‘ These“cash grants are‘ heav11y we1ghted “towards

.eompanies/ w1th at 1east 50% Canad1an ownersh1p and contro]'
,and,’whioh‘boperate on"the; front1er "Tﬁé obJect1ve - of,
/ 'tnoreas{ng ;éanadian ownersh1p in the o1T and gas sector is
,also promoted through the tnew front1er"1ands ‘Jeg1s1at1on*
‘n_Known as - B]l] C- 48 (the‘ Canada' 0i1 and Gas ActJ.VThis
.leg1slat10n ensures that a company must attatn at- 1eastv;50%,j
Cahad1an. ownersh1p and contro] before product1on can beg1nt,’
on the front1er ‘ -

L The obJect1ve oF-'establishing ‘a farr pr1c1ng :andf

’revenue shar1ng reg1me was also an 1mportant component of ..

'l' 0

“in the NEP has now been superceded w1th the s1gn1ng of the
“energy Aagreements.ubetween Ottawa and _Brjt1sh Co]umbta,
| A]berta,andﬁsaskatohewan‘tn'»thed_fa11'.o>‘j198t Of maJori‘
',importance‘ to ‘the- federa1'hgovernment 1n ach1ev1ng this

obJect1ve was to 1ncrease substant1a]1y the1r total revenueA:

. Th1s obJect1ve was achieved short]y after the release of
'the NEP w1th Petro Canada s takeover of Petrof1na .

1

: the_ NEP Of course, ‘the or1g1nal pr1c1ng schedule set out: L
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'~from_the‘oilgand gas sector. '8
| \The’ final  major ObJectlve of -the NEP is to imbrove'
E Canada s security of Oil supply This is to be achieved

-through a number of means .increa51ng Canadian ownership and'

control of the oil and gas _sector; greater federal control f

'.over the energy seotor and through a continuation of the;

'j_.off oil policy contained in earlier energy pol1c1es

B : Hav1ng briefly introducedt the _NEP;tand outlined_its
ma jor obJectives, theAtheoretical 'fraﬁework' used ,in. this
‘the51s (that of relative autonomy) will now be developed It

is this concept of” the state which will " be - applied'
'throughout the thesis to broadly explain the NEP.

. POULANTZAS "AND MILIBAND ON THE STATE-- THE CONCEPT OFh ':,.'

RELATIVE AUTONOMY * - B - .

v

In- arguing against'some - of the cruder reductionist
Marxist portrayals of the capitalist state, Poulantzas goesx\
SO far as’ to argue that Marx s conception of the state . was.
”one that -was a relativeLy autonomous ., entity He writes that

Marx and Engels systematically conceive Bonapartism
not Simply as a concrete form of the capitalist"
state, but as . a  constitutive theoretical
characteristic of the very type of capitalist state

19

_ Although this assertion\ is, at‘,the; very least, highly
debatable, the concept of "relative autonomy’- does have

con31derable ‘relevance when attempting to understand state
'8 0f course, their success in this endeavour Has been .
substantially thwarted by the recent decline and -
lstabilization of world oil prices. - .
9 N. Poulantzas Polrtlcal Power and Soczal Classes’ Verso.
Edition 1878 p. 258

I
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activity in the Canadian oil and gas sector. But what does
relative autonomy mean? First, it means that the state is
not a monolithic entity Capab]e of beind céptured'by a
dominant economic class. Secondly, it asserts that the‘state
doesA wor K (if’only, at times, in theilong—run).to reinforce
capitaltst- relat1ons 'of- produotion 20 Parélle] to this
teasoning .runs the assumpt1on that soc1ety 1s composed of a
) number'of economme (and other non- economic) 1nterests, whose

objectives do not a]wayS' ooincide Hence; all cannot be

A} -

satisfied s1mu1taneously What th1s means~1n terms ot the

.state is . that ~although it consistently works in the
Tong-term‘interests of capitalism}'it_may be necessary’ for
it,.‘on doooasjon to 1work,agqinst‘the interests of certain’
foften poWetfu]%'fractions of capita]f .Poulantzasf exoléins
"this .as being due ‘to the - state s. political 'function

vis-a- v1s the various. c]asses 1n a cap1ta]1st soc1ety

in fu1f1]11ng 1ts po11t1ca1 funct1on the cap1ta]15t
state comes “to .rely on: dom1nated classes and
sometiimes fo play them oOff aga1nst the dominant
classes. ]t does this. by ~concretely . realizing- the-
relative autonomy’  which it Mas vis-a-vis the

. dominant classes inscribed within its institutions:

~this ‘autonomy allows it. to’ rema1n in constant liason

,w1th the1h po]1t1ca] interests. B

,A]though this exp]anat1on"ﬁs typxca]]y structura1ist in
nature, and as such Fa1]s to expla1n exactly how the state
'acts'in this'manner, it nevertheless 111ustrates Poulantzas

»conception of the oap1ta]1st state as re1at1ve1y autonomous
20 Whether or not it can be used to usher in a socialist
~society is another:question and one which is quite
Jirrelevant to the topic at hand. :

21 N. -Poulantzas op cit p. 286



Basically, this argument is premised on the fact that the
dom1nant economic fractions are unable to assert political
hegemony. As Poulantzas explains,
Left to themselves 'the classes and fractions at. the
level of political domination are not. only exhausted
by internal conflicts but, more often , than not,
founder in contradictions which make them 1ncapable
of governing politically. 22
Hence no single fraction of capital 1s capable of captur1ng
}and dlrectly controlling the state. Yet the state does
operate in the long-term interests of the dominant.
Atraction(s)vof‘qapita],_and.in general of capite]iem, by
: grahtihg sacrifices necessary for long-term stability and
‘ pfesperity. As Poulantzas argues,
The state may, for example, present 1tself as the

political guarantor of - the interests of ~ various

/»élasses and fractions of the power hloc against the-

-7 1nterests of the hegemonic class or fraction, and it

may ‘sometimes play off those classes and fract1ons”"-
against the latter. But it does this in its function -
of political organizer of ‘the hegemonic. class or -.
fract.ion and forgﬂb dt-. to admit the sacrifices
necessary for its hegemohy 23 . I - ’

Al though M111band wou]d agree with the assertlon that(\
it: is through the state s partial. autonomy . from the dom1nant
economic c]ass(es) that it 1s better able to work for the
]ong%term _-inter‘ests~ of cap1tal1sm ~ there are  some
'diffehences. in the method through wh1ch M111band ”and
Pouﬁantzqs “errtveh_at their respect1ve ' coﬁEept1ons f of
relative éutonomy. Poutlantzas, fof 1nstance. be11eves that
the state does not contejn'-any,;“independent“ power which

\\“

_.r’_...-_._‘______.._—___-.

22 N. Poutantzas IBID p. 298
23 N. Poulantzas IBID p- 301
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gives it some degree of autonomy. Rather,

the relat1ve autonomy of the cap1tallst ‘State stems
precisely. from the contradictory relations of power
between the different soc1al classes. That it is, in
the final analysis, a ‘resultant’ of the relations
of power ' “be tween classes within a capitalist
formation-- it being perfectly clear that the
capitalist State: has its "own institutional
specificity (separation of the political and the
economic)  which - renders it ‘irreducible to ‘an
1mmed1ate and direct -expression of the strict
"economic-corporate’ interests (Gramsci) of this or "
that class or fraction of the power bloc, ..and .that
it must _represent the political uhity of this bloc
under the hegemony of a .class- or: ‘fraction of a
class. o ' e )

stt:woutd aopear from this that Poulantzas’ conceptﬁon of
re]attveﬂ autonomy 'contains certa1n features common to the
pfura1fstAConcebtion of the state, . w1th its ‘thes1s of
various~.1nterests _combatting;'each other‘vand“the'neutrat
lstate standlng above and apart from the ent1re process of
cour se Poulantzas wou]d never suggest _that the state is
neutral' nevertheless h1s concept1on of the state does have ..
'some common features with the p]ura]1st concept1on |
It is .in the ntghty_structura] nature of his work that
Poulantzasts_ writing; on the state d1ffers most profound]y
from that or Miliband. Pou]antzas spends re]at1ve1y 11tt1e
time emp1r1ca11y demonstrat1ng the state working' in. a
relat1ve]y autonomous manner . Rather;'he merety states that
" the cap1ta11st* state by _very'natUreJ is relative]yi
autonomous‘and that 1t has ‘th1s ;partioutar'.characteristtc

T e e e v e = e e - — e -

c2a N, Poulantzas “The Cap1ta11st State A Reply to M]l]band
and Laclau” in New Left Rev1ew 95 danuary February 1976 p.
73 .
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“inscribed within its institutions. ‘23 In obJectlng to the

’

*overly structuralist nature of Poulantzas worK (a charge
wh1ch Poulantzas denies?6), it is apparent that Miliband’'s
concept1on of - rélative autonomy ig established in a‘manner
Ldifferent from that~of‘Poulaht2as. Mtftoand spends a’ great
dea'l _of. time -attempting empihically to demonstrate the
relative . au tonomy of the state He has extens1vely
tresearched British), Amer1can and other Western democrac1es

~po11t1ca1 1nst1tut1ons and has “found' that, for' the most
part, bus1ness 1eaders do not domlnaQe the state elite:

" Notwithstanding ~the . substan¢1al part1c1patwon of
businessmen in the business of the state, it is
however true that they have never constituted, and
‘do: not constitute now, more than a relatively smal]
minority of the state elite as a whole. It .is in
" this sense that the economic elites of advanced
cap1tal1st countries are not, properly speaking, a

‘gaverning’ class, ‘comparab]e to pre- 1ndustr1al
aristocratic and ]andown1ng c]asses 27 : :

Furthermore, ,he' hasv also - found that the state does not
always workﬁ in: ‘the interests_ of <the dom1nant ecomom1c
class(es): - -

the dominant economic interests  in capitalist
- society can normally-count .on-the-active good-will
- and support of those in whose hands state' power
lies. " This 1is an ~enormous advantage. But these
interests cannot, all the same, rely on governments
"and- theinr adv1sers to act in perf ct ‘congruity with
. their purposes. As was noted ear/llier, governments
- . may wish to pursue certain policies which they deem .
altogether beneficial to capitalist enterprise but” -
which powerful economic: intere$ts' may, for their
part, find profouhdly ob3ect1oggb4e,§ or - these
25 N PouTantzas Polltlcal Power and. SOCIaI Classes Verso
Edition 1978 p. 286. e
26N, Poulantzas New Left ReVIeW op.. c1t :
27 R. Miliband The State in Capltalwst Soc;ety Quartet Books
1973 p. 55. : , , o
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governments may be subjected to etrong pressure from
other classes which they cannot altogether ignore.?!

Thus, abkthough Miliband, and Poulantzas arrive at their
conc lusions throhgh quite different methods, they both view
/the capitalist state as relatively autonomous.

» One of Miliband's most wuseful contributions to the
debate on the state is his definition of just what exactly
comprises that institution. For Miliband the state Mis
composed of a number of institutions: government,‘ the

bureaucracy, the military, the judiciary, representattve
assemblies, and sub-central levels of government (i.e.
provihcial“ 1egistatores “including provincial oivil_
eerQantsﬁ. As Panitch has pointed out, this definition s
‘4most: impor tant )for what it leaves out: politioal partieS:
pressure grouos, and the privately owned media.?9 There‘ts
L little doubt that the latter organizations ‘exert  an
_wimportant' influence on the political system and by detining1
'vrthem‘és.outétde the’realm of the state this -means that
"Qithth "the, robric;"of“@boUrgeois democracy, as opposed to
fascism, class. conflict does obtain political and industrial
_express1on through the voluntary organizationsv of the
worK1ng class "36 Recogn1t1on of this point -is important for
th1s thes1s .as it allows one to conceive of the state as-
be1ng 'able to operate 1n the 1nterests of others than the
dom1nant fracttoh of. the bourgeo181e

28 R, Miliband IBID p. 130

.29 |, Panitch "The Role 'and Nature of the Canadian State" in
..L. Panitch’(ed.) The Canadian State Toronto University of

- Toronto Press 1977 p. 6. .

30 L. Panitch IBID:p. 7.
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As w1th Poulaptzas, Miliband” also stresses the
separat1on between.:statefand_economy,tor.economic claeéeet N
in contemporary capitalist wsocieties, noting< that »hisenﬂ
empirical studies hawve demonstratéd 5that the cap1tal1st.
class is generally seoaratér from the etatef3‘ Mnl1band“
argues that, )
one of the ma1n reasons for stressing the 1mportance o
of ~ the notion of the- re]at1ve autonomy of the state . |
is that there is a basic’ distinction to be made -
between class power and state power, 2 T e

' Furthermore, Miliband; aga1n 11BeuPou1antzagridoes/pot5seeukl.

N . - e
'class,_ either the bourgeoisie —or;hthe yprojetariat, as

homogeneous' entities. For instance, witbin”capita1»there is .

commerciat, financta1~and industrial capitad. And even these

categories can be further d1v1ded—- for examp]e, fﬁduetﬁiélﬁ,

~

capital can be further divided ‘1nto manufactur1ng»"oapitaT'jif

and primary producers. Due to the presence of_ﬁumerous class . = -

. fractions with their often different and "evenv’conf11ct1ngi_ .

‘1nteneéteﬁ 'the state must med1ate ‘between. themuio ma1nta1n

order. To do this the state mugf_*ﬁ‘“”_‘Some degree of_;‘

autonomy from -any’ "ruling class Thus it ‘is because the

bourgeoisie is ﬁnot a -monoalithic entity that itl cannota

-

d1rect1y use‘ the state to pursue 1ts 1nterests Hence: the, s

state, for. M111band as for’ Poulantzas, has some degree of;
relative autonomy, th1s be1ng necessary so that the ‘state

can funct1on in the 1nterests of cap1ta11sm as a whoTer_and~

__a__,.___,._\__-_____

31 R. Miliband The State in Capltallst Society 1969 p. 51.
32 cited in Leo Panitch "The Role and Nature of the Canadian
State" in L. Panitch (ed.) The Canadian State Toronto
University of Toronto Press 1977 p. 8.



- not

Mili

just one particular c1asse1nterest.'ln.exblaining this,

\ .
band ‘writes that, '

"while the state does act‘ "1h Marx1st- terms on

behalf of the ’‘ruling class , -it_does not for the
most part act at its behest. The state is. indeed -a
class state, the state of the ’ruling class’. But it
enJoys a high degree of. autonomy * and‘1ndependence in
ther. manner of its operat1on as a class.state, and
1ndeed must have that high degree of autonomy ~and

l1ndependence f it is to act as a class state I3

18

'"M111band also notes that at t1mes the state may be forced to

' be necessary to enslUre the prosperity of capitalism as

'Yet

work aga1nst certatn fract1ons of cap1ta1

‘-governments act1ng in the name of the state, have
.in fact been compelled over the years to act against
» some property . rights, to -erode’ some managerial

- prerogatives, to help redress somewhat the balance

- between capital and- labour, befween property and
,those who are subject to it. : o '

In

whol

e: ' .

goVernments may wish to Apursue certain ‘policies ,
which they deem altogether beneficial to capitalist,

. enterprise but which powerful, economic ‘interests

may, - for their . part,; find ., profoundly
Objectionable;35 ' . , : )

t

~the relatively autonomous nature of the state does

‘mean that the state is not a class state.

......

the relatiVe independence ‘of the' state does not

reduce its «class character: on the contrary, its

He‘wr1tes that,

fact _worK1ng aga1nst powerfu] fraotions of'cabital may

a

not

‘relative independence makes. it possible - for the -
state to play 1its class role in an appropriately

1

flexible ‘manner. 'If it Treally was the simple

-, fatally inhibited in the.performance. of its role.

. Lts agents ‘absolutely need a, measure of freedom in_
'_deciding how best to serve the ex1st1ng social

33 R.

. 34 R,
T 85 R

"Miliband Marxzsm and Polltlcs 1977 p. 74
Miliband IBID p. 71 — ,
Miliband IBID p. 130

instrument’ of the .‘ruling class’,* it would be-

S e
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‘order,35 |
Finally, Mijiband alsoynotes‘that mos t governments do
| maintain a fundamental‘belief_jn the virtues of capitafism.
LHe states.that governments'of\advanced capitalist oountries;
have most]y been composed. of men - who beyond all -
.their political, social, religious, cultural and:
other d1fferences and d1vers1t1es, have at least had.
in-.common a basic and usually explicit belief in the X
va]1d1ty and virtues of the cap1ta11st system 377
Duva]l and Freeman a]so have a conv1nc1ng thesis on the'
degree\~of autonomy of state act1on Like Poulantzas and

Miliband, they do not portray the state acting s1mp1y at the

Ewhim of certain - dominant - ¢Tass i1nterests. Rather they

conceive the .state _as- having a»lsignificant amount of,"

autonomy“ A]though Duva]] and Freeman have made no- attempt;
to develop a systemat1c and r1gorous thes1s on the autonomy‘

“of the state the1r work does prov1de a more conv1nc1ng

|conceptua11zat1on of the state. They wr1te that the state’

is,’

both ah unconscious product and refiection of social.

structures and - the resultant - of the - goals,

expectations, = and.-capabilities of -the separate...

institutional agencies of . the: state as well as.
..those of the government.3&’

Although vDuva]l “and Freeman emphat1ca1]y portray the stateii
" as act1ng in: the best 1nterests of" capltaltsm they also .
succeed in ‘1mprov1ng upon .the concept1ons of relat1ve

autonomy developed by Pou]antzas and M111band by recogn1z1ngu

35 R Miliband Marxism and Polztrcs p. 87, '
37 R. Miliband The State in Capital.ist Socrety p . B4= 5

38 R. Duvall and J. Freeman "The State and Dependent -
Capitalism” in Internatlonal Studles Ouarterly March 1981
Vol. 25 No. 1 p. 105

\ -
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that there is a degree of 1ndependence to state agencies and

_managers as well as 1ncorporat1ng the structural rea11t1es

i

of state actton 1nto their .portraya] of the _state..
Recognition of at least some degree f(albett small) of

1ndependent state act1on is cruc1a1 in. exp]a1nqng why the

state does act, at t1mes, aga1nst certa1n powerfu] econom1c“~f

interests.

THE STATE AS A CAPITALIST \

_ Another"concept1on of the Astate Whioh d<has' been
deve]oped in recent years in an attempt to. exp1a1n the state)
acting in the profttable sectors, espec1a]ly the 011 and ‘gas K

sector, of the 'economy -is that of the entrepreneurtaf

Qi state". (R. Duvall and' J. Freeman, Peter Evans) or the ‘state.

actwng a cap1ta11st (Petter Nore}t Duva]] and Freeman def1ne

’the entrepreneur1a1 state" .by: " itsf d1reotv‘entry 1nto |

product1ve Asectors ;of 'the' economy (sectors that d1rect]y :

~;fproduce surp]us va]ue)’ the fact that it oont1nues .tO‘V ot‘
. very. much 11Ke a pr1vate cap1ta11st and that»it rétajns.a -

genera] comm1tment to capttal1sm

[Wihat d1st1ngu1shes state entre reneurshlp as.a

, current]y important phHenemenon is. the expansion of -
-~ the .state into productive sectors .of. the economy (as.

'd1st1not from 1nfrastructure provision), the. ~degree ™
to - which (public) . “management conforms “to -standard

capitalist. perférmance criterja, 'and the ‘general .. :

1-comm1tment of +the state to cap1ta11st develooment

. These ... features——t. . state - .ownership . ~of:
,nontnfrastructure enterprises, - the . reTat1ve
.. . importance of cap1ta]1st performance -criteria, and
- the’ exten51ve commttment to captta11sm-— def1ne the
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' entrepreneur1a1 state 39

It is clear erm th1s that . for Duvall - and Freeman 'the .

entrepreneurial state contimues to funct1on‘4n the 1nterests'

of captta]jsm. This is reaff1rmed by 'Fh?;«”fO]JOW1n9-

lstatement:

the entrepreneurial state is distinguished from the
soctialist state in that it is guided by capitalist
ideology and acts in accordance with' a .capitalist
. model of development. There is a general commi-tment
to the private sector to the extent that the private
funct1ons adequateTy to promote developnent 40

For,Evans,,wrjt1ngvabout the state“1n Braz11, this type

;oﬂ state -action is encouraged by the. dominant presence of

mh]tjnational corporations- He states that “the necessity of

of ‘ching with. "the mu]t1nat1onals accentuates 'the

’ entrepreneur1a] s1de"41 of the state Certa1n1y the presence, o

\ 1

of -a state 011 company has 1mproved the barga1n1ng pos1t1on

of - the Canad1an federa]' state.-42 However if oneqwere to -
h;pursue this ana]ys1s to its 1ogical\ Conc]us1on .ﬁt would;‘
jargue that the state w111 cont1nue to expand 1ts presence 1nh
the oil and gas sector unt1] 11 beg1nsv‘tc sgueeze pr1vatecﬂ

'cap1ta] Th1s is qu1te» 1nCompatﬁb1e with the. argument .

fpresented above that the state -is work1ng fundamenta]ly
'the"1nterests .of prtvate‘ cap1ta] as by expand1ng at the
expense of .private capital the' state, is not ,serv1ng

capital/s interests.

39 Rl'Duvalt and J. Freeman IBID p. 105. - o o
40(R.'Duva11 and J. Freeman . IBID p. 104. o <

- 41 P, Evans op cit p: 47 . _
.42 P Evans IBID p. 46-.

21"
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Petter 'Nore aTso‘ assesses the state operat1ng in
prof1tab1e sectors of the economy, a]though he speaks of it
©in terms of the state act1ng as a cap1ta11st Nore s work

concerns\the oil and gas sector, and for him the 1dea of o1l
as a strategic commodlty ts of great ’s1gn1f1cancg 'in"
"~ explaining the recent phenomenon of the state 'd1rectly'3
intervening . in the oi] ~and gas sector in many'coontrtesf f
(producing and consuming alike): - |

Because of “its "central role. in the achmulation
process, the state takes a particular interest in
strategic commodities. A capitalist state with the -
~responsibility of;, establishing, maintaining and
reproducing ‘the cond1t1ons of capital ‘accumulation
- has 1ittle choice but® to ensure the security of’
supply - of such goods. This argument ' explains,
~especially for oi]>import1ng countries,. why there
~has been a tendency ‘towards the establ1shment of -
state otl corporations.43 : '
. As w111 be seen be]ow 1mproving security Of suoply was
-:certa1n1y a maJor cons1derat1on in the dec1s1on to create a
'state.‘ oil \company in Canada. B_t Canada.'isl also .a
‘signtficaht (in domestic terms) oil producer. How then does
“Nore's thesis deal ,With producers? He hotesfthat*for some

exporting countries (specifically Norway) the capitatv cost

> of product1on 1s very h1gh and hence d1rect state ass1stance

<

.1srawﬂed

,To_understand the creation of state oil corporations
in exporting - countries, we must turn . .to the
‘increased. socialization of the productive processes
in the oil industry. Concretely this means. that the
necessary . capital .investment to produce oil . in
.many cases so vast that no s1ng}e unit -of ‘pr1vate ,
43.P. Nore'“01] and  the State A Study of Nationalization in -
- the 0il Industry” in P. Nore and T. Turner Yeds.) 0il and .
Class Struggle Zed Press 1980 pp 82-83. - - - .
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national capital is large enough to . undertake
investment on the necessary scale. *% -

A1though there is some; truth to att‘-of 'the‘ pointsl

-outTined by the ‘various authors referred to-above, on the

whole the state as a cap1tal1st thes1s rema1ns inappiicable
. to  the’ state act1ng ‘in  the Canadian Q11 and gas sector.

First, the‘state cap1taltst thesis would argue that ‘state

"expansion in the oil and gas sector will continue on a.

significant”sca]efin.eoming years. It is argued here that

this ts un]ikely as‘this wou ld seyerelylhinder the operation

a’of pr1vate cap1ta1 At the ‘moment representatives of . the

wfederal state be11eve pr1vate (Canad1an) cap1ta1 should be '

"the maJor 1nstrument used fo Canad1an1ze the 011, and gas

industry and to propel its|future growth 45 Second if "the

‘state were aet1ng as avca:1ta]1st (1 e. max1m1z1ng prof1ts%

3ure1y'it would not be spending 60% of ,itsi exp]orat1on

‘bUdget on the frontier (as Petro—Canada has done Gver the

last si1x years), Third,‘one‘wbuld expect_a state capitalist

(e.g. Petro-Canada)h ito directly contribute to"the

accumd]atjon’of capitaT However as w111 be seen in Chapter _

‘3,',to date Petro Canada has contr1buted 11tt1e to the net

accumulation of capqta].gfourth, one wou]d expect a state
capitalist’ to engage’ .in - nationalization.  However,
'PetrQ-Canada has-cqnducted all-its takeovers of prjvate' oi'l

44 P, Nore "0il and the State: A Study of Nationalization in
the 0il Industry” in P. Nore and T. Turnerfeds)-OiI‘and
Class Struggle 1980 p. 83"

45 0Of course the state may be forced to 1ntervene Further in
particular instances (i.e. perhaps to save Alsands) but such
\ involvement will be 11m1ted S



Firms. through“methods. common  to the _bustness»‘ wor1d--
.purChasing-‘shafesu (OWnershio) on the market Fina]lyf the.

- stdte acting directly in the:oil 5and gas ~ sector’ (through
.Petro Canada) has no 1ntent1on fundamentalty to. alter the
"cap1tal1st relat1ons of product1on ‘ The state remains
committed :td. the- pr1yate~sector and\willdoontinue\to:relyo
upon it toua significant degfee tb‘deveTOp Canadian ojlntand
gas resefves- Hence,.for al]'of these‘eeasons the state as a
'cap1tal1st thesis has been found 1nadequate fof bexpiainingt‘,

state act1on in the Canad1an 011 and gas sector

CONCLUSION

_Th‘ 'abOVe has attempted to establish‘the'theoretioa]

;framework for this thes1s A]though an ,examination of ”the L

rmost \recent energy pol1cy 1s not a broad enough research-

bas1s to constrUct ian or1g1na1 thes1s on. the' state in

'Canad1an soc1ety, it does a]low one to measure state act1on'

!

' aga1nst some of the cr1t1ca1 theories. deve]oped by Pecent

_neo-Marx1st wr1ters It w111-be‘argued4that in.a rumber gf -

{respects state. act1on 1n des1gn1ng the NEP does oonéohm»ttoj
the~‘ concept1on 1 of the _state31act1ng in"a re]at1ve}yl
.iautonomous manner. Bntefly; this is-evident in the fact that; o
'inlahnumber of'crttical areas the NEP js.direotly opposed.to.’
the'interests_of_fonetgnQOWned‘oil oapitaT rwhtle i ﬂtHePS'\
it clearly benefits other fﬁactions of capz
narticulan»1arge-Canadian oil capitat;and: centrr“

industrial capital. In Stijt others areas,.the N:
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benef{t' the federal state itself (through greatly enlarged
revenues). Thus in attemptlng to strengthen the cap1ta11st

* economy\ the state (in this instance) has operated through
"particu1ar jprivate interests, as wWell " as - through
strehgthening itself as a capitalist 1nst1tut1on Hence, it o
will be argued in subsequent chapters that a]though ‘there .
~certainly is some degree of autonomy to state actton tn the;'ﬁ
oil and gas sector (the .precise ramount is voff‘course“
impossible accurately to determine), the Canadfan'state a
remains fundamentally committed. to the.\htntereets"'of-
capitali;t enterprise. |

In structuring this thesis an historical approach - has

been adopted. This 1is necessary because it allows one- to. -

i

p]ace’the NEP in'contextvwith paét energy poliey, . andf'to'; .

v obéerve the areas of'continuity'and change with past;po]icyr

' ‘When one exam1nes ear11er L1bera1 energy po]1cy (especiatly

the 1976~ 77 front1er 1eg1s]at1on) one can .Jdentify<fin\

embryonic torm many of the proposals contained:'in~}the.§NEP .
_(For‘"” example ‘Canadjanjzation;' Canadian - owneréhdp'
urequ1rements and'the-self-sufficiency objecttved - Thus 'the

: second chapter is devoted to deta111ng federa] energy po]1cy

. as’ 1t deve]oped 1n the 19705 The th1rd and fourth chaptere" 5
COnta1n;-the maJor thrust of. the thes1s, whére 1t 1sfargued' ‘

%.that although the 'state lis: pr1mar1]y~ work1ng ETES thei

.1nterests oF pr1vate capltal 1t does th1s w1th a oerta1n

;'Vdegree -of autonomy Chapter 3 exam1nes the NEP 1tse1f .and_-

’Lthe recent pr1c1ng agreement betWeen Dt awa and Alberta In:
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‘t'thts ' chapter one can observe“large Canadian'oil oapital and
1ndustr1al cap1tal benef1tt1ng from the Petroleum - Incent1ves
_Program (PIP}, ‘and tHe - 50% Canad1an ownersh1p (by 1990).
requtrements Of critical 1mportance 'to__the ‘argument of
_.relattve’ autonomy 's how the preSenee~of ftscal crisis at,
h\the federal. level o. 'government has forced the ﬁederal
government to take a large piece of the revenue from ‘the o11.
" and gaS'lndustry-tthrough 1ncreased taxat1on). Ftnalty, it
mts- also\vargued that the ‘expansdon'\of 7Petro;Canada'tas‘
provtded‘for in\the_NEP) has oeen des1gned in \order. to
texpand federa] controt- ovér, the oil and gas sector Both
;\these developments demonstrate that the state does not work’
;exclus1ve1y in the lnterests of private cap1tal but_alsoyin
:1ts own ]nterests. Hence, there is some autonomy :in state‘
aotion ‘ Chapter f4, Sy exam1n1ng 8111 C- 48 (an 1mportant
‘,component ‘of the NEP) supports the ,argument developed tn
7Chapter 3 that the state werKs prtmar11y jtbut»_not‘
':exclusjvety) 1n the 1nterests of pr1vate cap1ta1 This’Uis
"_evident‘ 1n " the Canad1an procurement regu]at1ons.and'the
requ1rement of 50% Canad1an ownership before productlon can
‘ beg1n On the front1er 8111 C-48 also supports the argument

E of re1at1ve autonomy as it conta1ns 1mportant prov1s1ons for .

’ 1ncreased m1n1ster1a1 contro1. over the exp]orat1on and:

L produot1on on, the front1er Thts agaﬂn shows that the: NEP

zstrengthens the p051t1on of the state 1n the 011 and gaS‘
'_1secton and in th1s action 1s not worktng dtrect]y inf4the

'interests~ATOf .'pr1vate capital. ‘The . final - ‘chapter . (5)
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primarily serves to draw tbgether the arguments made in the

preceding chapters and to/bohclude the thesis.



\

II. The State and Energy Po]icy, 1973-1980

INTRODUCTION |

,Hav1ng established' the theoret1ca] framework for th1s
- thesis tt is now necessary to take 'a h1stor1cal looK at
éanadian 'energy pol1cy as Q t deve]oped Line the5tdecade-
immediately prior to the Nationa] -Energy Program’'s '(NEﬁ)
pub1fcation }This is necessary for two reasons first,\the'
1970s w1tnessed a number of d1srupt1ve changes 1n the field
of energy wh1ch “were exper1enced wor]d w1de Mo$t notable
were the 1973 o1] embargo and. pr1ce 1ncreases and ‘the>_even;
“more dramat1c (in terms of" effect) price 1ncreases-of'1§79
:(a)ong‘with" the ]oss‘ of tranian supplies dwhich lcaused“
'widespread fears . ofkan'oilhshortage) ‘These sudden changes
irequ1red responses from all 011l 1mport1ng nat1ons 1ncludihg'
_‘Canada A]though Canada was actual]y a net exporter of bothk
,oﬁt and .energy in .1973 these d1srupt10ns resu]ted ina“
"1mportant pol1cy changes Br1ef1y, after the 1973 cr1s1s the
most notab]e responses 1nvo]ved the dec1s1ons to\freeze 'the
/'domest1c pr1ce_ of oil ‘and to create a- state 011 company,h“
aerr 1979,: the response aga1n 1nvo1ved the' state iowl;
L ~company,, ,With ‘iis' role ’ be1ng expanded to part1c1pate 15‘*
tétate*tOrstate oit .trading. Both these pol1cy responSes

- represented impor tant changes_ with: past erergy policy andﬂ,

thus require‘ana]ysis.v-' : .‘t
The 'second, ‘and more important reason for this thesis,

-

 why .1970s energy policy requires andlysis is -to note 'both .

‘elements. of continuity and 'change with'the NEP,‘ahd thus o

28
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place the NEP in a context which enables one tol'understand«'

better its historical roots. This allows one to see areas in

- which continuity exists

made with past po]icy

cont1nu1ty and why the c
There have been

Canadlan energy. pol1cy t

“,cannot poss1b1y "be " ex

and significant changes~yhave ‘heen
(and ult1mately to expla1n why the

hange) /

numerous ,1mportant deveIOpments in

hroughout the 19705, allr.of which.“

am1ned hereﬂ Thus a select number of

- the most 1mportant developments will be 's1ngled out -for

ana]ys1s Of these cer

g obv1ous policy developme

the' dominance of the

controlled.muttinétional

‘this' ~policy was .the

- decisions eér]ier in

involvement (primarily
Petro-Canada) to expand
impor tant energy sector.

of conventional regu]a

ta1n1y .one of the: most 1mportant and
nts was the governments response to
‘energy - sector by fore1gnlowned‘anofA
oil companies. C]ose]y relatedlhto -
:inoreasing- use of direct vstdte‘
Ihrough‘ the'Jstéte oil "companyﬁfi
national oontrolhover the prucielly
AMso of note was~the-continuing USe

tory 1nstruments (such as - taxatlon

schemes, export and price contro]s ‘etc. ) , F1na]]y, -1t s

important to note the 1

|

ntens1fy1ng f1sca1 cr1sxs w1th1n the

federa] government and how th1s affeoted federa] provincial

relations over energy

although fiscal. 1mba1a

impact of fiscal «crisis

However ]t.must‘be emphas1zed,that“

nces- oertatn]v. tnf]uenced policy

the decade,‘ on the whole the real

dio not begin -stghificant]y to -
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affect energy policy until 1979.46' Thus the importance of
this’ tactor is reatly only relevant to the periods of the
Clark geyernment and the-NEP.

In ~order to makKe the‘discussien and analysis of these
tactore'mqfe menageabte, this’chapter has been divided into
three véUbeECtiQnst 7eaeh'focusing‘on'a different dimension
lot federal eneréy pottey. The first section outlines the
;predominant tbote that the private sector (dominated by the

mu]t1nat1ona] oil compan1es) has played in the Canadian

energy tlf1ejd,' and (partly in response to this) the

11ncreastng use of direct’ etatevvintervehtion to conduct
energy lpolicy This section‘Wtﬂ1\a150'examine;the system of
land regu]at1ons developed in 18976-77, and the fiscal system
wh1ch evolved dur ing the 19705 The f1nal two sections deal
»w1th federal- -provincial relat1ons over energy an%iwa br]ef

analysis of the Clark government’s energy policy.

THE MULTINATIONALS, THE STATE.ANDEENERGY POLICY
.Foreign Control of the Petro]eum,sector

The multinetionaf'oil companies have 1ong been one of
the four ma jor véctors invo]Qed in the Canadian energy
Sector, the ethef :three .being the federal state, the
governments :of\ ethe' eroductng provinces and the
(non-multinational) Canadian oil companies,' Indeed, the

46 The erosion of Ottawa's tax base.had been a federal
concern since 1974, when, in at attempt to increase Ottawa’'s
oil revenues, both 1974 budgets discontinued  the practice of
"allowing prov1nc1a1 royalty payments to be deduct1ble from
federal income- tax. . :

R 0 T P et (S A TR B T e
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mu1t1nat1ona1 0i 1 rcompan1es, the majority of wh1ch are
fore1gn owned have dom1natedethe Canad1an petroleum” secto?

.‘since at 1east 1947 Th1s dom1nat1on continued throughout.

C thez 19705, although 1t has been reduced. Table 1 shows that

in 1971 theilevel of fore1gn ownership and contro] was very
:-h1gh i, 79 5% and 94 4% respectively (measured in terms of
reyenues) Although these Tevels had been reduced to C74.0%
‘ and'81;5%.by¢1980, the-leve] of fore1gn ownership in the oil
.f and gas-seotop.has\neMatned”afmajor concern of the "federal

government'for reasonSTWhiéh Qi]tfbeoome apparenthhortly.

R

N
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" TABLE 1

FOREIGN OWNERSHIP AND CONTROL-
~OF.THE PETROLEUM INDUSTRY

1971. 1973 1975(~;977. r979"1é80"
1 ! o =Y

REVENUES( 1) L P |
Foreign Ownership ~ 79.5 78.7:76.1. 73.7 73.8

" Foreign Control - 94.4 94.0- 92.9 87.0 82.5_ -
 ASSETS(2) ‘ S - ST
Foreign Ownership ™ 77.7 75.8 72,2. 66.8 62,2 62.2
-Foreign Control ‘88.6 87.7 .B4.7. 73.3 60.5 58.9
~ Notes: . T

(1) The estimates are calculated on petroleum-related
o revenues.(upstream and downstream), which represent
about 95% of total industry revenues.
_(2) The estimates are calculated on tdtal assets of -
' ‘report1ng ‘companies. - ' '

Sourée: Petroleum Mon1tor1ng Agency Canadlan .
' _Petroleum Industny 1980'Monltonlng Survey
- Table. 8 1. , ’ U
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/ ATthough: the -federal government purchased h49% Mof
,Panarcttc Oils'Ltd in 1969' unt11 1976 and the format1on of
Petro- Canada, thls 1s where d1rect government part1c1pat1on
ended 47 'As - of 1973 the federal government’s ownersh1p in
the 011 and gas 1ndustry was. . 1nconsequent1al :amount1ng to ;”A;
less than .one per cent Indeed even this amount ot .
._government 1nvo1vement was of 11tt1e 1mportance as there was
‘no s1gn1f1cant amount -of m1n15ter1a& d1rect1on exerted over
these —1nterests : As ment1oned\ above th1s structure was
'formed de11berately as unt11 1973 1t was be]1eved w1th1n the -
federal‘ government that ‘the . pr1vate sector could best“
provide the cOuntry w1th its oil and gas'.reguiréments AT
that 'was necessary for the government to do was mere]y to
jgplay a pass1ve regu]atory ro]e s9. - ‘ ‘
. "~ In order. to 'understand why th1s po]1cy deVeloped and
the (resu1t1ng -entrenchment lof >tthe‘_ mu]tjnat1ona1.' or].
compan1es ‘in’ thei energy sector, onebmust_1ookxbackkto the )
19605 a perwod of both energy abundance and' significant—
econom1c growth In th1s decade lltt1e concern’ was expressed '
: w1th1nj federal | ranKs : over . the O dom1nance of ‘the
muttinationals wh1ch both suppl1ed Canada w1th 1mported oil .
' and domlnated domest1c product1on Indeed 1t was prec1se]y )

" the '11961 energy pol1cy developed by the Conservatlve

. adm1n1strat1on of John Dtefenbaker which was respons1b1e for

_..____..__...‘:_._____-\,.

" . 47 0Of course, after;T956 a federal orown'corporat1on helped

to build part of the Trans-Candda-gas. pipeline.

48 EMR Ah Energy Policy for Canada,,Vo]ume 1.(1873) p. 18
49 1t should be noted however, that the oil compan1es were
not operating in‘a free market s1tuat1on S : :
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. hold on

‘much of

th1s pe

(NOP) was ‘most . .notab1e for . its consol1dat1on ‘of

mu1t1nat

patterns

‘50 This’

the area
h1gher

cont1nu1

course,

which re
market.

ha

‘multinat

. Bertrahd

based

on  seven years af in

the strength of the mult1nat1onal 011 .companies in

r1od Th1s pol1cy, Known as the Nat1onal 0il Po11cy\

1ona] dominance;.”as:'ip serVed'to formalize market.~
of sopp]y-that.had.dévelopea'thhqughogt’ihé 195bs;
‘meant thaf a two orioe:system was-established'with
west of the Ottawa Va]ley béing suppTied - (a a  |
pr1ce) by Canad1an oil and that east of the “border

ng to be supp11ed by 1mport5» These 1mportsf “of
were prov1ded by the mu]t1nat1ona1 011 compan1es,

inforced the1r dom1nant pos1t1on in the Canadlan»o1T,v
. N ' N ‘{,-.' . -

I“werej somé. other‘[consequehces .of allowing the
! . . 1 N . . .

ional o0il companies ‘to acquire a near monopolistic’

'The‘easfern Canadian marketa"lp abpears from ‘the

Report , ent1t1ed .The State of Competltlon in the/

3

igation 1nto petro]eum

' Canadran Petro]eum Industh , a ]enithy 7 volume document

,ihduétry practiceS;_that the ﬁajor fore1gn contro]]ed 011

.o

v companies have used their ‘market power to overcharge

".consumer

s 'in eastern Cdnada. As tHe document’statesl

This. study demonstrates that.ihe.performance of the-’

.East
© the
oper

ern Canadian market was adversely affected by
transfer pricing policy of ‘the multinationals '
ating in this market. Throughout. the per1od1

under” study-- 1958 ito 1973-- the crude il prices

paid

by most -of the Canadian subs1d1ar1es~ of these

eompanies were h1gh compared to-arm’ s-]ength crude

e - -

50. see J.

__________ t

Debanne "0il and Canadian Policy" in E. Waverman

fed. )The Enerdy Crisis Volume II North America University
of Toronto Press' Toronto,.1974 . N .



pr1ces and th1s served to affect pr1ces in the f1na1
product market St : :

fFurthermore, the Report recogn1zes that th1s po]1cy was not
the maK1ng of the Canad1an subs1d1ar1es but of thelr parent,
fore1gn based firms. For examp]e, in. regards to the control\
exerc1sed by .Exxon ower »Imper1a],_011,‘ the Report ,Wr1tes j'
-that : /.A T C

-The . p}cture of Imper1al that .emerges. from hvar1ous '
‘sources’ 4s  that of. a company which - ‘had. Tittleg= -
control qver ,either the -sources or ‘the prices of its
_crude. Its freedom. to chogse the lowest priced crude»

suitable. for - its refineries .was substantially
restricted by its parent corporation.. - '

] Within the * Exxom (Jersey) organhization, a .
central . supply -group had the responsibility for
.allocating. oil supply sources-.to ~the various
.marketing subsidiaries (lmper1al 0il Limited v. Nova"
Scotia Light and Power Limited... - Hearings). While
vitally affectedT by .the dec1s1ons of .this central .

supply ' ‘group . (the oil sent . to. Imperial was

determined 'by: |this group),. Imperial had.  no
. representation onf the group and. was allowed only to
" submit ' recommendaptions to it. - The manager in

charge .of obtaiping’ foreign crude for _Imperial -
descr1bed , Imperiaﬂ’s pos1t1on in . the - fol]owing
“terms:
' We may de 1de at Imper1a] - we may dec1de that
we want to get oi|l, and that is our decision; but =~
whether or not. the final decision- is made that we
~are going to get - that .is not .necessarily. . ours,
"~ Imperial’s.’ B - -
’ There can be

no doubt as to' the' constraints
imposed upon -Imp

rial by th1s re]at1onsh1p 52

It  was ‘because of h1s contro] exerted by the’ parent f1rms

‘and”the near monopo
~ Camadian ‘market ’ that: the Canadian- subs1d1ar1es and:
ultimately_the1Canad,an‘consdmer, paid h1gher‘,pr1ces than

the'reaﬁ international sel]ing prioe"of Crdde‘Oil throughout-
51 R.sBertrand The S
Petrol um Industry:

Wor1d Petroleum“Mark
52 IBID p. 32. -

ate of. Competltlon in the Canadlan Lo
nternat ional Linkages: Canada and’ the
t Vo]ume ITT Dttawa’1981 P 1

y over d1stn1but1on Yin‘ the eastern— .
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.the 51xt1es even though the lnternatlonal pr1ce was fall1ng
‘It is clear from. the contracts that “during the -late
.Nineteen fifties, ‘Canadian’ compan1es ‘cont inued ‘to’
pay posted or very close to posted prices for- their’

-crude o0il even though WOrld prlces had fallen below
the posted levels 53 S

.ln charg1ng Canad1an subs1d1ar1es the posted pr1ce for -
crude wh1le world pr1ces decllned between _1960 rand >1970,
both Imper1al and Gulf followed 51m1lar strateg1es Imperial

fset 1ts prlces at the average of compet1t1on - (the- average’
‘cost» of imported crude suppl1es for 1ts competltors)'rather
than at the real world pn1ce As eV1dence the Report cites ant
- -“1étter sent from Exxon to Imperlal wh1ch sa1d
' fImperlal w1ll review their raw 'fmater1al | cost
position relative to compet1tlon ‘about twice yearly,

and . changes will - be " made only if, significant
'd1fferences in the1r position should develop. At the

same’ time’ every effort will be. made to correct
promptly - -any substant1al,.d1fferences which -do
'_develop.54' T 5 > o

-GhlfffolloWed_a similar policyewhile,lexaco Canada.- and Shellt‘
| Canada. both ‘had the pnlcetot their crude frozen by their
1“_parent cOmpan1es , T ‘ '

Shell Canada s1gned a ten year contract in 1967 at

~ fixed:prices.... Texato ' was , placed in 'a ‘simjlar
_(situation. ‘ 'EVen . though ' ° crude costs " ,and
.transportation rates were - falling in the S late

nineteen sixties, no downward adjustment ‘was .made in.
" -Texaco Cahada’s crude costs between 1965 and = 1969
~ (Document # 53897). “ This' policy left both _these
. companies -with even less flex1b1l1ty than Gulf.'
Canada - and Imper1al .

It ‘s qu1te clear from this that Canad1an sub51d1ar1es such

_as 1mper1al and Shell Canada eto ,ﬂhad l1ttle :control over
53 1BID p. 21 |
54 IBID p. 22
55 IBID p. 24
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'-the1r supp]y and price of crude oil.

l .Thus 1t ,appears from the Bertrand Report that one of
the consequences ‘of the 'conso]1dat1on of mu1t1nat1onal
'dominance in the easternvCanadtan market was*that‘Canadian
sobsidiarieé; and ultimatety'Canadian consumers, were'torced
to pay ;prices\ higher 'than those prevailing on the wor 1d
‘marKet.‘In’totanthe Bertrand Feport alleges that the oil
lcombanies‘ 0verohabgedrfthe' Canad1an consumer by -about .$4: 6
bi]lton (the eguivalent of $12 billion in 198t dollars) -
between 1958 and 1973t55'From this evidence one must now,
wtth hindsibht,JSeriously-question'the wisdom .of the 1961
'NOP,, w1th fts w1111ngness to allow the MNDC S to dom1natef\

the eastern Canad1an market ‘ -

Although the Bertrand report was not published unti]
‘j9é1 events wh1ch occurred in.the ear]y 1970s. (speCTflca11y
the 1973 o1] ~cr1s1s w1th 1ts attendant embargo of se]ect
western nat1ons and the quadrup]1ng \of the 1nternat1ona1
pr1ce of: oil) brought w1th them a re- eVaIuat1on on the part
of both the government and the pub11c of the role whﬂch the
t',.j'.mu]-tmahona],‘oﬂ compan1es - should- play in _the supply of

' Canadian oil requirements. = Apprehension over security of

.. supply can be traoed"directTy to the '1873 crisis, -to press

1reborts of oiT-]aden,shtbs”sitting off"the eastern, United
fStates. seaboard waitingi until 4the fprioe;was high enoUghe
before unloading- their cargoes} and to cries of foul pTayT,
’a.emanating dfrom:‘the.'JapaneSe who claimed that supblﬁes'

1

- 56 Globe and Mail April 1, 1981 p. B1
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destined for that country-(mhich\was.nom’embargoed),had'been‘
diverted by the multinational’ oil “companies : to vfother‘
'1embargoed) countries sych as the Nether lands and the United

States. A]though th1s charge has never been proven : it did
e .

spark some concern ‘over secur1ty of supp]y among federa]

policy makers. Indeed concern- was, he1ghtened by rumours~- o

that. oil desttned “for Canada from the M1ddle East had been-v-
‘ dtyerted,_to the U:S. Ih1s apprehens1on man1festéd 1tse1f,‘
in a éroWing sKept1c1sm by both ‘the pUbltc .and t the
govehnmeﬁt';of the»o11 companfes ab111ty to suppty 011 ina -
heliablé fashion. However;fthe 1973 cr131s caused more thanj
~Just an increased apprehens1on of the ot compan1?&3 1t a]soh
-saw the demtse of the old NOP. World events,_ ref]ect1ng a'
‘pnofound structuraT change _in the internat)onal petro]eum:«
' 'marKet‘ wh1ch saw the incheastng strength of the;OPEO states
'uini the ear]y 1970s ‘and. a concom1tant dec]1ne in the control
eXerted by the multtnat1onat o1] compan1es over\ the world»‘
oil market necessttated pol1cy changes w1th1n Canada |
| The. new 011 po]1cy which- developed in the waKe of. ‘thet-’
OPEC crisis was outltned 1n a speech made by Pr1me M1n1ster"
Trudeau 1nxDecember 1973. .58”Under th1s new: po]tcy ithe old
two ,priCe system for 011 was - abo]1shed and rep]aced by al;‘
system of’ one ;prtce for a]l\ Canad1ans Henceforth 11'
Canadtans ,Woutd pay the’same pr1ce for o11,jsubject.onjy toff

57 International Canada October 1973 Vo]ume 4‘ No 9 p
258

58 see House of Commons Debates . 7th Se551on 29th
Parl1ament December 6 1973 P 8478 .

\ L '_\ R -, R ~ o S
. . . PR . .
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"transportatfon and qua11ty dtfferences ’HoWever : as the
,prxce of 1nternat1ona1 oil wh1ch suppJ1ed eastern Canada was
now cons1derably more expens1ve‘ than that which’ suppl1ed
| \western Canada, (part of the new. po]1cy was the September
‘,freez1ng\ of the Canadwan price of 0il at $3. 80/barrel) the

pr1ce of 1mported o11 wouId have ‘to be. subs1dﬁzed Hence the

- estab11shment 1n danuary 1974 of an 011 Import Compensat1on .

JProgram Th1s pol1cy deC1s1on was' to * have _ 1mportant‘

'repercuss1ons Tater iinj the decade, :when, “with 1mports t"

compr1s1ng 25% of o1l consumpt1on and ‘the price.'of oit

: approx1mate1y 10 t1mes h1gher than “in 1972,,thegcost of

v

‘SUbs1d1z1ng 1mported 011 was produc1ng a -severe drain on -

federal f1nances U1t1mately the "fiscal crisis” ethttng.at.

'\the* federal leve] asl‘to be ;an*v1mportant factor‘. in

.~1nf1uenc1ng the nature of the energy'polacy wh1ch emerged in.

‘T980-- the NEP In add1t1on to alter1ng thev domestwc pr]ce“
5'structure, the new owl po]1cy also al]owed for the extens1on_ ;
- of the p1pe]1ne to. Montrea], and procla1med the government 5

/1ntent1on to 1ntroduce\ 1eg1slat1on 1n the next session of:

5"Par11ament to establ1sh a nat1ona1 petroleum company Th15'b

lvlatter decqston represented a fundamental change from pastﬂ
—pol1cy Undert wh1ch the government had refra1ned ~ from"
_becom1ng d1rectly 1nvo]ved in the petro]eum sector (Th1s
“:hdec1510nt.and” tts consequences' will be d1scussed moretx‘
. thoroughly below:) g N
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. TraditionaihMeans of Regulation

Before d1scuss1ng Petro- Canada 1t is f1rst necessary to
i‘ understand ‘how the industry was controlled (and still is, in =«
part) through the trad1t1onal regulatory bod1es such as 'the‘

Nat1onal Energy Board (NEB), “the ’1ncent1ve system for

~exp]orat1on ahd deveiopment, work requwrements etc.. In all ‘_'

of these ‘areas’ -one can . see an attempt by the federalb

. government (after 1973) to increase its contro] over -the -

h petroleum sector throughout-thev'1§705 59 However'&nit has'
atso been obyious"even s1nce the. format1on of Petro- Canada |
that the federa] government clearly wants ‘ and needs 'the
pr1vate sector to develop Canada s oil and ‘gas resources As
" was argued in- Chapter one a]though the’ state may be forced
“to worK aga1nst the 1nterests of some fractions ot capita],
th1s does not” make it agatnst the 1nterests of. cap1ta1 as a
whole. Indeed, tiii is man1fest1y nfor 'thef SPFV1V31. off
,capﬁtajismf’Butz‘because .the - federal state has so 'many
interests“"to concern Ttsetf w1th there w1ll be times " when
: 1t must p]ay the 1nterests of one fraction oﬁ cap1tal off
aga1nst another for" the good of the entlre system But even
' not1ng th1s the o11 and gas sector was. st11] aJ]owed ‘to
make s1gn1ficant prof1ts dur1ng the 1970s The net 1néqme of
e1ght ma jor oil compan1es_ (meer1a1 011 of Canada; GU]F
' Canada, Texaco‘.Canada, Shel1 'Canada, Hudsons-Bay 0il and

59 And as 'will be argued in chapters 4 and’ 5 the NEP
continues the federal government’s efforts to increase its
control over the oil and gas sector, both.on provincial .
lands and most notab]y, on the Canada Lands'.
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‘Gas,"Amoeo Canada, Bnitish‘PetrQ]eum, and Petrofina Canada)
inéreasedﬂby an averagé of 657% between the years'“1972/731
“and 1979/80.60 Furthermérg,vTaBJé 2 ﬁ]luétrétes  th;t _net
‘ ihcome*'for petroleuﬁ industries as a‘pércentége of‘incomé
fér all‘other:non-finéhcialﬁjhdustries (in¢luding pétro}eum)'\
increased ﬂdramatfcaily between 1972 and 1986; doubling from

15.3% in 1972 to 29.7% .in 1980.

L T . Al

60 These figures have been calculated after takKing account
of inflation which ran at_an averdge rate of 11%/year over . "'
that period. See Financial Post August 5, 1972 p. 9; and The

. Financial Post 500 June 1881 p. 74478 : e

N



TABLE 2

- NET INCOME(1).

-Manufactur1ng(2)
Mining(2) »

Other Non- F1nanc1al(2)
"TOTAL. NON-FINANCIAL
(excluding Petroleum)
Petroleum

TOTAL NON-FINANCIAL:
(including Petroleum)
Line 5 as . a % of 6
Line 5 as a % of 4

W~ OV P WN —

Notes:

19j2

2211
-.319

1922

4452
-804

5256
. 15.3
© 181

1975

3584
' 702
2708

- 6994

1700

8694

19.6
24.3

($ millions)
4067. 5443 5685
678 2014 2114
2837 ' 3267 3596
7582"10724_11396
2263 . 3727 4806
9845 14451 16202
23.0 25.7 29.7

VARIOUS INDUSTRIES'

1977 1979 1980

42

29.8 ©34.8-42.2

‘

(1) The F1gures shown are for compan1es hav1ng "$10 million
or. more of total dssets. FPor the. years 1972 and 1975, the
f1gures are based on a larger sample which .includes - all
companies with $10 million and more in assets plus a

sample of smallerindustries..

(2) The manufacturing, mining and other non-financial
sectors exclude the petroleum component of these

'1ndustr1es

-~ Source: PMA Canadlan Petnoleum Industry 1980
Monltorlng Sunvey Table 1.4 p '

!

10.



This,‘demonstrates that - the petroleumi industry was the
strongest sector of the economy during thel1§70s Indeed,
\prof1ts were 'so h1gh that the federa] government began to be -
‘concerned about both the net outflow of cap1ta1 from Canada‘

between 1975 and 1979 in the form of dividend and 1nterestv

payments or 's1mply profit-takingb wel] as w1th the _gf“

poss1b111ty that the oil and gas companies were uslng these7’
huge proftts to buy ~1nto “other sectors of. the economy,
thereby further, 1ncreas1ng foreign ownersh1p and contro] of
the Canad1an economy 5{ Indeedl thts_development was to
become ohe ofithe ma jor faCtors 'jhtiuencjné,gboiicy ”makers;~
designing the NEP. | 1' | o 'A.
i. The Inadequaqy‘ of Traditional tnstitUtionai' Means'”of
Control-- The Nationa]_Energy Board | .

Notwithstanding these high profits ‘the oil - and gas'""

'Sector is one. Of the most h1gh1y regu]ated 1ndustr1es nlbth

Canada Th1s is ev1dent ih a number of areas For 1nstance
sincé March 1973 the export of 011 (other than that 1nvolved[
in oil exchange agreements w1th the U.S.. whereby Canadaa'
equivatent’amount from“theyeastern u.s.) has been regu]ated
Furthermore,ﬂwtsihce.QSeptember f1973 .when ~,the pr1ce of-f

domestic oil wasvfrozen and:an= export tax wasi p]aced on .

exports heavy' ol 'tO“’the',weStern"U'S" and ‘1mports anf.ﬁ"

crude oil, the Federa] government has set the domest1c prtcea o

of 0il, and the size of .the “expor t .tax. But Iong before

. these measures were 1mplemented the NEB was establ1shed in

___________________

1 see EMR, National Energy Program (1980)1 p. 17&19.;-
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1959 to licence (subject to cabinet approval) all exports of

- “"natural gas and electricity. However, the effectiveness of

thts latter instrument, at least unt1l the formation oF

Petro-Canada with its ability to conduct - independent

“evaluations of oil and gas reserves, has been for the mos t

part suspect. Approva] of - exports by the NEB 15 dependent on

!

the board's determtntng an appropr1ate excess of supply over

est1mated Canad1an requ1rements However, until

1976, the

board depended almost entirely for its estimates of oil and

.gas reserves on forecasts made by the prtVate‘aoil

and gas

companies.'And the accunacy of theirlrepohts tn#fhe past has

: proved remarkably sUspect" One needs on]y 'to'

refer to

1ndustry based daﬂ1m1sttc reports contawned in the federal

‘\

Xt

Canada to see t*

Y
o ”,15 document stated that

\ gover‘rﬁnent s 19 3 ’ﬂ‘ergy document An Ener‘gy Pollcy for

) ; Canada - has’ more than enough_ ‘energy . resources.
available to cover her own use at least until: the
year 2050 and there is a chance that -there may be
substantial amounts . of oil and gas surplus’ to

~# + 'domestic demand. 62

_F‘Yettntnj t" '”October 1974 report the NEB aga1n relytng on -

est1mates supplied by pr1vate 011 and gas Compan1es, stated

that Canadtan petroleym resounces;.were-A1 .much shdrter

; ‘supply than hadcbeen‘preQiousty thoughti and that: Canada

actually faced shortages in oi11 in the not too distant.

future.s3 The report estimated that hCanada; WOuld

—

s2 EMR An Energy Poltcy for Canada Volume 1‘(1973)3

~need to

p. 103

63 see J. Laxer Canada’ s Enengy CFISIS (1st edition) Lorimer

~and Co. 1975 p.- 144 -
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import 1 mﬁl]ion b/d of crude oil by 198264
 What can _one make of these widely fluctuating
esttmates?fijthough it is no doubt very diffibu]t accurately“~

to pnedict reserve Tevels, it had become qu1te obv1bus by

1874 that state regu]at1on of the 1ndustry through the NEBr .

was far from adequate Indeed as will be seen below one of ?
the major Just1f1cat1ons for estab11sh1ng Petro Canada “was’
so that the government could conduct 1ndependent assessmente
not only of Canadafsloi1vand gasfreserves, but alsn so 7that~-
the . government could mohe aocurately assess operating costsi
ofAthevprivate companies,‘therebx enablirz t Tevy rore
apﬁhopriate tax rates. ' '- »

ii. The 1976-77 Frontier Land Regulations ‘
” Another (potentfa11y)" more 1mpor ant  rmethod of',
regu]at1ng the 1ndustry operating on federa] Ilznds has  been
through the front1eh_1anduregulat1ons that were proposed in-.
the‘mid-]970s. In 1970 the government had suspendedythe 19S1w -
frontier oil and gas recgulations as they were not Succée'c’ﬁng‘~
in encouragﬁng adequate exploration on the frontier . “The
period between 1951 and 1966 saw industry explohation
expenditures north of the 60thi"para11e] reach-?a “mere
$162. imillion.s5 Between 1963 and 1969 exploration
- expenditures still reached only (é218.6mi1]jon,55 while in

: - i .

3
PR

o
i
A

64 IBID p. 145 :
65 01 lweek, November 1, 1871, p. 29 -
86 0ilweek, November 2, 1970, p, 38 = &

& LYEL
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. western Canadajthey amounted to $1 186 3mitlion®7 - between
1963 and 1969. Furthermore, by 1969 ‘only 9 wells had been
fhdrilled onthe tront1er.6ﬂ;CJear1y;the government wanted to‘
reverse this trend And as the rea]ity of the t1ghtness off
uor1d_ supplies became fully realized in 1973~ 74 (along w1th
the four-fold price rise of 1nternat1ona1 01]). frontier
e;ploration became 1ncreasing1y attractive to the Federal
gv]oy‘ernme'nt‘..69 ) : ; | ' -

The first- important deve]opment invo]ving.fédeha] 1ahd'
regulations‘\was the suspension, on Apri} 15, 1970, of the
1961 Canada 0l -and Gas Land .Regulations. Under these’

_regu1ations work requirements ‘had been extraord1nar1]y lax,
©with, annua]'*]ease rentals cost1ng ‘a  mere $1/acre and.
royalty payments cons1st1ng of a 1ow 5% of product1on income
for the first 3-5 years of product1on and 10%31n subsequent
years. Exp]oration bermits were issued at no cost and for
Tlengthy perjods, allowing the honer to eXptore , the
des ignated area for 9—12 years These permits also gave the
ho]der the exclusive right to darill expToratory wei]s in the
des1gnated area. Leases were.1ssued_for even Ionger periods,

! rangjng up to 21 years;wtth-provisions'for renewal. If oil,
.‘fwas toUnd, bermitj holders were"attowed to .retain that
por tion of acreage normatly surrendered to-the crowntfor an .
ujadditionaT royajty-paymeht varying‘from 5%-40%, depending oqt

67 Otlweek, April 20, 1970, p. 47

68 0ilweeK, January 19 1976 p.3.

68 It should be added that the major discovery at Prudhoe
Bay in Alaska in -1968 a]so provided 'a significant spur to
exp]orat1on on the Canad1an frontier. .
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the rate of productionu79 .Clearly, at. this stage-pthe’

government was ecting ZaS' a ‘ passive regulator and rent

collector, p]actng' 1ittle’ipressure on the industry'>tov

increase explorat1on on the frontier. But it must be‘Kept'in.

mind that the 1960s was_ a- decade of energy abundanee which

~

_47 .

prov1ded 11tt1e incentive to the ﬁndustry to search out\ and '

d1scover the extent- of ‘reserves. to be foundion remote and
indccesstb]e federa] Tands. However, this att1tude was ~to

change drastioelTy with the 1973 energy crisis. ‘The flrst

f

official 1nd1cat1on of the government s recogn1t1on of the.\

increasing _1mportance of frontier supplies. .canie in Pr.ime

"Minister Trudeau’ s 6ecember 1973 policy statement:
. Canada must move and moye- immediately to deve]op its:
frontier. and nonconventional sources of supply so as

to be able to reach a srtuat1on'that will permit’
self- suff1c1ency 7 ;

\

With this oonoern 'came renewed efforts to establlsh
effect1ve regu]at1ons govern1ng the frontier. A]though the
earlier . proposed land regu]at1ons never became law (unt11
8111 C-48 wh1ch has passed the th1rd read1ng stage and w111

become 1aw .in 1982), they do réf]ect a more determ1ned

.effort by the federal government to increase exp]orat1on on';

the front1er. However, as w111 be seen be low, government

s . !’

_ determtnation was not to prove strong enough to w1thstand

the 1ntense 1obby1ng of the petroleum 1ndustry

Ay - h

70 Q1lweeK March 8, 1971 p. 14 -~
71 PLE. Trudeau House of Commohs Debates 7th Session, 29th
Parliament, December 6, 1973; p- 8479 ‘

~

\
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'7braft 1eg1s]at1on for the new frontier land regulat1ons'
© was f]PSt tabled n. the HOU;e of Commons on May 19, 1976
,These> regulat1ons prov1ded fbr' . more Stringeht work
'requ1rements 'through h1gher ']ease.frenta]s (frem $1 to
- $2“50/acre/year for a “prov1sionat.;]easel- dedending 'Qn“‘
loeationhr shorten permita and production leases, ;\greaten'
discnetionary power fon; the M1n1ster of Energy,‘M1nes and
:-Reeources’(fon example, the power to order . the dr111?ng —of " -
Qttdcat' welle‘ ~ and' the creation of ‘a new petroleuhstax,’

pon
’Known as: th& P'

_ugress1ve Incrementa] Royalty (PIR) wtthﬁ a .
fthree year ho]1day from ‘the PIR granted for d1scover1es made j
before June 30, 1980 fn add1t1on tQ’ the; PIR on field

‘ pﬁbfite, a new bas1c 10% royalty on a]] product1on prof1t3jr

was announced. prever- the PIR d1d ' 'come 1nto effectsf ;‘

’

unti] after the~ bas1c roya]ty, all current costs,~a

,cdsts and 1ncome taxes were deducted and the operator’ had"

lﬂtalxdf:

‘made’ ca~ prof1t-.of 25% on 1ts development investment,-this.jfvt‘

belng ca]cu]ated on a field by f1eld basis.

The ,regu]at1ons also required the ear11er re]ease of\
seismtc data and other —chfldent1at~ data, gave - special
. adyantages to the state' oj] combany, Petfo-Canada, and
{required a minimum 25% CanadianA ownership ”on' prpduc1b]e
property}_ The special\ advantages granted to the state 011
coﬁpany involved giving 1t,the,optaon to take up to a 25%
.intenest in any permit granted a special renewal, and in<any
provisiona]_]ease issued during tné explotation stage of the

. permit, /without paying past"exptoration‘\expenses.\,The‘



objeotiVe"of- these _“strtotér"'.reQUIattons ‘was to déuble

frontler exp]ora11on over the next three years. -
Desp1tez\th fact- that the proposed changes d]d notn.

fundamenta]ly a]ter the extst1ng ownersh1p patterns on‘ the‘1

front1er,':12 the 011 1ndustry responded for_the most part

v wtth"intense host1l1ty and 1obby1ng of the"-federath;

‘goyernment to change the regu]at1ons (Which,they'did), Onee
"exptanatjon for then1nddstry s reactlon"ties_ inj the; Faota!
that:onty onefthird'ot.the:frontier‘permits hetdiat:the-time"
that the "draft legislation. was reteased::sattsfied;.thef
Canad1an ownersh1p requ1rements ‘ ‘ ‘ v |

A]though obJect1on ‘was. not made to all aspects of> the.

‘ﬁproposed : 1eg1s]at1on concern_ was ‘expressed 'overlsthei\
iadvantagesv granted, to 'Petrofcanadat the ttncreased_

ministerial discretion, the PIR, and.the required minimum
'Canadian'particﬁpation reouirementsuhln’particularj it -was
the'v major oil - oompanies _'especiatty‘_thoset‘w{th‘”]arge

ho]d1ngs on the front1er that were the most concerned.” A

R
L

spoKesman for Imper1a1 0il c]a1med that s J' - |
. , \

The comb]hatqon of - prov1s1ons for government 'eqdﬁty

. participation "~ and:- the - progressive . incremental

) fﬁ»royalty will dampen- incentive ‘to explore for ,th

. high-risk, high-prize prospects wh1ch could; benef1t
Canada SO great]y 73 ) . Co

. 2

A
Bt

And L.:.Lebe1, cha1rman lof.'lthe- Canad1an Pétroléum

xAssociationu'(CPA); had th1s to say in response to the newx

72 gee Michael Cromme11n '"011 and Gas R1ghts on Canada
Lands 'Plus ca obange plus ’"; .in"Northern Perspect1ves
Vo] 5 No.4 1977 .

3.Financial. Post'June 5, 1976 P 33\g
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>regu1ations
Being told by the government what to ‘do- is not
consistent with the pr1nc1p1es of free enterpr1se
because government - policy may not co1nc1de w1th
\corporate obJect1ves 74,‘ o S
However ‘even petroleum cap1ta1 1S'not one hombgeneous'\
and mono]lth1c entlty w1th 1dent1cal 1nterests and ‘demands .
-Th1s is is 1llustrated by the fact that the - 1ndependent 0i 1
-compan1es d1d not obJect to the land regu]at1ons nearly as -
strenuousty as. did’ the' maJors. Independent PetroJeum~
Assoc1at1on"of Canada (IPAC) President Robert F. Ruben in
fact_seemed;duite pleased: with"the 'regu]ations;,.stating

that;

]
)

"Weicould not expéct more.... In essence the PIR'goeS>‘
-a long way towards the mod1f1cat1ons of the original
‘proposals suggested - by’ IPAC. The‘ overa]] Ffiscal

_aspect is favorable.’* E SRR -
However, tntense“'industry, Ftobbying did:rleadAVto‘ thet
”aiteratton of the regulat1ons,"The most"notabletlchanges‘
(first announced(,in, dune 1977) 1nvo]ved “the relaxat1on of
"‘the Canad1an content requ1rements and the extens1on of ithe
PIR ho]1day period. But other than = that the altered.
regu]at1ons bas1cal1y reflected those proposed in. May 1976
j';Jhe basjo 10% roya]ty on oil and gas product1on income, as‘\
well as the_PIR“were reta1ned The only change to 'the, PIR™
was "that\ the holiday per1od was extended to cover_y”
- discoveries made;before Dctober, 34; 1982 " As pefore: »the
.PiR was in essence,a stiding—proﬁits\tax‘and wasica1colated
74 Globe and Mail, Jone‘]1,‘1g76,p. B5 . v_ t
5 The F1nanc1a1 Post,ndune_S;'1976J p: 33< .
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©oonly i after' expenses for exptoration'~ deve&opment, -and

'{product1on 1ncome tax and the bas1c roya]ty were paid, and
after . a 25% floor- irate of return had been made . In‘
”:addittoni any . company wh1ch made a- s1gn1f1cant d1scovery was

Arequ1red to report it 1mmed1ately to the federa] governmentt

If declared a srgn1f1cant d1scovery by the M1n1ster it “was o

{

requ1red that not1f1cat1on of th1s be sent "to each holder
of .an 1nterest in lands:to wh1ch the declaratﬂon relates."76
Th1s not1f1cat1on 1nc]uded Petro‘Canada o
' For- the most part the spec1al advantages granted to:

Petro Canada were .peta1ned; thr instance, Petfe-Canada
rmetained the right Fof»bne-yeaﬁ tbeéinnind'Angst 3, 1977)
4 to"setect 'for itselfhavma21mﬁm of 25%:ot—thefland Known as
,'Eesehwe' 1and on’ that date 77 and for a peFTOd of 7 years,
,'7to have the r1ght to select up to 25% of the 1ands__wh1ch\
I”‘reverted to the Crown after August 3, 1977 _ |
h There was some relax1ng of the Canadian ‘harticipationu
- requ1rements o Under  the altered 'regulations, when‘
app]gcat1on was made for a spectal renewal permit‘.or a
prdvistnal lease on\the Canada Lands and when the Canad1ani‘
,part1c1pat1on rate of the app11cant was between 25% and 35%,
a - 10% 1nterest was granted to Petro Canada. If the Canadian
"‘part1c1pat1on rate was below .25% VAf 10%, Lnterest plus an"
. 5 .

1add1t1ona1 1nterest of . 1% fbh each 1% that the Canadlan

part1c1pat1on ‘rate falls below 25% (not exceed1ng 157?

T Bl C- 20 30th “Par Wtu\3rd'5essibn] 1977—78,UQ.;32
77 1BID p. 49 © broSre zesstom. B RS
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granted to Petro Canada As before no payment was 'requtredi p
.of Petro Canada for past exp]oratwon expenses
As w1th the 1976 regu]atlons‘; 1ndustry response -Wae
~agatn rather host1]e towards the a]tered Teglslatton (B111:'
n.C-20) theﬂ maJor obJeottons_»aga1n .be]ng Petro-@anada"s
B spe¢1a] | ,pr1v11eges {aha'/ the“,Canadian—' part1c1pat1on‘
’ requ1rements However desp1te 1ndustry obJecttons ‘to the'

o Contrary, fit. wou]d appear that requ1rements were st111 not:

‘_effect1ve enough This is ev1dent xjn'ﬂthe fo]low1ng table a

[

(Tab]e 5/3)- wh1ch shows that dr1111ng on the front1er*

cont1nued to deo11ne throughout most of the 1970s

;o ' i
/ LA N ¢



CTABLE 3

“.DRILLING  PATTERNS -IN ALBERTA AND ON FEDERAL TERRITORY

1973- 1978

s

# wells drilled

Year Albérta Federal

Areas
1973 1,659 - 117
1974 1,369~ ~. 76
1975 " 1,373 . ' 43
© 1976 . 2,026 24
1977+ 2,319 » 20
1978 2,384 17

1~
L,

‘Explorationh and land

expenditures

($m)

Alberta . Federal
fAreas«

3644 341.9
416.2 370.9
‘456 .0 348.5
657 .5 351. 2
1,298.0 380.2
1,735.3 457 .1

*Year in which the federal ‘government introduced the
" special frontier drilling incentive,known'as ‘

super-depletion.
‘ ' ) |

20.)

/e

1

-

Source: CPA (cited in Globe and Mail Ociober 15, 1979 p.
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~Despite these attempts to—impose' strtcter regulations for

the‘fhontier ~the 1976 draft legtslation and its subsequent
amendments . fa11ed to pass first reading. What prevented the
new regulat1ons from becom1ng law? The most obvious reason
lies'»tn' the " intense industry . lobby1ng against these
regutationsl “But -beyond vthis -lies a more ‘#undamental
-explanation{A which ‘ahgues " that no matter how »hard‘i a.
government attempts to hedirect exploration thtoUghgindirect
me thods ti;e. work requtrements, taxltncentives, etc.) all
will tailyif the u]timate incentive :the aetual extstence‘of
oi'lrin 51gn1f1cant quant1t1es fa11s to be demonstrated In
1876+ 77 there had been no s1gn1f1cant 011 d1scover1es .on the
Canadaian ' front1er |
iii. The Fiscaﬂ Systemf /

A]though not.very effect1ve in meetlng theﬂr obJect1ve \
the federal oili and gas regu]at1ons were one me t hod of
attempt1ng to” cdntro] ‘the petroleum industry. LK much -more
gs1gn1f1cant '1ndeed the most 1mportant formuof begulation
\ whiich: the state has- employed in an attempt to oontroT the
'pr1vate petro]eum. Lndustry has been through' the fisga]~
‘SYstem L z'i | ’ Lo . !

Although ‘this system has changed throughout the 1970s
(and most dramat1ca1]y w1tp the NEP) the ma jor e]ements of’
it (for | most f} the 1970s) were as follows: as w1th all
5cohbohat1ons, the petroleum industry was taxed at a standard
'rate ‘of 36%. However, there were< a- number of 1mportant

78 Both H1bern1a ‘and Kopanoar were. dlscovered in 1979



déduciibnéi which could be made from gross’ income, thereby,
in effect; ;significantly heducing ~the, actual- rate of
‘ eprporate taxation. Beginnjng ~in May 't97h automatic
depletion‘ (equat ‘te one;third of taxable inéome)‘ was
replaced by earned deplet1on ‘whereby -companies would have
“to earn the r1ght to deduct up .to (pnefquartért of their
product1on prof1ts by cont1nu1ng to explore and,develon:"79
In additiqn, all'-Canadian\ exploration ‘expenses ,cOuld’ be
written- off in’ the year incurred at a rate of 100% "and
development expenses (after‘November 1974)’at a rate of 30%.
Etfectﬁve : January - - 1976 a Resource Allowance was

introduced which was(the equ1va1ent of a tax deduction of
25% of gross r1ncome. This measure was intended to replace
the provincial royalty. deductibility which had been
‘discentinued‘ 55 oflMay 1974, and it alone had the effecthof
‘reducing the corpofate rate of federal tax on  resource
fncome to 27%. F1na]1y, an_important frontietiallewance was
that of 'super deplet1on , which was introduced jn 1977 and
expired on March .31, 1980 This provision allowed for the ’
‘deduction of twojth1rde of the cost gf “exploration wells -
drilved on the- frpnt}er' for that port%on of the expense
exCeeding 35 MW14ion and it could be- app11ed without 1limit
against 1ncome from any source. 80 ]

. What has been the effect of- th1s fiscal system? F1rst

(1t has encouraged the re investment of prof1ts through the

__________________

79 .EMR An Enecgy Strategy for Canada (1976) p. T56 i
,-80 EMR "Taxation and Revenue Sharing" November 1979 p. 4-5-
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generous deductions allowed/foe ekploration and development
‘expenses and earned depletion. However on four counts toe
results of’these measures have oeen unsatisfactory. First
the federal dovernment has been greaf]y disapoointed withA
the declining rate of exploration on the frontier during tQﬁ
1870s, - deSpite ‘suoefﬁ depletion. A- second cause for

dissatisfaction has emerged due to. the federal government's

\

growing concern to " increase its share of the revepue from
the oil amd gas sector As of 1979 this share stood at on]y
8 8%.81" THe NEP documents th1s dlssat1sfact1on on the part‘
of the federa] government B .

’The investment 1ncent1ves in the federal tax system
have significantly reduced the ‘effective rate of.
taxation for ‘'most firms, and thus have reduced -the
federal government’s, share of  resource revenues.
Despite a nomindl federal tav rate. of 36%, the
effective rate rate since 1974 een, .about | 10%,
. less than one-third of the nom- ate.82 '

Third,” the generous nature of past tax 1ncent1ves (hﬁfore ‘

3,; s

-,the NEP) has prov1ded the 1arger f1rms in the 1ndustry%*w1th

all’  the - funds  they  required to «expamd' from

internaiTy-generated cash x?]ow ~This has been  deemed
umdesirab]e as it fq]]ows forelgn owned Firme to ekpand
without having recourse to Canadian capital markets. -

There is thus little financial pressure on-the
industry as a whole to involve new " Canadian
participation. As the industry’s revenues increase,

it oould expand into other sectors of - the economy 83

This concern with the fore]gn owned energy firms buy1ng,1nfo

81 Maclean’s Octaober f1, 1880, p. 32 .f o )
82 EMR NEP (1980) p. 12 ' ‘ B -
83 IBID, p. 19 o o
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other sectors of the. economy  and thereby “increasing the
degree of already—higp fore1gn ownersh1p of the Canadlan
economy as a whole, is a major concern of the federal
government and one that will be dealt w1th more thoroughly
in the chapters analyz1ng the. NEP. . The final concern
expressed by the federal government is one related to the
fiscal measures which have favoured the. established
compénies and by doing? so' have .ihcreased the level of
copcentration within the indUstryu This ls clearly expressedv
in the NEP's assessment of the pdst fiscal tax measures'
"Reinforcing the impact of buoyent cashlflow the system of
tax incentives 1nadvertently fostered concentrat1on in the'
industry épd, with it, foreign control. 84 As will be seen
below,t the expanded role designed for’Petro-Canada»and the -
lncentive schedule (which discriminates in tavour> of
Canadian owned and controlled companies) outlined in the'NEP/
attempts to reduce the level of foreign copcentration ln the
oil and gas sector.

Thus far in examinlng the‘strategies wh1ch hdqet been; '

pursded by the federal government:_in regulat1ng the,ff -

petroleum industry, the state has been portrayed as a. Patherﬁ

[

pass1ve entity. ‘However, with the fonmat1on of a- state o1l"‘

company, “its role ‘'was to change fundamentally

Petro Canada v

o
It. is no exaggeration to state,%ﬂthat \tHe; most

siénitioant development in the state s method of regulat1on

54 IBIDp'19 ' ’




58

of the petroleum’_industry which occurred in‘the 1970s was

the establishhent‘ot;a state oil company-- Petro~Canada. - As
is ev1dent from the ' above, prior to 1976'thé state had
| undertakenv almost no direct involvement in the energy
se;tor, In 'fact, ‘in.1973 less than 1% of petroleum*assets
were owned by the state. What were the factors that led the
‘state to assume the role of a direct‘participant in the
~industry? Furthermore th has the existence of a state o0il
‘company affected h t’accumulation ‘process and has this
- fundamentally altered the prevailing capitalist relations of
production? Answers to these last two questions will be
,postpened until analysis of the NEP has been under taken, as
the - NEP ‘provides for such a s1gn1f1cant expansion of
fPetrorCanada that a more accurate hypothes1s can  be

postulated at that time.

Although the idea of a state oil company was - first

mentioned. as early as 1970, it was soon dropped due to
Cabinet division over the idea, and oppesition, trpm other
departments Werried:'qbégt how the existence ot a state ot}
“company would affect their own inf]uencetwith the Cabinet in
energy—re]ated, matters. ~“Senator daCKfAuettq; former deputy
Minister of Energy Mines' and Resourceé . has claimed, for

1nstance, that "S1m;"Re1sman (deputy m1n1ster of finance)

resisted. The harassment was just unbelievable. [ was

b
P



'"L;off1c1a11y creat1ng Petro Canadan.was‘ nob acf/a11y passed

oo

infringing on’ h1s terr1tory e85 In add1t1on Aust1n c1a1med

that the NEB ;vthen 'the Cab1net s pr1mary energy po]1oy
adv1sor was also opposed to 1t 86 Another factor m1t1gat1ng
aga1nst the- format1on ‘of a state oil company attth1s t1me‘:

. was. the. fact that the urgency for such a company was 51mp1y
not present In 1970 o1 was- st111 - cheap (although the pr1ce RN
was beg1nn1no to rise on 1nternat1ona1 markets) and~ suppﬁy

. was Judged plent1ful"in Canada Furthermore,. there was
]1tt]e fear: ‘over security' of supp1y= a]though 1967

-

' ”Arab~lsrael1~ war was notflongtover Hence it was not. unt11

Jlate. 1n 1973 that Pr1me Minister Trudeau, announced the-
~~lgovernment S 1ntent1on~to form a, nat1ona1 petroleum company

| On ‘the surface the government s dec1s1on appears to be

h an_ attempt to appease NDP demands 'to._estab11sh\such a
company ATthough the vu]nerable pos1t1on’vof‘ the leeral
government in 1973 due to 1ts m1noratynpos1t1on (With the :
NDP ho]d1ng the. balance of power) . mdst oerta1n1y d1d»
A1nfluence the t1m1ng ‘of the government S. announcement of itls

1ntentlon to fornt af‘state> oﬁl companyy' in{A1tse1f this

;explanat1on m1s grossly 1nadequate ’J}he 1EQTslat1Qn

a2

'nv pe m

e Y
"unt1t. quﬂy~ 1975~ w1th the company bepom1ng operat1ve elg!
“January 1, 1976. By thig time the L]berals, _thanks to their

s

:“majprity:‘win tn. 1974 :no longer’ needed to listen to, much

']ess heed NDP dein~ nds Wuthout doubtr Petro-Canada 1is the

8?-El\ameDewar "0.PetrosCanada We See”Thee Rise"vCity Woman
Summer 1981 - - O i 3
8¢ IBIDp. 18 oo e LN PR o>
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product of a Liberal government.,
Why, .then, was such a sudden departure from past policy
adopted? For it is clear from the Petro-Canada Act (BiTl

i

‘C-8) that .by“'granting the(i}ate'o1l company such a broad

ikmandate—- to explore the ;5r part1c1pate in research

and development ,and stat§ jo state energy purchases, and -

eventual]y to establ1sh ref1ner1es and gas. stations, etc.--

that Ottawa ser1ous]y 1ntended to become a major player in

1

the petroleumandustry.', |

There are a number: of reasons which explain the
formation of Petro;Canada. However , pefone’ examining them,
ff is first necessary to emphasj;e tnat Petro-Canada was
never intended to- displace private capital, but On1j( to
*.supplement"'it. ~Th{s js apparent from a number of off%cia]
government sources. In referring~to the role of the pnoposed

national petroleum company; Prime Minister Trudeau in' 1973
stated that, B
It is not, noweverf {ntended\in anyway to displace
the pr1vate /sector.... Nor 1is it intended to
‘discourage investment by foreign companies which
will cont1nue to be .welcome.?7 : ©

The 1976 energy document An  Energy 'Strategy For Canada,

states that ﬁ. "~

i

Petro-Canada is- not expected to replace private
corporations engaged .in the search for Canadian oil
- and gas reserves. Rather it is intended to act as a
cata]yst and to supplement private sector act1v1ty |
~1n Canada s frontier  areas. 8s

B

-87 House of Commons Debates December 6, 1973 7th Session
29th Parliament p. 8423
88 EMR An Energy Strategy For Canada (1976) ps 27
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- This assurance . that- PetroﬁCanada _was present“only to
supplement &nd not e11m1nate private capital: Was also
: - R VV\ !

expressed by ' ‘the first Chairman- and President of

Petro-Canada Maurice‘ Stroﬁﬁ. who eﬁphasized that ,. "our

presence reiieves the pressure for the nationalization of .

the whole 1ndustry "se - )

¢ '-Returninng to ; gn explanation 'of, Petro-Canada’s -

formation, it 1s‘readiﬁy apparent that there are a number of

factors wh1ch exp]a1n 1ts creattoh Foremost among these s
g »

the fact that.l with fthef sudden quadrupling of the

iAternational pptcehof oit'tn 1973-74, and with oil imports

P

exceed1ng ‘exports' .by</ 1975 the Canadianﬂ_ economy ,

A

parttcular]y the weaK manufactur1ng sector . (much of> which
vﬂ was’ a]ready heavily. protected from the full force of foreign

t.compet1t1on). became,dﬁfect]y,yulnerable to the . impact of
the 'OPEC ;pﬁtceﬁincreaees ’Fetro-Canada‘was created in part

to encourage the exp]oratwon for and development of, domestic

j_. supp]tes,' parttcular]y on"ghe frontler where private

Y

h:1ndustry s eXplorattdh efforts had been decl1n1ng so as to

ensure B that/: centra] Cagad1an cap1ta1 (and consuﬁens)
- . &‘/{L“ML N , ' .
ma1nta1ned a re]1ab1e supply of such a ’‘crucial S commodity.
Larry Pratt wr1tes that o . o . o |

+
.

the dec1s1on1to create a state oi¢~,companyr can be
- seen . as a. step to protect the interests of
0il-depenhdent manufacturers and other industries .

14

\ ' N 4
__________________

8s G]obe and Mai 1 danuary 21, 1876 p. B7«and'0t1week,
“danuary 26, 1976 P 7 S e

. . 1 N -
f . . )

| o : _— !

°
— "
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concerned over the security of their fuel
supplies.®? )

" The goveﬁnment’s concern with the' low level- of ?ronfier
exploration  was expressed by Energy  Min1§t§r 'Doha[d
Macdonald 1nva speech in the Houséyof Commons in ~November
1974, L : | '

if there. should be any - substantial drop in
exploration, partdicularly in .the- more productive
areas of Canada-- and I am talking about the north
rand the offshore-- this would be a matter” of grave
~ concern. 9 : ’ ’

!

But the cost of frqntiér“exb1oration was extremely‘high, and
" with Alberta’s conventional of fielgst of ferring ;ghe
>prospéct of 'easiér_ and quicker profits} pffv;fg capital’s
" investment, not éurprisingly, was focused 1in declining
proportions on thebfrontier. Thus Petrp-Canada was formed ;é
fill a vita] need-- to provide scarce capital to Heavily‘
~capital-intensive ventures such as frontier exploration
projects, as weT]‘as thg tar sands‘ prpﬁégfs; (Petro-Cahada
took over the govehnﬁent’s 159 iﬁferest in the Syncrude
Pfoject.) Both types of projecgs were_ones which were high‘
risk, eXpehsivev and thus in need of secure and Feliab]e
invéétors. By providing. scarce and .ﬁeqessafy‘ venture
capital,  the state Voilicompény was fiHling a vgid~left by
‘private capital. R.- Duvall and J. FreemanA  write_ ip,.
explaining this type of state action that,

-80 Larry Pratt, "Petro-Canada" jn A. Tupper and G.B. Doern
Public Corporations and Public Policy-in Canada The
Institute for Researéh’on Publjic Policy Montreal 1981.

! House of Commons’Debrates; 1st Session, 30th.Parliament,
1974, p. 1342 ’ T ’
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" Agencies of  a, cap}tal1st state’ take on direct
, respon51b111ty for. the product1onm of . goods - and
‘ serv1ces,' in large part, because 'it-is believed the
-~ private sector is unwilling or .unable to do 'so, or
. because in doing-so the pr1vate sector is generat1ng‘
- some h1ghly undes1red patterns ‘of’ development .82

h“Closely re}ated to Petro Canada ES funct1on as a suppl1er of

much needed cap1ta1 in, h1ghrr1sk ventures ts',the role

~

Petro-Canada has taken .1” Jo1nt ventures w1th many of the
- major'oil~companies To date, Petro Canada has* (to c1té only .
two ’etamplee) been. involyed in Jo1nt ventures with: Gulf—\
Imperia]rOit and-PanarctiC'Ot]s 1n‘i~ . H1gh Qrct1o fwith

_Gulf and Imper1a1 approach1ng Petro Canada) , and: Chevron'\
to .the south of. Sab]e Is]and Indeed, v1rtua1]y a]t of the .

- money which Petro-Canada- spends on eXp]orat1on and;i-

‘development is. done through ° joint ventures. As well,

' although the petroleum industry. by #no means ‘Welcomed

_Petro-Canada"wtth open-arms tn/1976r There is some”eutdenoe,
that not all’of th'a industry regarded it with the hostility”
as is common 1y believed,p For dnstanoe,‘ many of' the '
-ériticisms of'Petro-Canada have'oentred arouhd the speC1aIA
advantages that have been g1ven to the state 011 company in
the front1er 0il and gas land regulat1ons that were proposed
in 1976 77. Indeed, -1t is l1ke1y that muoh of- the 1ndustry,

at least pr1vatety, wetcomed Petro- Canada not only as’ a new

’

-source of - cap1tal but a]so as a partner wh1ch cou]d wetl

reduce the r1sk of Jo1nt ventures' This is part1cu]ar]y true .

82 . Freeman and R: Duvall "The State: and Dependent
- Capitalism" in International Stud1es Quarter]y ‘March 1981
Vol. 25 No.t p. 112 - . - :
v %3 Globe and Mail August 5 1976 p. B1

. p Y -

-~ N -
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for high-risklfrontier ventures and the “oil sands 'plants

‘ where the - capitalw.costs‘ are very 'Htgh, Only ah few

(pnedominately foreign—pwned) firms arefab]e “to raise :the
necessary funds for'projects such as these'-thé rest'oetngr
* forced to raise the cap1ta] on 1nternat1onal noney markéts.
where “interést on such h1gh risK 1oans ist very high
Operatwng in a joint venture with a state Qil company"’ cou]d

not -only reduce the amount of cap1ta1 needed to be supp]ted

by the pr1vate\f1rm (thereby a]low1ng 1t to raise more of it

1]

~xnterna11y) but 1f it d1d need to borrow on a pr1vate money

market, the presence of 'a ;low «risk ;state~ partner m1ghf.

‘reduce"the' risk -.im the eyes’ of the Tender and therefore

lower the rate of 1nterest charged on the borrqwed funds In‘

< 5

:;reference to“ th1s, (bUt n_-another context, Petter Nore

- ‘.
- . Ju )

\

specu1ates that,
5 the. mere presence of the government in-an
operat1ng committee means that-funds dan be borrowed
son 7 the money market at a discount; then the
advantage to'private industry of such an agreeinent
becomes even c]earer 94 - ~

.It has also been the obJect1ve of 'the government ,

through the FQrmat1on of Petro- Canada (and the new‘ frontier,

poit and gas regulat1ons which dtscr1m1nated in favour df thev

~N

181 - . ; ' - e “

LS

state 0il company) to 1ncrease Canad1an part1c1pat1on in

the oil and gas sector. This was expressed in the 1973 and
Iy ~N ., ). -

1976 epergy docunments, as wgll as.in the following excerpt

______________ '—_'-[..

ek Petter Nore "The Internatiopal 011 Industry and Natnona]

Economy Ievefopment' The Case of Norway in S. Eigcidtto and
J. Faundez Natronal:zatlons, m Tmrd WorJd Countrles 1979 p.

\ . — o

) -
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from EMR’s 1977-78 Annual Report which refers to 'the _new
f%onpier‘ land regu]ations’ which. had come inté,effect in )

August 1977 ./
A .crucial ‘aspect of energy poli¢y is to maximize
o Canadian content and. participation. in ‘exploration
. -and development. Petro-Canada, Canada’s national-oil
it ~4 company, _has ‘been given a first option- for
. exploration agreements in frontier and offshore oil
and gas areas -Over the. next seven ‘years. . In
addition, Canadian content in frontier oil and gas .
S0 exp]orat1on and :development will be strengthened by
Petro-Canada’s. option to acquire up to 25% working
interest on lands where no significant: discoveries
have been made 85 K .

However Canad1an part1c1pat1on ‘was” not to be 1ncreased

- )

éole]y‘ through PetroJCanada‘s _presence, but also through
Petro- Canada s part1c1pa¢1on in Jo1nt ventures with Canadian

f1rms Th1s is ev1dent in Aanneng Stnategy For Canada,

e ¥ .
1 - - ?

where it is stated that:

Explqrat1on for and deVe1opment f Canadian frontier
resources "will require capita on a scale not _: -
normally available to .most Canadian owned companies.
Petro-Canada can ptay .an important role in®
fac1T1tat1ng ,the*part1c1pat1on of such.companies in |,
the search for new (anadian o0il and..natural gas
supplies.” In the proces$ it will ‘increase the
overall level of exp]oration\ activity, increase
Canadian part1c1pat1on in: . .the ‘development of
Canadian resources and prov1de an ipvaluable source
of Knawledge and 1ns1ght into both the operation of .
the petroleéum industry *in Canada: andx the futUre
prospects for Canad1an oil 'and gas- reserveé 96 :
,Th1s of course, has nqt mater1allzed Only 1arge Canad1an‘“
X f1rms can afford to work . even. in conJunCt1on‘ with'
Petro-Canada, on the ' front1er Th1s statement a]so conta1ns
: ' Y
another indication of the governmentls ~rat1ona1e- beh1nd

95 EMR Annualﬁﬂeport 1977-78 p. 15 « . . .
96 EMR An Energy Strategy For Canada (1978) p. 27

13
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forming a state oil company-- to provide arr"W1ndow ont-the

industry.” The presence of a state 0i1 company would provide

- for.the first timé'gn indebendent,source of. information ;for

the government on oil and gas reserve estimates and on costs.

. /I

of production, thereby enabling it to better direct the rate .

of exploration and development™ (particularly on the

: frontier) and to levy'taxes on the industry Another reason

1

exp1a1n1ng the: dec1s1on to create a state oil company can bef

found in the governments fear that the MNOC’V cou]d (or

would) no. longer reliably" supp1y tmported"oil to’ Canada

Thls concern was expressed by Petro Canada s first cha1rman,

Maurice Strong, when he explained hat

it surely would be unwise to continue to rely solely-
on decisions made outside the country, over which we
have little control and may have 1little-. ipfluence -
when -.the pressures mount during future periods of

* short supply. 87 ) » .

) 2

This . fear was to be proven warranted as Exxon’s‘unilateral
announcement of a 25% reduct jon vin supp11es to ° al]_

subs1d1ar1es (1nc]ud1ng Imperial 011l ‘of Canada) in the m1dst

3

of the 1979 Iranian revolution graphically’ demoﬁStrated to.

the government” how powerless it was in the face of decisions

made by parent companies outside national‘ boundaries. Thus
"'Petrorcanada was also founded to give the: federal government
. . ! i

an alternative supplier: (direct1y under ® its control) . of

¢ e

imported oil. i ' -

»
'

\ 'Although underwriting:the risk of private oil capital,—

'

1ncreas1ng Canadian part1C1pat1on in the oil and gas sector.

____._,.h..._...____,.____

87 c1ted 1n M. Gordon op cit p. 89
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\'cfovidjhg‘«e "uihdcw on theAindustry“, and increasing the .
exb]oration for oil and‘ gasw'supﬁljes S50  as . to ’p;dyide:
centhai Carfadian indUstry with reliable'suppliee, are e]i
impcrtant reaeons explaining the decision to create a State\
oil cohpany, there is’cne additional factor wh1ch must be:
noted, that of burequcrétic politics. As was argued above,f
it is reductionist and overly simplistic to view the state’

as acting at the behest of any.'che fraction of capital. --

Indeed, by showing that the”etate at times is forced to work .
against the immediate intehests{ of certain fractione of
capital (through, for example, Keeping the domestic price of
0il well below wor 1d 1eve1§9_8 while it was clearly in the

interests of oil capital to have the price much higher):;it
S~

has been demoristrated that there is necessarily a certain

~

[ \ S 3 ' . . « ‘
amount of autonomy to state action. An examination of- the

rd

influence of bureaucratic’ politics on the creation of

S

. ’ ) s
Petro-Canada re1nf0rbes this ar ument
g

The events of 1973, bes1des forcing a sudden change ;ih .
/ R
.-Canadian energy policy, also served greatly’ to 1ncrease the~

impor tance of the oti‘and gas sector. Although unden1ab1y of‘u
great impcrtence prior to the cr1sxs'(1ndeed much of the «
western industrialized countries economic growth )in the
1950s and 19665 was phemised on the plentiful and'cheap

supply of oil and naturhi gas), the energy crisis further
®8 the average Canad1an price as a percentage of the world
price between 1974.and the first 9 months of 1980 was 60.6%"
This calculation was made from Table 4 in’ “Wendy Dobson’s
Canada’s Energy PQllcy Debate C.D. Howe Inst1tute 1981 P

42, .
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{

enhanced its value as 1t became pa1nfully obv1ous to- the

government just how dependent the economy was on oil.
. B i
Furthermore, the increasing - price ,Of Canadian® 611 was

“bringing enormous wealth to :the ma jor oil produciné

A

province, Alberta, thereby g%eatl& incﬁeaéing its economic

clout. The governmeni would have to, move immediately~if it

-

were to establish any sort of toe-hold of EOntro1 in  the

~

door to the industry. ‘In reaction,ﬁ,then, - the ‘federar

A

‘government took this'dpportunity'of’enengy érisis end public

mistrust of the mu1t1nat1ona1 0il compan1es to expand its

pa

influence in the oil and gas sector .

From within the bureaucracy the najor impetus to create
a)state oil company came *from EMR, namely its deputy
minjster "Jack Austin and 1ater' Wi'lbert Hopper and dJoel
Bell. The idea to create a. national ,eil company had been
debated within—"the bureaucracy for a nunber of years. In

1871 the government had ?com@fssfoned a study, headed by

consultant Wilbert Hopper bf’AID: Little, to examine state .-

oil policies .and compan1es “Cin other coUnthies 99
(Interest1ngly enough the recommendations were‘neutrél.)

L

Also in 1971, the deputy Mlmster of Energy, - Jack Austin,

was advocat1ng the‘ format1on of a national .petroTeum'f

N

compgnyi¥9§ Final]yf” the 1973 energy document3,An Energy
‘:f6ffcy;Foh Canada Phase 1, explored the pros and cons of a

state oil company, iA the end making no recommendations.

®9 see Elaine Dewar op. cit. p. 18
'00 see Elaine Dewar op. cit. p. 17-18

<«
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N 8

EachIofdthese studies or recommendations, merely by the fact
:that/ they were_;commissioned. demonstrates the growing
interest‘ within Ithe federal :horeaucracy in a state oil
company But mere bureaucratic pressure was not enough to"

'make. a, state 011 company a rea11ty In the end it took the

'_appnopriate economic (the urgency\created by the 1973 éﬁl_

' crtsis) and poIi&icaI (NDP demands that the minority Liberal
\ gerrnment at” the least establish a national petroleum
company, and mdre ,1mportantly, pub11c mjstrust of the
mult1nat1onal 011 compan1es) circumstances, tn combinatton
w1th the bureaucrattc preSsure (the ideas of Aust1n and
;Jater a converted W11bert Hopper and Joel Bell1o1) . to make

[

: Petro-Canada a rea11ty

" FEDERAL- PROVINCIAL RELATIONS AND ENERGY POLICY

A1though federa] prov1nc1a1 conf11ct has been endem1c
to the Canadian poI1t1ca1 scene»for decades, those d1sputes
1nvolv1ng oil ;and gas only ”hecame of a protracted and
serious nature beginning in 1973. The"‘foremOSt reason, ‘at_
least initially, for this conf]ict'lies in the 1973 deciSion
made thousands of miles away by an organization (bPEC) 'fheh“‘
little Known' to most Canadians, to quadruple abruptly ‘the
price of oiIfIAIthough the price had ‘been ‘rising in the
years. between 1970 and’1973: 1t was the comb]nat1on of the - -
four-fold price increase, along with an embargo of selected
western nattons (and the threat to embargo others) that

101 see Elaine Dewar op. cit. p. 18
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caught tHe entire western world off guard and sent most
éountries Scurrying desperately for make-shift enngy
policies. Canada was not exempt from these developﬁenfs, and
was forcéd into some crucial policy changes which had an
important impact on federal provincial relations.

'In the initial stages of the crisis Canadian and wor ld
attention was focused on supply. However, it was not long

before concern turned to that. of price, as hundreds of
/

billions of dollars were involved in a massive and rapid
‘transfer of wealth from western industrialized countries to
‘a dozen or so predominantly Middle Eastern sheikdomsf
However, in Canada the concern was not so mucﬁ‘ with the
transfer of wealth to outside the country, but within the
cQuntﬁy,'O2 from the densely'populated consuming provinces
‘to (baéically) one major oil producing province-- Alberta.
It }s hgre in the fact that suddenly oil was giving rise to
4pot¢ntiall§ enormous financial surpluses that lies the root
(of .fbg_ federal- provincial conflict over oil and gas that
hasvbecohe aAconéiant feature of Canadian po1itics in the
1970s. - - ‘ |

E It.ﬁou]d'hot.pe unfair to argue that the 1970s have

v

'witnessed;'f soméwhat ironically perhaps, the gradual

-

-iusurpation of.prbvjncia] powers in the resource field by the
'federal government.;As is pommonly known,‘section 109 of the -

BNA. Act grants ownership of resources to the provinces.

__________________

102 It was not until 1975 that Cﬁﬁﬁda'fégﬁTﬁ)wbecamQ_QTnet
Jimporter of oil. . o ; -
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Howeyer,b the problem lies in definthgw what”‘ ownershﬂp
entails fFor the sake of“argument one might suppose tﬁat tt -
enta1ls the right of the province to set. the domestic pr1ce ‘
and product1on levels, and perhaps even the right to apprﬁwe qu‘
‘ export sales. However, others argue that because export«
sales 1nvo]ve trade ~with another country (and clear]y the'
BNA . Act de51gnates control of trade and commerce to the
federa] government -= section 81(2)), and because of federal
cohtrol over‘ 1nterprovincial trade, that the Jifederal
gavernment has the right to contral the ‘export of resources

s and the export price, as'we1l'as the price ih a]li provinces -
ojherfthan the prepducing ohes.

Regarding:-control, the federal‘side has won out oh att
of the above counts: w1th the except1on for the present of
controlling production” 1evels” A brief perusal of the maJor;;'
elements of federal energy pol1cy 1nstruments throughout theh
1970s will conf irm th]s claim: In March 1973 controls were\
olaoed onvthe ekport of ¢rude oil, ih September the domestic
pr1ce was frozen at $3.80/barrel, andlékiax was p]aced on :
all oil exports, in May 1975 the Petroleum Adm1n1strat1on€
Act (PAA) became 1aw, authorizing the federal goyernment to
set the dOmesttc price of oil ahd natural gas in the absence
of an agreement- with the provinces, and finally, in t976,
Petro—Canada was estab]ished this being 1ntehded as a ma-jor
federa] po]1cy instrument of control in the o11 and gas

sector. All -of these measures have served signi?icahtly’tO'

‘reduce the producing provinces’ control over their
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resources, andsall have been vigorqﬂ§ly contested by the
Alber ta government . | )

; A]thoﬁgn;?n agheementdyas reached at the March 1974
First fMinjstere’ Conference on Energy to rafse the price of
ddmes;ice‘oi1 to $6.50/barrel, the period immediately
folloﬁ?ig this agreement saw increasing ldiscontent from
Alberta concerning 511 énd gas pricing. In particular, after
the doubling of OPEC's prices in 1979, the issue became much

more contentious and conflictual. A pricing- agreement was

almost reached during the Clark government’s short term in

_office, '3 but it was not until September 1981 that one was

“finally reached with Alberta.'2*

‘" Although .prices were - restrained® by the federal

' gqvernment-throughout tne h1970$, there- nevertheless _were
vinéreages 1ndeed by* early 1978 the Canedian price had
reached 76%105 of the. world - pr1ce Hdwever, after the 1979

' doublwng of the wor]d pr1ce of oil, Canadian prices were

V,_ .

”once again- thrown far out of 11ne with the wor]d price, thus:

;_enéur1ng tha& the confl1ct between Ottawa and Alberta over ’

.ok

price and revenue- shar1ng woqu< cont1nue " Extensive

negotiations between Alberta ahd the federal government took

place throughout the summer of 1880, howeyer no Yagreement_

__________________

103 More will be said regarding Clark’s attempts to reach an_

energy agreement with Alberta below. .

104 Similar agreements have also been reached with
Saskatchewan (October) and British Columbia (September) in
the fall of 188t. The new, federa1 “Alberta agreement will be
examined in chapter 3.

105 Wendy Dobsan Canada’s Ehergy Policy C.D. Howe. Institute |

(1981) Table 4 p. 42
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.iwas“reached In 1ts July 29, 1980 pricing proposaﬁi iA]berta

“:'demanded 75% of world pr1ce for conventional oil by danuary

_;:1984 Although the federal government did not - object to

“

ﬁhe 75% f1gure Where they did d1ffer was over the rate of

increase (and, 1mportant1y, the d1v1s1on of revenue) ~ The

L

_federa] proposal as outlined in the NEP would have ra1sed

e

:the well-head pr1ce of crude by only $10. 25/barrel, while -
~A1berta, in the same period wanted pr1ces to rise by $22. 50

7or at.more than ‘twice the proposed federa] rate.1o¢

However the disagreement 1nvolved much,more than Just
price. More ,important]y, it alsbmentai]ed,the contentious

issue of: the division of revenues: The origins of this
. ' oy . ‘ e - .

" aspect of  the d1spute ;gahf pe 'traced' to 1974 when -

LtSasKatchewan and A]berta ra1sed thé1r roya]ty rates, and iR

-

7response the federa] government declared that provincia].

. royalty payments would no. 1onger be deduct1b1e from federal '

1noome_ tax._ W1th Alberta s h1gh \royalty rates ~and the

<

f;federal decision the 1ndustry was effect1ve1y squeezed sand

predlctably began wfthdraW1ng 1nvestment from the prov1nce

Bl

Eventually both the. prov1nce and the federa] government

backed dOWn~ dnf the face of th1s cap1tah strike", with

‘A]berta refund1ng that port1on of- the Albefta Corporate Tax

arising because‘,of ‘the nondeduct1b111ty of roya1t1es, as

well as the amount paid by the'-o1l companies in federal

,,oorporate‘ tax due to-the non?deduotibi11ty of royalties (to

196 see EMR NEP (1980) p. 26; and "Alberta’s Energy Package .

Proposals” 1980 p. f
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a max1mum‘ of $1 million.) The federal government, in turn, -
backed off by 1ntroduc1ng, in {dune 1975, a .. Resource
A]lowence deductlon‘ under which the oildcompanies'could'
deduct 25% of their product1on income from 1ncome tax (based'
on broduct1on prof1ts before deduction of exp]orat1on and
deve]oqment costs.) In this 1nstance the federal-‘governmeht
wasltorced to baeklddwn. th having any alternatiye means of
generatipg.tnvestmedf (sueh'ae a state oiljcompanyt,kitf had

no alternative but to concede tc the multinationals’ terms:‘

L

There is little’ doubt -thats in essenc, ethe conflict
befween 'Ottawa\ and\ A]berta," is do?’oniyﬂone of pr1ce -or
revehue—sbering, but also of power. Disagreements over
.;Apﬁtee.~,the cexport. tax etc.) ‘are_ certa1n1y 1mportant
'themse]ves; but the conflict also ex1sts om another 1eve1—-d

)

ﬁthat concerned wlth‘-power. Since 1973 Ottawa has greatly
expanded its'cbntrol over the 0i] and gas 1ndustry and
..A]berta has resented and‘obposed thts In protest Lougheed
cbnS1stently refused to agree to federal pr1c§ng .proposals,
td give thengo ahead to the 011 sands prOJect at Co]d Lake
(or the Alsands project), and in the summer bf 1981 cut back
Alberta’s product1on of oil. ’ |
Even ,more'; fundamenﬁal to ab exb]anation of the
federal?broytncia] coﬁf]ict over energy than viewing it as }
pbwer struggte,- te Understanding what mbtivates each.levet
of_government.,Certainly there is.some tiuth td tbe argument

107 With the September 1981 pr1c1ng agreement between .Ottawa

and Alberta, this order was resc1nded RPEETI . ‘
. | , o e

N % N o “?M
. D 371 A
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/‘“ . ) ' .
/tha% relatively autonomous bureaucrat1c factors have been
pa#tly respons1ble for the federa] government s actions to.
| expand its contro] in the energy sector 'since 1973 Tnas was
argued in “the 1ast section. However,‘one must aiso look to-
the po]1t1ca1 bases of support of each level of government:
1more fully - to understand th1s conf11ct 1In essence, white
‘.one\must not overs1mp11fy,,pr overemphas1ze‘~the tmpontance
of the 'polttical the federal government 'has'a'broader.
mandate to fulfj]] than that of the Alberta government Andv
with 1ts’(the Libera4 governmentrs) po]1tca] basehbf support
anchored in Canada si 1ndustr1a1 heartland//of'; southern:
Ontario and Quebec, it has not surpr1s1ng1y Jcted since 1973;
to protect those areas from the fu]] and Ammed1ate 1mpact of
1nternat1ona1 oil price 1ncreases. Thus 1t has ma1nta1ned:
the Canadian pr1ce of 011 beﬂbw the level of world pr1ce so
as to guard aga1nst 1nf1at1on, Jprotect: thé 1nd1v1dualj
consumer;' and; most importantly, to proteot ?ndustr1al
capital, thereby g1v1ng it a compet1t1ve advantage in bothi
domestic and 1nternatwonal markets The current-M1n1ster' of
' Industry,".Trade' and Commerce, Herb Gray, speak1ng in the
vfa11 of 1980, has adm1tted this strategy.

There is no reason Canadavshouldn t proftt,from its

energy resources for its own needs. Whether that be

to g1ve our manufacturing sector an advantage overl

- our’ compet1tors or to stimulate  our equ1pment\

manufacturers or to ensure the country’s energy
future. National energy pol1cy is all that 108

108 Globe and Mail September 24, 1980 p. B4
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From this it is but a short step to argue that the
energy conflict can be explained as that takihg place
between two fractions of capital, with ‘Jthe federal
goverpment repreﬁenting industrial capital\and the Alberta
government, otl \ capital. Although 'to: portray the

federal-provincial dispute in this manner is to oversimplify

reality, there is no doubt that, on the whole, fr.deral

¢

-energy policies during the 1970s { for example, maiptaiuing

the domestic price of o0il well below world prices,’ and

creating a state oil company) have worked to the benefit of

‘central Canadian capital; while the Alberta” governhent,

fighting For'a price much closer to that of thetworld price’

has. undou?ted]y been promoting an obJect1ve‘ which ,’is

we 1 comed ?%gthe 0il 1ndustry (based pr1mar17y in A]berta)

Despite however, one cannot s1mp1y portray th1s

‘ﬁispute a?/t at between fractions of cap1ta1 ‘for a number of

reasons. ’Tq beg1n with, | to do so would. assume that a
(

fract1on o} cap1ta1 (for example .01l capliafg1n Alberta and

) 1ndustr1a1 cap1tal At the ¢federa1 level) had “captured”
coritrol of aFe state This-would rule out any possibility of
S autonomy in- St\te\act1on But if this were 'so, why did the
M

nufacturers Association (CMA) support wor 1d

x‘"pricesitowards the end of the '1870s? id. . Edward Newall,
President of the CMA recently stated that, |

No aone.is’ oing us a favour by artificially ‘holding
down~0i1 |prices. The Government. says Canada should
.reach 85 per cent of international prices by the
mid-1980s. | We could support a faster upward move,
especially |if that is -needed to break the impasse

|
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 between Ottawa and Alberta and provide sufficient
-cash flows for the o0il1 and gas industry to move,

ahead on b1g prOJects such as Cold Lake and Alsands.
109

If industrial'capital is_dictating federal policy (at least
in - the sphere of ‘energy) ‘why does ~.one “ot its‘.major
' components (the ‘CMA) oppose ‘that policy? '- |

There are prob]ems w1th th1s ana]y51$ at the provlnc1a1
1eve1 as well. For: one - th1ng, as an oil spokesman has sa1d,
"Alberta’s‘royalt1es haveifor‘ years, been exorb1tantﬁﬂ“°.
'51ndé the 'tougheed FConservatives' came.to{oower‘Aiberta’S'
royalty rated‘for conyentiona1‘,oi1,.has »increased from
vapprox1mate]y 17% to 45% é@?Furthermore, Lougheed’s refusa]
t6 give the go- ahead to. the oil sands projects has not
p]eased the compan1es 1nvolved Indeed v in February 1981

A]sands went to the A]berta government request)ng a separate'

deal for 1ts o1l sands prOJect which would aﬁlow it to
prooeed wwth the proJect*“ At the time doe Marwash of the7

Alsands consortium stated that S - o
‘ L) g - G s Cd
If the country is at all - serious about -
. self-sufficiency and the’ prOJects have to go, ahead"
to achieve it, and there's no way of resoLv1ng the
dispute, maybe the Alber ta government has to look at &
approving the oil sands projects separate]y That s e
our view. 12 _ o o
) _ v ) Ly
But the Lougheed gowernment refused>Alsands’ request.

Other indjcations of a.weakening of the oil industries’

support' for .the LoUgheed government*s position lie in -

.-

Chieftain Development’ s request for Heritage Fund money to
R L

%99 Globe and Mail November 15, 1980 p. B 18 N

110 Edmonten Journal February 24, 1981 p A4

11 Financial Post December 27, 1980 / .
112 Edmonton Journal February 17 1981 p At S



enable 1t to meet the NEP’s Canad1an1zat1on requ1rements
Furthermore, in February 1981 the: Pres1dent of the CPA q M,

MacLeod suggested that Alberta was demand1ng tob much of the\

'T_ava11ab1e oil revenues and that Alberta s royaltxgﬁtructUre

istal] plenty of’ cr1t1c1sm of - the federal government and

Y i

must ~be lowered on h1gher pr1ced 011"‘4 Although therek1s

spec1f1cal]y of the NEP th1s is chang1ng As one top o1l

pa

1ndustry spokesman has sa1d recently

There’s going to be a perceptlble movement towards a
better balance .in " our cr1txcwsm Aaf governments--
plural,. You're going _ the "burden of
opprobrium as it were, sbi b@ evenly , 115 -

‘ ol
'fjs the cred1b1]1ty of

wigh sees fed f:~*prov1hc1a1 conf11ct aver

f’between d1fferent fract1ons of capital

Bhother.: With lth1s type of explanation, .

politics and.Buﬂﬂzuoraticufactors are';reduced to that = of °

/

epiphenomena} surely anu}unreatistic ;simplification of

'.realjty.\; o . - ;v ; *

Lt

A ‘ more"”useful %ﬁﬁplanat1on of federal prov1nc1a]

- conflict, but one that wrﬁl only be br1efly mentloned at

1

thisb po1nt«ﬂ s “hhe full impact:; ofhth1s factor can on}y be
seen in the NEP (and:tofa.tesser extent during thefperiod of
the Clark governmenti_ which is: beyond the scope of this-

chapterifj%:that.of another"Marxist vconcept1on-- that of

. fiscai 1Crt is. Qu1te s1mp1y th1s ana]ys1s sees contemporary

113 gee’ chhard Gwyn Lougheed an 011 1ndustry enemy’°"

. Edmonton Journal February 24, 1981 p. A4 B
-,‘”ésglobe and- Mail February_28 1981 p 4 . .
11 ; B ;

e

N

Gwyn 6p cit p. A4 o » ,



;capitalistrsocieties undergoing a fiscal crisis-- this béing
defined by dames 0’ Connor as the “tendency for government.
\ expend1tures to outrace revenues."'16 With a deficit thatc:’
has increased from approximately $2 ‘billion in 1975 to
almost $14 billion in 1980, the Government of Canada“has not , ;." s

,iescaped this trend Of course all :capitalist econom1es have‘

23

- been runn1ng def1c1ts for years th1s-be1ng fundamenta] to

the econom1c strategy which has dom1nated western government

£ kS

. O
planning. stnce, WII (w1th the recent except1oh of Margaret

N
Thatcher’s Britain). However it ki§ the combination of o

. 'J
expenditures exceeding revenues aTbng‘wjth;a contracting or

at the 1east stagnant economy that Has thrown'the ¥Canadian
economy into a state of ° CP]S1S Thus the federa] government
has made greater attempts beg1nn1ng 1n 1974 ,. - to acqu1re an
1ncreasedfportion of the revenues from one of the fewtgrowth

sectors of the 1970s-— the 011 and gas sector This canxibe
k)

é most clearly seen im the 1974 de%g§1on ‘to disallow the
%ydeductibility of provingial royalty paymentS' from federa]

.

" income tax and in the government’s commitment to higher
.prices for Canadian oil, 'which was expressed by Prime, iy

‘Minister * Trudeau at the April 1975 First Ministers’
: T - .
. , g

: Conference. : .4

my: colleagues in .the government and I have come - EO
reluctantly to believe that <the price of ©0il ih ‘
Canada must go up-- up towards the world price. It C %%%
need not go all the way up . We should watch whait e
-happens to the world price and dec1de from year to

~year what we should do. .

116 dames 0’ Connor The Flscal Cmsrs of the State 1974 p 2

Al
¢ : . el
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The 1976 eneﬁgy document , Ah Enengy Strategy for. Canada also

outiined the necess1ty of moving “domestic \011 pr1ces

towards international levels,”''7. And Canadian - 0il prices

were  moving tewards international levels in th1s per1od As
ment1oned above, by 1978 Canad1an well head pr1ces were 76% -
of* the wor.ld ‘price. Howéver, w1th the Iran1an revo]ut1on and
the»doub11ng of the 1nternat1onal 011 prtce (this’ ‘be1ng a
much greater absolute 1ncﬁea$e than the 1973-74 tnereases)
the govennment‘was forced, for the moment to',abandon its
‘efforts to Aprice domest1c oil near. that of” 1nternat10na]h
i, Thus, in the period between \1974 and 1980 ~the“

1

extstenée of moderate fiscal cr1s1s d1d have ‘some, albe1tt
not the'meSt important influence Qn federal energy poT1cy
?HQWéVeP, 1ts 1mpoptance in influencing policy was grow1ng in
the'1atter half.-of the 1970s, cu1m1nat1ng, as will -be seend
shortl?, with the)latest govenngept/energy policy-- the NER.
The fjna]\seetion of this, chapter will now briefly ,eXamine
the enetgyvpe1icy‘of'the Clark ConserVative:gdvernment.
CLARK' S ENERGY POLI
Although the Clark "government held power for a meTe
nine months it"is neverthe]ess“ important to examine the
éonservativets. energy pd]icy asl it did represent a
significant departure from that developed by former- Liberal
administrations (and% eventua]]y was-‘a ma jor cause of the
éovernnent’s defeatf Mdre tmportant]y, however ;" ‘it

117 EMR An Energy Strategy for Canada (1976) p. 126 ;“t‘

!
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1
demonstrates t impor tance of the structural barriers thch
his government faced, and which eventually forced him to
make significant'aﬁterations to his energy policy (notaoly
in regards to Petro-Canada).

During the 1979 election campaign the Conservatives

made much of the wastefulness of the Liberal government’'s of ¥

recent years, promising to reduce the'ﬁumber ofl government
employees and to eliminate :many of the unnecéssary Crown
Corporations which had mu]tié]ieo during the Liberal  years
in ypower. Of principal concern was the state .0i1 company--
?Petro-Canaoa.‘ The = Conservatives had always opposed
. Petro:bhnadé since its incorporating legislation was debated

and enacted in 1975. In June 1976, Sinclair Stevens at a

idnESs conference, held after speaking to a taxation seminar

of the Canadian Petroleum Tax Society in Calgary, voiced his

party’'s objections to the state/o11 combany, saying that:
"The public cempany is not Aoeded and is causing .

complicatioos kwhwch we can do without.” 18 Two years 1afer
Calgary Centre MP Harv1e Andre, speakKing 15 tho House agbout
d1smantl1ng Petro-Canada_stated that: "We are. talking about
the same people who run the Post Office, for goodness sake.
Y théy cannot deliver a 1étter how the he~~ .ire they going
to. find 011 and gas."1'19 An% in the 1979 election campaign,
Clark officially declared that Petro-Canada would be
dismant Ted. |

“8 Oilweek June 28, 1976 p 21
118 June 20, 1878 3rd\Sess1on 30th, Parliament House of
Commons Debates p. 6585 .

Hor
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"Ih‘orderﬂto“understaﬁd the Conservatives; rather’suoden,
hQst111ty towards state iovolvement in the economy, it‘is.
necesgary to return to their 1874 election defeat. ,AfterJ
‘all, it was under .(federal and provtncial)‘Conservatiye,
government§ that well accepted institutions such as the CNR
‘ahd Ontario‘ Hydro’ were formed. Sp why the change tn=party
policy? Basically the change can be traced to t974 when; the
Conservatives  suffered a severe election defeat after
proposing massive state intervention in the ecohomy‘ to
implement wage and price controls. In reaotion;to this
defeat, the ideology of the right ‘wing, ;premieed upon
Friedmanite economics, beﬁan to aocede to deminance within
the party. This was reflected 'tn the election of righf
wtnger Robert Coates a; Party Pres1dent and 1ncreas1ng]y
ahti-statist stands on goverpment involvement . in the
economy. As deffrey ‘Simpson writes, "Having sseen their

+

proposed state intervention in the economy reJected by the %

g

voters, the Conservatives retreated ‘to- hard 11ne,~x£ree
enterprise positions." 120 |

After Jinning - the 1979 \election ” tlark ptpartly in'
observance of party ideology but more 1mportant1y in an
attempt to shake h1s image as indecisive and weak, 1in the
face of considerab]e ihterna] opposition, was determineﬁ by
Keep his e]ectionfpromise to dismantle Petro-Canada. However

he was .to encounter numerous prob1ems-< from within the

120 Jeffrey Simpson DISCIpIIne of Power Personal L1brary
1980 )



federal Conservative party, the provincial wing of the party
(notably from Ontario Premier Wi]lfam Davis), public
; opinion, and even, ironically, from fhe'petroleum industry.
To begin,‘by the time the Conservatives took office the
hostile attitude of the industry toward Petro-Canada had
abated considerably. A1though still opposed to
Pétro—Canada's special advantages 6n the frontier, the st;te
0il company had become an accepteda institutibn. In the
spring of 1980, the CPA stated that it»viéwed Psgpo-Canada
as "a fact of life" and would accept it as pé?t of the
ihd&stry as long as it "is nét given privileges and if it's
treated 1iK€ any other (priv;te) corporate ’entity."12!' And
Phelps Bell, an Imperial 0il executive in Ottawa stated that

Imperial can "live with ~troCan or without it."!'22 Indeed,

because virtually all the money etro-Canada has spent
on eXploration and qsvelopment was done through joint
ventures with other cghpanies, PetrojCanadavwas incre;sfngly
viewed ‘by much of the industry as a neceésaﬁy édu}cé of‘
federal‘money for highly capital intensive ventures and as
an ent{ty to reduce risk. Carl Njckle,, Presidenf, of
Conventureé Ltd. in:Calgary, Has said that, "PetroCanada's
partnership .with Ihperia],hﬂdme, Sun 0il and CHevron on thé

same basis as other privated companies is an indication of"

the acceptance, though sometimes reluctant, of tHé role of

-

126 Globe anc 4ail April 17, 1980 p. B
'22 The Financial Post June 9, 1879 p. 4
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the government ol company . " 123 Furthermore,«Nickle,himself
wass against.se1ling off Petro-Canada, feelino that "The

~money it ;would“ take to buy the company‘could be better
invested in new projects for the discovery of | new
energy."'?4 Thus, by the ‘time Clark came to power a
signtficant part of the industry actually wanted to retein
Petro-Canada.

Not only did the industry accept Petro-Canada, but the
public did es well. A July 1979 Gallup Poll found that 48%
of the respondents were opposed to selling shares of
/Petro—Canada to tne private sector, with only 22% in support
of the idea. 25 The Iranian revolution and the subsequent
loss of Iranian supplies also contributed to Clark’s.
problems as it enhanced the public’'s apprehension about
energy security. Furthermore, Exxon’ s decision unila%eral]y
to cut back 25% of its supp]ﬁes to Imperial in early 1979
rekindled the public’s distrust of the major (predom%nately
foreign owned) oil companies and increased their ‘desire to
see a strong‘state oil company. Even within his own party,—
support for Clark’s position on Petpo-Canada was tenuous
Jeffrey Simpson’s study of the Clark government s short'
stint in power, DlSClpllne of Power , reveals Just how
little support ClarK had from his own bapinet _Senior
members such as the Seoretary of §tate for Externa1 Affa1rs,

Flora MacDonald, F1nance Minister John 'Crosb1e,,ﬁQav1dﬂ

123 The Financial Post June 9, 1979‘p. 4
124 IBID p. 4 . ‘
1258 deffrey Simpson op. cit. p. 164




MacDonald and eventually even Energy Minister Ray Hnatyshn
all supported * the retentionh of Petro-Canada.'?28 [t ‘was
pressure  from all these squrces that led the Conservatives
to a major policy change regarding Petro-Canada. This was

evident in Hnatshyn’'s announcement in mid-August l@?Q*That

due to circumstances which had changed drastically
Conservatives had made their election promise to "peivatize"
Petro-Canada, aside from minor sections, Petro-Canada would
not be sold to the private sector. As Simpson, notes, with
this statement Conservative policy regarding Petro-Canada
had changed markedly since 1975,
With Hnatyshyn’s statement, the Conservatives had
changed direction completely since their days in
Opposition: they had gone from arguing. that
PetroCanada was unnecessary -(1975), to allowing that
PetroCanada was necessary but better off entirely in
private hands (1978), to conceding that PetroCanada
would be only partially sold off (1979) to deciding
that PetroCanada would remain largely intact.?'27
- But this was not to be the Conservatives’ final
position on the state oil combany. In August 9979 a Task
Force headed by Don"MEDougall was commissioned to advise the
Qoyehnment as to the "procedures :_fqr transferring
-Petro-Canada to .private ownership, which of the existing
assets of Petro-Canada might most benefically be returned to
the private sector, as well as means of broadening Canadian
participation and ownership in the petroleum industry."128

126 Jeffrey Simpson Discipline of Power1980 p. 163
t27Jeffrey Simpson op, cit. p. 1686 .
128 Report of the Task Force on Petro-Canada October 15, .
1979 p. 1 o o
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it proved to be énfire\y unacéeptab]e‘to the‘QOVanment, In
essence, the report recommended phat the »governménf give
away all the profitable pérts of Petro-Canada and refain the
unprofitable; high-ri#k'operations. To4Finance Minister John
Crosbie,‘i already : facing  a massive  defiéit,‘ these
‘recommendat1ons were .entifely  Qhacceptable. Furthermore,
C]ark received no support - from Ontar}b ,Premier William
Davis7 Speaking in the On(ario jegislature the day after the
report was releaged, Davis spoke clearly ‘in favour of
~retaining Petro-Cénada:
Ourc government believes the 'present national
responsibilities of Petro-Canada should be retained
‘and - that the federal government should retain
ownership of PetroCanada as a national publicly
owned petroleum insitutuion.!' 29 | L
Clark then had a Cabinet committe headed by Hnatyshyn
and the Minister of State for Injefnational Trade, Michael
Wilson, formed tosstudy the task éorce report and form an
acceptable policy QH Petro~Canadqb Its‘nepori, made public
during the 1980 campaign, recommended thatf'Petro-C@nada
remain a corporaiion but that‘every Canadiaﬁ over 18 as of
July 1, 1980 be g1ven 5 free shares valued a $1O each. When
those presently under 18 reach that age they wou]d theh
receive 5 shares as well. Individuals and 1nst1tut1onl would
be allowed to purchase additional shé;eg, as long\as no
individUéf or - insitituion’s holdingsgngpeéded 3%, of the
:tofala number of outstanding shares. Aé well the Gowérnmentv

%>would retain one-third of the ‘shares. Again,Q this report

129 cited in Jeffrey Simpson op.‘é?t. p. 171
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marked a s1gn1f1cant .change‘ in- government ‘pottcy: FromT'

.hav1ng once v1ewed Petro- Canada s ex1stence as unnecessary,

the goVernmenT\was now advocat1ng the retent1on of the

n company w1th the Governnent itself matnta1n1ng contro]11ng

_‘1nterest _ "_ Al: .”» o "\7/\ - o

4 Why the change 1n ioli;y?‘The;most convincinghreasonlis'
.that Petro-Canada hady become ‘SO big‘3°\ and had come to
“occupy such an 1mportant and necessary place in the. 1ndustry,
in both the 1ndustr1es and the pubtic’s opinion that 1tﬂ
.simply cou]d not be dtsposed'oth Elaine DeWar urites that,

In Just four years it had grown so large and complex
that: no!éne could take it apart. Even the Tories who
had come to office with an 1deo]og1ca1 commitment to
do away!with it;. found the siren song of this po]1cy
1nstrument undeniable. 13 -

Despite . Clarks well Known difficulties with
.‘Petro Canada, his energy pol1cy was tnot “solely concerned?
' ywtth the state— oil company. It was also notable for the
:great d1ff1cu1ty he had 1n reach1ng a pr1c1ng agreement with .
‘the-Lougheed Conservattve.government<‘32.What is s1gn1f1cant
about C]ark"‘ dtsbute ’With-'Lougheed ;is that )wh11e in
;joppos1t1on he was a strong supporter of provincial rtghts,
rbut after' com1ng to off1ce ‘he began tohreatize that the

ifedera] government‘ 1dﬁorder to perform its dut1es was  in-

"desperate'need of_tncreased revenues, and that the petroleum

130 As of December 31, 1979 Petro- Canada s assets s tood at
$2.7billion-- see Petro Canada Annual Report 1979 ‘
31 Elaine Dewar op. cit. p. 26 ,

132 Of course, the Alberta government was not his on]y
obstacle. He a]so had the evenh greater problem of W1111am
Davis of Dntar1o w1th which to contend :
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“seotor was the logical place to .look ftr§t Clark was
willing to oFfer Lougheed a signiftcant’ 1ncrease in the
well-head pr1ce of oil (up to $6/barre1/year) in return tor

. A]bérta s promise that the federa] government would 'rece1ve

e

fvenodgh revenue to offset a svgn1f1cant portion of the 1mpact
of the h1gher pr1ces in the. rest of the country (and for
those“less well off) -However, Lougheed refused to. make
’swgn1f1cant concess1onsAand no agreement was reached
| Additional ev1dence of the Clark government’ s need for
«incraased'\reyenues s ;found in 'thE’ Crosbie. budget of
‘December 1979, “~where. it “was' declared that the well- head
“ price of Canad1an 911 was to reach the Tower ~of che_ U.S.
, pr1ce measured at: Ch1cago or the 1nternationaT priCe'by
1984, 133 -Qf th1s increase the federa] government was to take -
a stgn1f1cant port1on The budget stated that |

We intend to ensure, through our new energy tax'
that the Government of Canada obtains. roughly hal
.of the returns from oil ahd gas price increases tha
exceed $2.00 per barrel and 30 cents per thousand
cubic feet per year. On this basis the Government of °
Canada will have sufficient revenues from - the
increases in oil and gas prices to carry into effect
energy programs, conservation prograg and  offset
ple

programs to ass1st the regions and pe of Canada.
134 ) -

A]though Clark came close 'to‘-reaching an energy

a-

. . ' _ v
agreement ‘with  the Lougheed government, the agreement ‘was -

~

not, ach1eved before the “”government fell. But more

V’éﬁgn1f1cant1y, in the politicalty crucial province of

T33: Department of Finance’ Budget Speech The Honourab]e John
‘Crosbie (December 11, 1979) p. 4 : .
134 IBID p. 4
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Ontario, which contained one-third~ of.‘the: codntry’s
population and about one-third of its seats, agreement with
Davis' was never close. Ina statement on 7oi1-pricing
released. in August 1979, Davis established a positfon
compietelv_ opposed to that of clark by‘stating_that "the
wor 1d prfce‘should not”pe regarded as the - target bénchﬁark i
' for pricing Canadian crude oil; and Canadian prices should
be below the average United States o11 prices at Ch1cago"135
‘Furthermore, th1s document stated that "Ontario is opposed
to any 'jmmed1ate price increase béyond the.current danuary
1980‘agreement which calls for a $1 per barrel 1ncrease tr3e
These etatements made clear Davis’ oppoeition to ClarK'
,dectsjon to ra;ee Canadian prices to worid Wevelst Fa111ng
to win the support of both Davis and"Lougheedv-hurt Clark
great}y,as it reinforced the pubticds already Tow opinton of
him as a statesman. ‘Clark had great hopes that his
‘(Conservatfve-dgovernment w6h1d be ab]e'better_to negotiate
fwith“ththoneervative government’s in Alberta and Ontario.
: : J

"But his experience Was on]y to prove that similar party

-aff111at1on and 1deo1ogy 1s not enough to overcome the ‘more

st

ﬂlmmedaate and npre551ng rea11t1es‘of economic 1ntenesvs“and
\\pol1t1ca1 exped1ency : , 7

What does' the ﬁlark per1od mean - in light - of the .
ana1y51s presented 1n‘th1s chapter° Most importanttly one can

see the cont1nu1ty pof problems with recent - Liberal
.135 William DaVis 1n-Government’of Ontarlo9 "0il Pricing and
Security: A Policy Framework for Canada" August 1878 P. 2-

- 136 IBID p 4 , :

§
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admtxistrattons that Clark had to face and how they limited
his  px 11cy opt1 ‘.\Thus there was the public’ s renewed
T'appreh nsion ove secur1ty of supply (th1s be1ng due to the "
1978-79 Irania/ revolut1on and loss of supp11es‘37) the
i1ntens1fx1ng fiscal crisis (cons1derab1y accelerated since .\‘
the .1979. 1nternat1onal oil price 1ncreases)~ the conthct\ |
with Alberta bver pr1c1ng and reuenue shar1ng. and finally,
the- acceptance by much of the industry (and the pub11c) of
the need for Petro Canada. Although the Clark government d1d ‘
develop an -a]ternat1ve and much tougher .energy policy from»
xthat of . the preced1ng L1bera1 governments it' is .also true
that 5‘ maJor component: of that pol1cy (that dea]1ng w1th 
"Petro Canada) was greatly comprom1sed due to the .ongo1ngh

presence of “the above structura] constra1nts U1t1mate1y

these constra1nts were to pose a much more ser1ous obstac]e
for the Clark government--'1ts e]ectora] defeat .on December~
13, 1979 after 1ess than 9 months in- power‘

|

;CONCLUSION S ’ SN
. . This chapter has made .no attempt ~at cdﬁgii:ensive‘
' analys1s of - energy pg11cy throughout the 1870 at ‘has

been done is to select a number' of 1mportant trends "and<'

deVelopments of the per1od descr1be them /and to a 1esser )

degree anaTyze _them. The1r ﬁmportance w1hl becdme more'

/

"apparent after an emam1nat1on ‘has been made of the NEP. But

: : ?~ .
137 Th1s will’ be\d§a+t w1th more thoroughly'in subsequent
'chapters 4 ‘ \/

o

- ’,
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\
to anticipate br1efly,_ one can see the basis of the NEP

develop1ng throughobt the 19705.'Thus for'lnstancé‘ one can

see, the grow1ng concern’ by the federal government of the’

dom1nance of the (forewgn based) mult1nat1onal 0il compan1es

1n the 011 and gas sector One can also see the roots of the'

1980 front1er o1l and: gas legislation (B111 C- 48) a crucial “

Jcomponent of 'the’ NEP, 1im the 1976-77 Bill C-20 (copplete’

with its own earlier versgion,~in much less explicit form, of

"Caﬁadjaniiation") -HoweverV there-are important differences

'aS'Well' For one, the réle of Petro Canada under the NEP has
been- greatly expanded a]though one can see that advantages,e'
for the state oil company were a1so present (but ‘inﬂ more’

moderate form)® in the ear11er Bl C- 20 As well, .a number_

of jmportant. c1rcumstances changed in the ]ate' 19705

notably'.after '1979 w1th the 1ntens1fwcat1on oF the f1sca1'

government and which are aga1n ref]ected in the NEP) One

-can also see that the latest energy program Ws much ‘more of

\

-«crisie (the effects of which. cou]d be seen . on' the Clark.'

-a po]1t1ca1 ~ document  than e1ther the, 1973 or. 1976 energy_],

documents, and‘it reflecte a rev1va1 »w1th1n the federal'“

government " of ecdnomic nat1onaﬂ1sm But most 1mportant toy

Y

note about‘-1970s energy pol1cy (wh1ch cont1nues to beia

manifested in the' NEP) j; the ded1cat1on of the federal

state torthe. 1nterests of(/§r1vate capitail. fhe next two )

L8

chapters \u111 now descr1he and analyze the maJor components

" of the NEP and ‘its component Bil1 C-48.

1 *\"



‘111, The National Energy Program-- An Analysis -/

. INTRODUCTION - S o o
. The .energy program (NEP)- which emerged oqi of the
Liberal election victory 1n-the wtnter of 1980 was? in’:a
'number oft reSpects quite different fnbm past L1bera1 (and :
| part1cu1ar1y Conservat1ve) energy pol1c1es It was dec;dedly

interventionist, | central1st ' and nat1ona11st in it

- or1entat1on, wh1le concom1tantly enhanc1ng the posit1on of a

‘number' of fract1ons of Canad1an capital-- nanely Targ ‘011‘
'cap1ta1 and central Canadian 1ndustr1al capjtal. deed,
th1sn program' .serves primarily tov benefit pafticular
fractions™ of @ana%iak capital, as well as the fede al state.
How does one expl 1n the NEP? What were the ‘m jor factors
. wh1ch 1ed to 1ts deswgn” Was' the NEE a po icy des1gned

N
»mere1y- for pol1t1ca1 _exped1ency, or was ™M part of a much

oo

.sector° C "j S k{\ :

'Inq exp]a1n1ng the NEP thyee fundamental "and
1nterre1ated factors. 1nf1uenced th deswgn of thas po]1cy
‘;;econom1c, pol1t1ca] and int rnat1onal jOn& the economic

side, there is yfttle dou\t ‘nd. cons1derable ev1dence that

.;.the 'pol1cy was des1gned to’ serve the obJect1ve requ1rements

;_n_of.CanadTan cap1ta1 Br‘ef]y*,eVTdence forr th1s assert1on =

11es 1n the cash~1ncent1ve grants wh1ch clear]y d1scr1m1natev
in’ favour of Canad1an owned and -control]ed i' companles,

f(part1cu]arly largeKCanad1an compan1es) the requ1rement of

°

92
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50% Canadtan\ownership in the oil and‘gas industry by 1990
and‘ the Canadian procurement\regulattons Canern1ng goods
and serv1ces used in the 1ndustry contatned in Bill k 48,
(This ]ast po1nt w111 be dealt with in the next chapter . )
%urthermore, the exp d. role of Petro-Canada was hot
‘ intended to aeoja 'gklgate Canadtan _capital, “but to
.supplement “its effﬁgﬁg }d“ sure a stable SUpply of oil to
Canad1an 1ndustry and.- consumers The .key QUest1on wh1ch
;‘rematns to be asked s Wby did the ‘federa) government des1gn
the NEP to (pr1mar11y) aid Canad1an captta17 The answer 1Jes
in the fact that the Canad1an 011 and gas sector o in 1980

rematned heav11y dom1nated by’fore1gn owned and contro]led

‘;tnterests In 1980 74% of revenue and 62.2% of assets of

v

.the petroleum | 1ndustry were owped by foretgn-based .

' 'compantes w‘éﬁ Furthermore, the petroleum sector was the
:hmost pro¥1tab1e sector .of the Canad1an' economy throughout
‘the 1970s 'and w1th the 1978 international prtce 1ncreases,-
;prom1sed to become evenv more prof1tap1e (1f the federa]
,government al]owed the/ domest1c oii price to reachfworld;'
levels )‘59: Hence Jit is'clear that the federal government B
- .wanted to encourage Canad1an cap1ta1 (both 0il and non- o11)-‘
‘ito expand 1ts 1nvestment in-the 011 and gas sector, in order.

,xto ensure,that thts Key sector came underiCanad1an control.

__________________

138 Petro]eum Moni tor ing Agency Canadlan Petroleum Industry ‘
1980 Monrtorlng Survey Table 8.1 p. 41. S N
139 Yith the increasing burden‘of the 0i] Import , -
Compensat1on Program as.well as- cont1nu1ng pressure from R
Alberta, the pressure to do prec1se1y ‘this was 1ntens1fy1ng‘~

[
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" This wpuld mean that the profits‘tgeneratedHO in this sector
would remain within the country and thereby generate

additional growth in other sectord-of the economy .

}HOWever, 'the' NEP cannot be explained solely as an_

’

effort. to improve the bosition of '*Canagian capital,
- (although Canadianization. is-lcertainly ~the heart of‘the
'program), If this were the case, the Liberals could. have
'pursued,” additional .tactics such asv louering industry

”taxationrrather than introducing the Petroleum and Gas

Revenue Tax (PGRT). However, trig%; 7;
phasing'out’of federal subsidjzation oF

shifts the burden  of bearing the 1nternat1onal price of

_ 1mported oil to _the' consumer through 'tb :f Petro]eum.\

Compensatlon Charge (PCC) has been 1mp1emented with another

-1mportant ‘obJect1ve‘ tn_’ mind: improving - the federa]
governmenb’sﬁf '
government had subs1d1zed the 1mport price of oil "and after
the 1arge 1979 1nternat1ona1 pr1ce 1ncreases,:th1s burden
became extens1ve ‘and began to cause a s1gn1f10ant dra1n on-
federa]t reserves In dames 0" Conhor s - terms ‘the federal
staté was exper1enc1ng a"f1scal cr1s1s )“

From this one can observe that the federal government

be11eved that both - the requwrements of Canadian. cap1ta1

Y

(part1cu]ar1y :in light of the heavy foreign domination of

e . W = e

140 the federal- government expects the oil and gas sector to
be the major source of growth in the economy during the
1880s. .

141°0f - course there were additional factors causing 'this
“fiscal crisis”, and these will be dealt with below.

. ' .
¥ L
¢

fiscal position. Since 1974 the federal

’
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the\\ energy sector ~and .the 1979 international -price
increaees) and the fiscal crisis existing at the federal
level &of government, necessitated changes 1n the'sector of
the econdmy that had been the most prof1table throughout the
*19703-- the enerqgy sector Hence both these factors (wh1ch

o
one ‘can clasé1fy as eqonom1c) had a ma jor 1nf]uence on the

. format1®n of the NEP// ‘ ‘
' The ‘econd\%ajor factor which exgtains the NEP is

polttica]. here a}e two bastc components of this. The first

he NEE\\was designed the Liberals were in

\

the sécond is the antagon1st1c relationship

is that when
opposition, an
betwéen Ottawa any. A]berta over energy which had existed for
“ at least  six years prio( to the NEP’ s release There is
little doubt that afier their defeat {B\ 1979 the Liberals
feared that .the1rb sugpport wae being ehoded by the g;owing
Etpoouiahity)of thedhﬁP; any the ahgument can\be made that the
NEP was designed ‘to shift Libenaj po]doy\to the left and
thereby recapture suppBrtHWhic had been lost to\the NDP.. As:
for the antagon1sm between Ottaw: and Atberta thére is aleo
Tittle doubt that the 'enormous a d exp nd1ng we?Ith of
Alberta was of concern to the feder 1 gov ment as they
feared that this heavily- concentrated we 1th inmone érov1nce
would undermine Ottawa’'s controlvof the conon§\ Hence . wt
'has been argued that the NEP was also designed\to redyce the:\_
rate of growth of Alberta’s revenues thereby ent |
fiscal pos1t1on of the Federa] government. Althoug

- true ~ that the bas1s of this fear was

\ N
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developments-- the deteﬁioratjnq.fiscal pOS%fioh of OttaQam
relative to Alberta (and the other “Western oil producing
prov1nces)~‘ it is neverthéless true that Ottaw; s response
- became one whlch was deeply enmeshed in the political.
| The third factor which must be examined in order to
'qnderstend the NEP is a development within the international
petroleum mapke% in 1978-79--: namely the doub 1ing of‘the';
‘world price of oil ih.the wake of the Iranian revolution.
'This development was o} critical significance in'infﬂbencing
the NEP as it significantly exacerbated the ‘federel
government’s fiscal crﬁsis and\hence.cohtributed directiy’to -
the decision to increase federal revenues from the oil and
gas sector, phase out the 0il Import Compensat1on Program \
and proceed with the Canad1an1zat1on of gthe 01 ] aqd gas
sector. | 5 j ‘ ‘ |
~ Having eetebiished‘the objectivés»of this chapter,"l'
will’ now pursue ,a more detailed analysis ‘of-ﬁthe'NE;,
beginning with an examination of‘how the NEP rcombares (and -
‘differs) with past energy policy. This will be fo]lowed by
an . examination of the ‘impact' of che. 1979 UPEC price
increases on’ Canad1ah energy po]1cy and how this renewed
concern within federal ranks over the h1gh levels of fore1gnw
cdntrol in the oil and gas. sector. The political factors
which led to the NEP will then be examineda followed by an
analysis of the NEP which ardues that, contrary to industry

fears of the NEP reflecting the objectives of a ."socialist”

government, ~the NEP is rather a policy intended to



strengthen the " fiscal position of the federal state.and
enhance the position of particular‘ fractions of ,Canadian

capital.

CHANGE AND CONTINUITY WITH PASTAENERGY POLICY

Perhaps the most obvious area where the NEP differs
from/past policy is 1in, the nationalism it exudes} For,
clearly, the document refleCts.a return to the nationafism '
of'the early 1970s when such institutions as the Canada
Deve lopment Corporationl‘(1972b and the Foreign Investment
Review Agency (1974) were created. Indeed, Richard Gwyn has
declared the NEP to be "the most ;mbitioue'program of
nationalist?inSpired state iqterventionv in the economy
attemeted by any Canadian government since World War I]." 142
Yet there 1is an 1mportant differenee between the mood
preveiling today and’ ‘that of a decade ago. Both the CDC and
the FfRA have long been decried as hap]essA 1nstrumentsv'in
fhe fffort to assert Canadian nationHOde The CDC has preVen
at best a moderate succé5§}43v while"FIRA’s necond on
prepenting foreégn takepvers has been lessltnanhspecracular,
with its abproval rate being,$omewhere in the vicinity of
80%. The'NEP 5however' refiects the efforts of a governmenf
'much more ded1cated to nat1ona11sm (if on]y in the energy
SectOP) than' the government of - the early 1970s. Thfs is
evident‘from fne number and.- variety ef instruments being

142 R1chard -Gwyn Toronto Star October 29, 1980 p. At14
.+ 143 gee Marsha Gordon Government in BUSiness C.D. Howe
«.Lnst1tute 1981 . .
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used to implement the latest energy policy-- the Petroleum
Incentives «Program (PIP), the Petroleum Monitoring Agency

(PMA), Petro-Canada, the department of Energy, Mines and
Resources and to a lesser extent the Foreign Investment

Review Agency (FIRA). The critical question which needs to

~be asked is, which interests benefit from the reassertion of

this nationalism? As will become clearer below, it is
precfse]y the prevailing dominant fractions of Canadian
capital, as well as the federal government, which stands to
gain the most from the NEP. The latest‘energy policy is
indeed a most conVincing assertion of bourgeois nationalism.

Closely related to the nationalism exhibited in the NEP
is the decidedly interventioniét-stanée which the“state fs
taking in the energy sector. The creation. of Petro-Canada in
%976 had demonstrated that the federél government was no
longer content to leave the entire energy sector under the

sole (direct) control of the private sector. The NEP

reflects a reassertion of this same attitude, as it has

allowed a significant expansion of the state oil company

‘with the takeover of Petrofina of Belgium. Indeed,

Pétro-Canada is one of the government’'s major instruments to
be used for Cahadianizjag the oil ahd;gas sector. Clearly,
the federal government felt that current gublic seétof
partic&patidn in the oil and gas sector was too\low. The NEP

states that,
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Events since Petro-Canada was created have
reinforced the general appreciation of the posittve
role that can be played-- and has been played- - by
such an instrument as a "window" on the industry, a
stimulus to activity, and a supporter of domestic
industries providing oods and services to the
energy sector. Nevertheless, direct public sector
participation in this sector remains too low. By
world standards, the degree of private sector

involvement in. the Canadian oil industry is high.
144 . ‘

Certainly the degree to which the government is determined
to intervene directly in the energy sector 1is one of the
major aspects of ‘the NEP which differs the greatest from
past energy policy. |

Another element of the NEP which differs from past
nelicy is in the incentive grants (implemented through the
Petroleum Incentives¢ Program or the PIP) offerred to
industry. In the past certain expenses such as earned
depletion and super-depletion Qere deductible from fegeral
income tax. However it was realized that this system

benefited the Jlarge (primarily foreign-owned) firms much

more than the smaller Canadian independents, thereby

reinforcing foreign control in the oil and gas sector. The
new PIP program differs cons1derably from the past system as

it consists of cash grants not dependent on the company

having taxable income. Thus the small company will qualify

for the grants even if it does not have any taxable income.
In other respects, however, the PIP grants maintain .a
continuity with past‘ poticy. This is evident in the fact

that they‘éontinue'(admittedly with an enhanced level of

144 EMR NEP (1980) p. 20
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dedication) the federal policy of - encouraging frontier:’

deve]opment (wh1ch began ser1ous1y with the 1ntroduct1on of)

zsuper -depletion in 1977) Clearly the government has dec1dedf5 T

to-* continue ' (and .. enhance) ts encouragement of front1er
deVelobment Th1s is most obvious, of course, 1in the fact
that vtheyexplorat1on and: development incentives are heavilyr
weighted to favour frontier investment. Thesev incentives
(assuming maximum Canadian ownership and control), allow up
to 80% of.exploration costs and 20% of developpen{xcosts for
compan1es operating on. federat lands, as.oppOSed'to on1y120%‘
for exploration .and deve}opment fcostS'f:forjﬁfconpantes
operating on provincial lands tp, be Written% off. In

defend1ng this system of grants . the federa1 government )

' jargues that the prov1nces haVe the1r own explorat1on and

7;:deve1opment 1ncent1ves and that 1f the federa] government

’ufwere to equal1ze payments to f1rms operat1ng on. prov1nc1a1
;“1ands 1t wou]d 1ncrease to' unacceptably h1gh 1evels 'the
‘econom1c return to the operat1ng compan1es Although there"

‘1so no . doubt some truth ‘to  this, a’  more convincing

h exp]anat1on tsl that thetﬁncentivegschedule is ineXtrtcab]y

:a nvotved w1thu' the .wfegerat—prOVincial dispute ongr
~‘revenue shar1ng which has ‘been such a prominent,federaT;
_ congern s1nce 1973 | ] | | ‘ ”

Thr f1na1 area of s1gn1f1cant change From past pol1cy

'1s the ded1cat1on conta1ned in the NEP to- Canad1an1ze ’the

ot]” and, gas ‘sector .’ Certa1n1y th1s is 1ts (the NEP’ s) most

orominent feature.xln noting the 1ow degree of Canadianj



101

participation in the oi] and gas sector the document states

its 1ntent10n to 1ncrease this leve] of part1c1pat1on W1th

this obJect1ve in m1nd 1t notes that,

'wh11e there is an- 1mportant and entrepreneurial
Canadian ‘presence in the oil and gas sector, .the
" invglvement of Canadians' through private and pub11c
sector corporat1ons is still unacceptably’ low. The

chal

lenge " is to effect. the changes - required to’

alleviate these prob]ems 145

Tt

"Although Canad1an ownersh1p requ1rements were formu]ated in

~ the 1976 - 77 front1er regu]at1ons " the NEP through the

d1scr1minatory PIP the eXpans1on of Petro Canada and the

'Canadlan procurement regu]atlons 'conta1ned in Bill C-48

_: demonstrates a ded1cat1on to Canad1an1zat1on which has not’

.been seen ‘in the past

[

However not a14"tor_ even most) aspects of the NEP

- reflect a sharp break with the energy pol1cy of the past few

years
Cont1nu1

‘ po]1cnes

Indeed there- are a s1gn1fﬂcant<number of areas of"
ty w1th past policy. ' OneA of the most 1mportant

wh1ch demonstrates this cont1nu1ty can be observed

in the cont1nuat1on of the off- 011 po]1cy of past yéars.

The . 1mportance .of reducing 011 consumpt1on s ev1dent from‘.

the fol]ow1ng passage from the NEP.

hthe

National Energy Program establishes the bas1s

for a truly dramatic shift in Canada’s pattern..

energy use--. away from oil, toward gas, electr1c1ty,
‘renewable energy and coal. This "off-o0il" conversion:
program, therefore, is .a cornerstone of the drive
towards - independence from: the world oil market

145 EMR NEP (1980) p. 23
T46 This,

NEP.

'
1

along with Canadianization, is.a, major goal of the

1
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l

The obJect1ve of the program is to reduce oil as a source of

-within the decade"47

energy from 1ts 1979 level of 42.6% to 26.7% by 1990, wh11e?
concdm1tantl¥ raising the contr1but1on supp]Ted by natural
gas from its 1979, level of 18% to 22.7% by 1990Q. Similarly,
the contrib@iion'.of eleotricity wijlwrise‘marg{nally ano'
.renewables will Q]moétfdouble to 6%.14¢ | |

There are a number o#iways-Which‘tHe gerrnment intends .

to -use  to .encourage the substitutior of nafural gas and

other energy sources for oil. Under the originalovpricihg-

schedule contaihed in the'NEP 149 the price of " natural gas

Lt e
»

“was fto fall relative to that of o11 from a level of 80% in -

i

1980 _to 67% by 1983.150 In- add1t1on to the encourageﬁeot of
substituting natural gas fhrough Tower pnfoes there are a
‘number*of‘other ways whioh the-NEb.outlines'fo reduce oemand
" for oil. Federal grants coverioo up to 50% of the costs of
an jndivﬁdual’s oonVertingwhie/her home heating s;stem from
0il to gee, electricity or some other energy; source (to a
maximum of $800), will be made avaflable. 5" There will be a
reduction in-the ava11ab111ty of oeaVy - fuel oil’s2 which

‘ competesL with natural gas- in”“many industries. This will

147 EMR NEP (1980) p. 54

148 EMR NEP (1980) p. 100

148 Of course with the new pricing agreements s1gned
between Ottawa and Alberta, British Columbia and

. Saskatchewan -in the fall of 1981, this pricing schedule
becomes outdated. However, as w111 be seen in the

examination of the new pr1c1n§ agreements, basdically the

same: incentives are offerred for the subst1tut1on of natural

gas for oil. ' R -

™50 EMR NEP (1980) Pp. 32 : R -

15" EMR: NEP (1980) p. 56 ' o . P
52 IBID P. 62 - ' ' - -

3
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largely %be éccomplished‘by ngrading present refiher?éé SO

that they can refine heavy oil. As well, the extension of

- the natural. gas pipéTihe from Montreal to Quebec City has
- already been approved and it will likely be‘ékténQed to the

 Maritimes by 1983, 153

The NEP also outlines a (larger role for renewable

énergy, althoughg.thié is a relatively minor aspect of the

'dff—Qi] ~ strategy. It involves governhent-financed

. demonstrations of renewable energy systems such as wood

gasification, photovo]taiCs, wind power etc:, conservation
héasﬁrés, and the estéblishment of:a new a]térnative'energy
corporation, init{ally as a subsidiary of Petro?Canadé,
Enertech Canada, with -initial ‘funding of $20 million. 54

' Finally, in theiafea of conservation the Canadian Home
Insulation Program (CHIP) budget will be more Fhén' tripled
to $265 million annually, its objective being to:uﬁarade "70
per cent of Canadian homes by‘1987.."155 As: well, any new
residential housing " for which federal financial support or
bééking' (e.g. under theb Néf%ona1~ Housing Act)‘is sdught
after du]y 1, 1981, must ’meet‘ federa] energy éfficiéhdy
standards."'56 In the industrial ‘sector 11tt1é a]o;g/ the\
line of improving ~conservation or effigiency is oﬁ erred.

The same can be said for the transportation Sector//dlthough

. brief' mention - is made about new legislation to establish

153 IBID p. 58 .
54 EMR NEP (1980) p. 67"

155 IBID p. 69 -

156 IBID p. 70 -
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mandator& mi leage standard for automobi]es.n57

Additional ev1dence f cont1nu1ty in the NEP can

'bed
seen in the back in priv leges granted to P tro Canada the‘
' bas1c royalty and the’ Pr“.ress1ve lnoremental Royalty (PIR),

the Canad1an content regu]at1ons for companies operat1ng on
the CanadauLands,-and the 1noreased level of m1n1ster1'

. dfscretion granted' to the ';Minister of Ene gy, M1nes and

Resources All of these r<gu1at1ons were contaﬁned in  th

earlier 8111 C-20. These areas of continuit w111 become\

' _more apparent in the;anal sts‘of the NEP which fo]]ows' in.
this and the next chapter It can be stated here that on the

whole the NEP demonstrates more ohange than conti 1ty with =

.past pol1cy.

There is. one final area where -thef NEP cons 1noes a‘
trend wh1ch has been en rging'lin federal'energb policy.
throughout the 1970s. This fs that the NEP continues (aibeit
oh a larger sca]e) to .r flect the efforts of a state
_'determ1ned to increase its control over the cruc1a1» energy
sector-— both for purposes | of secur1ty of supp]y and’. to
_increase 1ts share of revenues\from the - petroleum sector.
“Yet in exbandjng:ﬁts ro]e'in'the energy sector the state ts
not: attemptinga to squeeze private capttal, Indeed it
ultimately remains ‘an actor working for both capital and to
strengthen the capitalist relations of‘ production‘ alreadyv
predominant in Canadian society.' |

__________________

157 IBID'p. 73 . >
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format1on of the NEP The three faotors mentwoned abovewf

;‘Ph fOllOWf‘Q‘SECfTOﬂS‘WTTﬂThOW attempt to expla1n the

)' 105

“the role't_of. the ipolitical the economic and the

'1nternat1onal-- w1ll be elaborated upon beglnn1ng w1th an
'exam1nat1on of the developments wyth1h~the 1nternat1onal“

Jpetroleum;marketf1n 1978-79 and the1r'influehce on Canadian. =

<

enehgy. pollcy; These events are of utmost 4mportance to the,

design of the NEP as' they had a cr1tlcal bear1ng on the

federal govennmént“s deteriorating jfiecal 'posnt1on (bothf
absolutely and relative to that of the;proddolhgh provinces,

espeofally Albefta) . .theu . deé1s1on . tof;“tM§lémedtf‘

the petroleum seotor

1979 AND THE RETURN TO INSTABILITY WITHIN THE INTERNATIONAL‘;

PETROLEUM MARKET-- THE CANADIAN RESPONSE

"y

There is Tittle doubt that the Iran1an” revolution of . |

[\ i [

1978 79 contr1buted 1mportantly to the numerous express1ons
of concern oonta1ned in the NEP over the ava1lab1l1ty of
" secure international oil supplies. S1nce the shock of 1973 a
mood of oomplacency:had returned to much of the,xWestern
world. .Thls was evident i£ . | :
recovery beginning in the wéé -towards the end of 1975t oil
import - levels' had begun to ise to pre-1973 levels. Indeed
just prior to the Iranian re olutlon' American oil ihport

levels were approaching 50% ofi total oil consumptjon.LCanada

also experienced a rising level of imports While domestic

'Canadwan1zat1on “and the expans1on of federal control .over .

the fact  that, with economic



o 716 million barrels/year to 522
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product1on cont1nued to dec11ne throughout the -1970s.

’ Between 1973 and 1978 Canad1ah d1l production decl1ned from

illion barrels/year, -and
t net‘:1mports,ofv014~1ncreased from;-100 milliOnbbarrels/year
in j9731 to 127 mi11ion;barre13/’ ar in_1978' 158 ﬁlthough
‘the o{] _sands. plants and - the Beaufort‘Sea ‘59 conta1ned
great,prom1se. it was recogn12ed that thewr potent1a1 'would
‘,’not be rea11zed until the Jatter part of the 19805 atdthe :
vﬁear11est Thus Canada wou]d contﬂnue to re]y for-at 1east

"decade on, 1mports for at least 25% of her o1l requ1rements
~‘Qhat is more, prtor’to 1878 allljmports were contro]led -by
"foreign-owned"mthinationaI ‘oit.rcompanjes. ‘With: ay gtUt
fprevaiitng on. the ihternationa1\oi] market tmmediatelyfprior:
to the. Iranian ‘reyolution these Acompahies ‘ﬁad 1itt1e o
difficulty meet1ng the1r contractura] comm1tments However
* once the Iran1an revo]ut1on reduced Iran s export product1oni‘:

’

the demand on WOrld supp]1es became acute. . A]though the -

A)

shortfall of world supply never, reached the Key level of 7%'f*

(the level at wh1ch Internat1ona] Energy Agency emergency;

a]locat1on | schemes d are" act1vated) Exxon neverthe]ess.

un11atera]ly dec1ded to reduce supp11es to Imper1a1 011 of”:;
’Canada by QSA Not surpr1s1ng1y ‘the - federal government was‘
;tnot p]eased w1th th1s dec1sron as it was an act1on Judgedt
contrary to  the beet ‘]nterests 'of the country, and even
© worse, one taken outside nat1ona1 boundar1es Energy i
‘158 Brent Fr1edenberg Energy in Canada -Review and Outlook N

to 1995 Canadian Energy Research Institute July 1979 p. 59
159 After Dome’s 1979 d1scovery at Kopanoar .
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_ M1n1ster Alistair G1llesp1e stated in response, to”_Ekxon’s .
dec1s1on that o ' |
. Imper1a1 sources come eXClus1vePy from Venezuela... .

: It is intolerable and - .unacceptable that our
multinational ‘corporations ‘would intervene and
~.decide that 25,000 barrels a day of crude oil, or .
roughly one- quanter of the crude ©0il supplies ,forx

this _ country,  should be d1verted to -other
markets. 160 e ' . a

“fAlthough Exxon s cutbacks in supply to Imperia] u1t1matelyv'
aMOunted to on]y '5%,‘yth1s act1on neverfhe]ess had ,ad
~s1gmf1cant 1mpact onh the federa] government s attitude'.;
towards the pr1vate sectorL (dom1nated : "it__was' by:
fore1gn owned and contro]led f1rms) ; |
The f1rst react1qn .of the federa1 government to Exxon s

act1on was to expand the rq]e of the state‘ o11 company by -.

directing Petro Canada to enter 1nto d1rect state to state

011 trad1ng w1th Mexrco Let. The state 011 company also he]dt‘:t

discussions - w1th Saud1 Arab1a '~regard1ng _:srmijar
.arrangements The second maJor outcome ;of fthe finstabttity‘n
exper1enced in 1879 was of course the NEP, wh1ch attempts to"
iy remoVe control of the energy sector‘ from forelgn: hands
f through encouraging"Canadiantzation, expanding,the role of -
'the state~oi1:’company, ‘and continuing_.to éﬁéquﬁage- the
conSUmptﬁon‘ of fue]s othec'that oi].,This.attempt:to reduce

‘60 House of Commons Debates February 16, 1979 4th Session
30th Parliament p. 3302
. 161. The Department of External Affa1rs 1979 Annual Review,
noting the impact of the 1979 Iranian revolution-and the ~°
. doubling of OPEC’ s price for oil, statés that Canada must
_improve her energy security- beg1nn1ng with the use of
Petro-Canada in state-to-state oil trading.. see Department
of External Affa1rs Annua] Review 1979 p: 5. N
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'market is. ev1dent from the NEP wh1ch states that

Although Canada now depends on 1mports for, only 25

per cent of its oil needs, provision must . be’ .made’

‘. * against the possibility. of supply restrictions as a

.of overseas supply, .or because of turmoil in a.major.

‘résult.of -a major breakdown of the internatjonal or

domestic oil system, through deliberate interruption

~n-produc1ng country ‘52

- And

further . ‘u'

"any country able to dissociate ‘itself from the wor 1d

The

oil market of the 1980s should do so,  ahd quicKly.
Canada 1s ‘oné of the few that can.'63%

)

program itse]f outlines. four ways that the‘federal‘

government w111 attempt to - protect the country: from

vagaries  of | the 1nternat1ona1 market; 1) through'

108 .

IEA

(Internat1ona1 Energy Agency) emergency shar1ng arrangements

to m1n1m1ze -the' effects of wor]d wide supp]y shortfa]]s

exceed1ng 7%, 2) state to- state oil deaﬂs‘ 3)  the qreat1on.

of

Al

/ perationa] in t1mes of severe shortfa]]s of supp]y, and

N

treduce Canada_s vulnerab]1ty to the 1nternat1ona1

N 1ncreased 011 storage

4)

-One of the pr1mary ways in. wh1ch the NEP is 1ntended to

petroleum

;market is 'through “the further expans1on of the state 011

'company (wh1ch has begun w1th the’ taKe over of Petrof1na)

‘ 3and

162 EMR NEP

vCanada’sslvulnerability-to external factors'in the petroleum‘

the

a domestwc emergency oil al]ocat10n system‘to oe made"

A

subsequent  to _ the  NEP, through™ the expandedo’

(1980) p.
163 -EMR NEP (1980) p. 7
(1980

164 EMR NEP



recapitalization'®5 of Petro-Canada, thereby allowing it to
pursue increased levels of expﬂoration- and deve lopment .

doseph‘ Camilteri wr1t1ng general]y about the expans1on of

state act1v1t1es 1n most western 1ndustr1a11zed.'nat1ons in

recent years, exp]a1ns that. .in  an interdependent wor 1d |
‘ dom1nated by transnat1onal 1nst1tut1ons (e”g | MNC’s) the
state is. forced to expand ats act1v1t1es in order to exert
control aver -the natjonal economyv and to‘ promote the.
”nationa1 Tnterestf"p | ‘ - ' |

In an " increasingly fragmented world economy, in
which the disruptive impact of compeling interests
1s<11kely to outweigh the "regulatory potential . of
existing institutions, states will find it necessary
"to’ acquires even  greater powers of econom1c‘
management in the defense ©of "national interests,”
. which may well involve supporting and extending~ the
- ~stake of domestic.capital in economic or territorial
.. 'spdces subject to the power of fore1gn states.” 166

REESAAN
\

What exact]y 1s the natlona] interest"? Liberal academics
- are fond of- us1ng th1s term to demonstrate the state actlng

in 1nterests other than. those of pr1vate capital, 'and hence
. \\to d1scred1t theA ana]ys1s' of thev Left HoweVer in
exp]a1n1ng state act1on regard1ng the design of the NEP and
the expans1on oF Petro Canada, it is argued in th1s~thesis'
‘that'alth0ugh‘the‘state claims these initiatiyes were taken

in the interests of the country as a whole (the "national

interest"), in fact, these policies 7serye primarily - to

© 165 In June 1981 it was announced ‘that Petro-Canada’ s common
‘share capital would be expanded to $5.5 billion from $500
million. See Globe and Mail June 23, 1981 p. B9
166 Joseph Camilleri "The Advanced‘Capitalist State and The
Contemporaary Wor id Cr1s1s in Science and Society Summer
1981 p. 149 . ' .

i
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impr?Ve the conditions of accﬁmujation for certain fractions
of private Canadian cap$tai. This does not.neces§arily meaﬁ
that the state only works direétly in the intereéfs of the
"bourgeofsie"J As is argued below,\thé "bourgeoisie” is not
a monolithic entity with identical intérests: but is rather
divided into many (often varied) fractions wifh d;ffehing
interesté, For examp]e, finance capitaj*is no dodbtﬁ pleased
with the current federél policy of high interest rates while
.industpia] capital s not;‘ Anotﬁer' example is that
'(thebreticél1yﬂ Fhé oil industry would prefer to sée the
wor 1d pr{ce for its oil, while.industrial<capitél (with oil
be{ng an~esséhtfa] input'in nghmgf their product%oh) would
prefer to héQe a price conéiderab]y lower ‘that the world
price.‘b7 Hence, due "to the non-mono)ifhic néture of the
bburgebisie, fhe state is forced to wofk (at times) against
the immediate interests of some fractions of capital. This
is precisely what has happened @ith’ ihe NEP, IWhich ‘WorRs
against the interests offforeign-owned-oil inierésts (and
e;en against small Canédianvqil companies), and 1h faqun of
large Canadian oil companies and bentra\'Canadian 1ndu§tria]
capital. In ééting in this manner, one can describe state

- action as relatively autonomous.

-

167 Of course, as was seen in the last chapter, this. (Tow
0i'l prices) has not béen'the position of industrial capital
for the ‘last two years. Because of the unrest-and slowdown
in many capital intensive energy projects in Alberta in
recent years, the CMA and similar organizations (for .
example, the Canadian Chamber of Commerce) has decided that -
higher oil prices would better serve industrial capital. .
N . . . S _ ‘

v .

-t
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The dominance of foreign controlled comqanteelin the
Canadian oil and gas‘sector not only raised‘ cohcerh_ over
~ their reliability at fsupplying‘ Canada s 'oil 1mport‘
requtrements. This cond1t1on also ra1sed concern that if the
Canadian price were allowed to r1se to the (now.doubled)A
.internatjohal level, th1s wou 1d greatly 1ncrease the .asset
value of ‘the (fore1gn owned) Canadlan companies and make
them even more 1naccess1b1e to ,tGBEOVeE‘ btos‘ by Cahadian;
interests. Furthermore, a significant increase in the.
. Canadian oi prtce would have ‘also ‘increased the ‘capital
flows out of the country'88 ‘and olaced even:greater ahounts
.of cash ih foreign hands which .wou]d have enhanced the
probab111ty of further fore1gn takeovers of Canad1hn assets
in other sectors of the economyi‘As will be seen in the next
two sectiohs,fthe'state’s,resoohee_to these conditions was
to expand- federal control over - the ehergy sector and to
increase Canadian ownersh1p of the o11 and gas sector This
is to be ach1eved both through an expan51on of the state o11

o

company and through the pr1§ate sector. Once ~again, a]though

the Canadianization aspects of the NEP demonstrate:the state

worKing directly, and even forc 'ully, in the interests of

particular_ fractions of Canad1a capital, state action to

expand itsv,control “over the oil\ and gas sector ,also

" illustrates ‘' the state acting in own interests, thus

demonstrating some autonomy in its actions. - e

168 The oil and gas sector was a]ready a. cap1tal exporter in
1979. '

-
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RENEWED CONCERN WITH FOREIGN OWNERSHIP

' Not unrelated to Exxon’'s actions of 1979 was the clear
intent of the federal government to reduce the level of
foreign ownership ~in the wvitally important o0i1 and gasi
“sector. Of course, as is evident from the discussion in

Chapter | 2, thisv was not .a new idea, as it has been . an
'objective 'of‘ the federal government to reduce foreign
contral in 0il and gas since at leasf 1973. But Exxpnfs 3979
actions ‘and the general retu%négto instability . in the
'intennationa} petroleum market mad% the objective much more

S o Conl " ‘ ,
immediate. The NEP clearly expresses concérn over the high
" level of foreign owﬁgﬁship and conthol in the oil and gas
fsecfbr._ C ‘ , "

Of the top 25 petroleUm;companies ih Canéda* 17 are
.more than 50 per cent foreign owned ,and foreign
-contralled, -and these 17 account for 72 per cent of

Canadian oil and gas sales. - This is a degree of

foreign participation -that would not be accepted--

indeed, simply is not lolerated-- by most other .

oil-producing nations. 169 ' 7 ' |

-
-

Furthermore,‘contihued foreign domination of the*\pff,; o

‘and gas sector would mean .ever /larger windfall . gafﬁg
“accruing ®to these companies in the ‘advent of.higheb;domestiC'n ~
‘_’éripes..-“ , B \ Lo

" The continued increase in oil and) gas prices. that
will occur means a further large foreign wealth-
transfer from Canadians to foreign shareholders. By
ignoring the problem: of foreign ownership in the

- past, Canadians have lost a significant share of the
benefits of having a strong resource base. 1f we
fail ‘to act now, Canadians will lose once again.t70 «.

169 EMR NEP (1980) p. 19
70 EMR NEP (1980) p.
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Indeed, one of the reasons why the federal govérnnmnt was
reluctant to allow the domestic price of 0il to rise in the
past was because of the enormous revenues that would have
accrued to foreign compahies, thereby enhancing their value
and makKing them beyond the reach of Canadian takeover bids.
171 The NEP speaks of the wurgency of increasing Canadian
~ownership, as if it is not done immediately the value of
these companies will be such that they are placed far beyond
the reach of Canadian capital.
Each year brings a further windfall gain to the
foreign-owned firms. The value of these firms and,
therefore, the cost to Canadians of securing control
over ° them, has increased three-to four-fold--
equivalent to tens of billions of dollars. A further
delay will put, the value of companies in the
" industry so high as to make the cost prohibitive,

leaving Cédpada with no choice but to accept a-
permanent foreign domination by these firms.'72

)

In addition to the federal government's concefn that
fhelhigh level of'foreign bwnership be reduced, and the fact
‘that higher domestip pricés were untenable given the
existiné levels- of foreign ownership, there were two other

‘prdblems with the high levels of foreign control in the oil

© " and gas sector that worried the federal government. First,

Canadian priceé approaching the world level would Have.
greatly increased the cash flow of the foreign-owned
companies and this wolld have, potentially, led -to: an

expansion ofbihyestméntsinto other sectors and hence further

. price increases would have created between thé federal
- ..government and the producing provinces (notably Alberta).
172 EMR NEP (1980) p. 19 '
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increased foreign control -of the economy Second higher
'pr1ces would almost certa1n1y have 1ncreased the flow of
capjtal out of the country thereby further deva1u1ng an

already weakened Canédian’dollar, As the -NEP po1nts out,

"the oil and gas industry; far  from drawing- in foreign

capital, has been a’ cap1ta1 exporter 173 It cont1nues:
The ,industry, in add1t1on to maintaining 1ts norma |
dividend . and interest” payments, suppor ted net
capital outflows abroad of $2.1 billion in.1975-79.
Some of these funds represented a peturn of  capital
to ~foreign owners; others represented new foreign
investments by Camadian companies. If dividends and
interest payments are added to this total, the total
out f low over the period 1975-79 becomes
approximately $3.7 billion. Dividends rose from $200
million a year in 1873 to $600 million in 1879. In.’
addition, the foreign parents have received fees for
technological, operating and managerial services.'7*

Furthermore, Lalonde has estimated that without the NEP
foreign dividend outflows alone could have reached $1
bi}]ion; by 1983. '75 It was largely due to the high degree

of foreign control in the oil and gas .sector, inloombination

"with the doubling of the world price of oil in 1979 and the-

added strain this placed on the federal government’s fiscal
capacity, then, that led to the Canadfanizatton thrust of

the NEP. Once again, in that the Canadiénzation thrust . of

the ~NEP- works against the foreign-owned oil cohpanies -

,(notably» through the PIP grants'7¢), one can observe the

state acting in a re]at1ve1y autonomous manner.. _.The

ph#]osophy that 1ed .C.D. Howe 'to declare in a 1952 Boston
75 EMR NEP {1980) b. 17

174 EMR NEP (1980) p. 17

75 Globe and Mail May 13, 1981 p. Bt

176 These will be examined below.
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speech_'fhai, "In Canada foreign'investors afe treated the
same as dome§tic investors" ﬁo longer remained true.'77
Hoﬁeyer, before discussing the Canadian{zation proposa]é
_contained in the NEP it ié first necessary to examine one of

Athe political factors-- the 1979 Libetral election. defeat--

©

5

which'léd to thg NEP.

THE ﬁ979 LIBERAL ELECTION DEFEAT AND THE SHIFT TO THE LEFT

. _AJthoughyitjis the;ppiﬁary argument of this thesis»that
the’ NEP can best be exp]ained by economic factors; if is
msevertheless important‘to note that the po]i}ica] also had
an influence on the design of Canada’s"la}est energy~policy.

In fact, it'ha§rbeén argued in some circﬁes that the .NEP was

a -policy designed’so]ely for political expediency in ordén

to return the Liberal party to power'. ’Thére ‘are serious-

<

problems with this argument; the most important is fhat'this
type of argument serVes only to simplify the numerous and

concrete factors which did inf]uenée ‘théA policy and to

trivialize the program itself. Thus, in this form it must be .

rejected. Yet the e]ectoral_defeat of the Liberals in 1978

no doubt did have anvimportanf influence on ﬁhe decision to

design a new, more nationalist energy pol{cy. There is

Tittle doubt that the 1979 defeat reflected a deterioration’

in the Liberal’'s position in industrial southern Ontario.

177 C.D. Howe; cited in L. Panitch "The Role and Nature of
the Canadian State" in L. Panitch (eds.’) The Canadian State
University of Toronto Press 1977 p. 18.

K
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stfategists attributed their election defeat. 78 As well,,

since their 1974 election, the Liberal party had become

increasingly conservative  in their economic policies. This

was most evideht in the high interest rate policy followed

towards the end of .the 1970s. Finally, the Liberals 1ost
ihportant groqnd to the NDP in the 1878 election, thjs Being
reinforced by.a'po11 released during the 1980 campaign which
showeq that the-LiberaJs:were‘continuihg to lose subpbrt‘ to
.the NDP. Hence, it is reaéonable to assuhe-that a new energy
- policy was concéived (in part) to recaptdre eléétoral

suppdrt lost to'the‘NDP. For by striking the emotional chord

of nationalism in the e]ectoratg, and by .attacking the

(politically unpopular) multinational oil companies, the
Liberals were certain to win some supporf. |

The fingt indication of{ihe Liberal’s pléns for a new,

‘nationalist energy policy can be observed in a speech

delivered by Trudeau in Halifax>on January 25; 198Q. This -

speech contained many of the-elements subsequent ly developed
in the .NEP, 1nc1udﬁng‘ a .commitment tqz{the expahSidn of

Petro-Canada: the Canadianization of .the oil and gas seétor;

‘a made-in-Canada energy price; exploration and deye]opmenf

~of frontier oil; and a reductfohvof Canada’s dependence"Oh .

oil as an. energy form by encouraging the substitution of

other energy sources such as natural gas.!'79 Mény of these-

.policies were popular with the é1ectorate,, and there is
178 |, Pratt "Energy: The Roots of National Policy" in
Studies- in Political Economy Winter 1982 p. 30.

179 IBID p. 30. : :
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little doubt that, %n part, electora] factors' did lead toh
the decision to make the promise to develop a new energy
policy part of“the Liberal’'s election platform. However, to
overly emphasize the contr1but1on of this factor in
influencing the design of the NEP would be a m»istake. For
one, this tends to underva]ue the importance which humerous
compe1{1ng economic factors (heavy foreign control of the
oi]b and gas sector, the high prof1tab1]1ty of that sector,
fiscal crisis ete.) had on the NEP. Second]y, one must not
fohget that it wae Clark and the Conservatives who made
energy the foca{ issue in the 1980 campa1gn by promising to
dismantle Petro—Canada,- increase the ’we11:head price of
domestic oil, and impose additiQnaﬁ heaVy taxes on energy-
consuhere. The LHbera]s simp]y.devised an alternative energy
po]fcyawhich suceeeded in winning«more,popu]af euppont than
that of the Coneervatives. And finally, as in the decision
to create Petro—Canada in 1973, the Liberals were Qnder no-
(immediafef politﬁcal compu lsion to implement their campaign
promises after being returned to power- in 1980. Campaign
- promises had been broken in the past, and with a healthy
majority in 1980 there was nO'(pélitieal) reason  why they

could not. renege on the1r 1atest e]ectora] prom1se to create

©a new, nat1ona11st energy polwcy Thus, a]though pol1t1ca]

‘factors ‘no doubt had an 1nf1uence on the design of the NEP
.1t would be unwise to exaggerate the1r 1mportance
In turning now to analyze the energy program that

emerged with the Liberal election victory -in 1980, the next
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section will examine the central component of‘thé'NEP—- that

B

of Canadianization. o

- CANADIANIZATION . - e

There is little doubt that the objective of

Canadianization‘is&at the heart of the NEP. As the document-

states:

greater Canadian ownership of the o0il and gas
industry in this country is a clear objective of the
Government’'s peplicies. It is time that more of the
considerable increase in the value of Canada’s«
petroleum reserves, occasioned by international
events, accrued to Canadians.18©

And despite industry hysterics that "Canadianization equals
nationalization", it is the argument of this thesis that, on

the contrary, the NEP is a policy  ‘intended primarily to

‘benefit Canadian ~cgp+ta]--\firmsvsuch'as Stelco) Seagrams,;

Dome Petroleum and NoVa: An Alberta Corporation;'As the NEP:

states,
. f,
Canadian firms not yet involved in this sector will
be encouraged to enter. There will still be an
important place for foreign owned firms. Canada will
remain open to foreign investment and skills. Owver
. time, “however, -  Canadians-- companies and
"individuals-- will.- become the major.actors in the
petroleum sector. 81 : '

One of the most compelling pieces of evidence which helps

explain why the state- wants to increase the Canadian

presence in the oil and gas sector is precisely because it

has been the mdst'pbofitab]e sector of the economy for the

180 EMR NEP (1980) p. 48
181 EMR NEP (1980) p. 1857 .

‘
. -
B /N\I(



| | 119

This is illustrated in Table 4.



TABLE 4
\

RATE OF RETURN(1) FOR VARIOUS INDUSTRIES

Shareholders’

oo, BWNY — -

(0 o] H OO N

Equity
1872 1875 1980 1972
) Manufacturing © 11.0 13.3 15.0 8.
) Mining 5.9 -10.0 19.1 4.
) Other Non-Financial 11.5 12.1 13.2 7.
) TOTAL NON-FINANCIAL ' ‘

. (excluding petroleum) 10.5 12.4 14.9 7
) Petroleum 10.4 16.3 21.4 8.
). TOTAL NON-FINANCIAL

(including petroleum) 10.5 13.0 16.4 7.
Notes:

(1) Shareholders’ equity is defined as the total of
shareholders’ capital, retained earnings and other .

surpluses.
less current Tiabilities.

Source: Petroleum Monitoring Agency Canadian Petroleum

Industry 1980 Monitoring Survey Table 1.5 p. 11

Capital

Capital employed is defined as total assets

120

Employed .
1975 1980
10.3 11.2
7.2 13.5
8.8 9.2
9.3 10.7
12.1 -14.0
9.7 11.5

paid ‘in
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This table illustrates that petroleum industries had the
highest rate ’of‘return measured agaihst both shareholders’
quity and capital emp1oyéd, throughout the 1970s. As will
be.seen below, by making this sector even more attractivé to
Canadién capital (fhrough incent ive 'grants distributed 6n\

‘the basis of Canadian ownershjp, Canadién ownership and
- control requirements and the Canédian , procubemént
regulations found iani]l C-48 , the state is working in the
1nte;ests of both (Canadian) industrial and large oil
capital. |

The NEP contains two basic mefhods designed to promote
Canadianization-- indirect state aid to private capital
(such as the PIP and Canadian procurement regulations), and
direct bub]ic means (Petro-Canada, the Natural Gas Bank éhd
the National Energy. Board). I will first examine the direct
" methods.

In'justTFying the decision to increése “the leyelv’of
state participation in‘the oil and gas sector,’thevprogbam'
reflects the governmeﬁf’s belief that, because of past’
generous ‘tax incentives to the ihdustry; the conqﬁmer‘has a
right to benefit more diréct]y through state paﬁticipatﬁon
from Canada’s abundance of oil and gas wealth. |

The industry owes much of its .prosperity to cash
flow and incentives provided by Canadian consumers

and taxpayers, few of whom are in a  position to
share in the benefits of industry growth. | =t
Canadians, the only way to ensure that they d:

in the wealth generated by oil, and to have a

companies exploiting that resource, is to ha
companies that are owned by all Canadi:



122

companies like Petro-Canada.'®?
In addition to improving the benefits to the consumer (and
private capital)l by its direct presence, 83 the government
also (95tensib1y) inteH@s to use the state o0il company to
aid smaller Canadian oi combanies-- primarily through joint
ventures. This has long been an objective of the Liberal
govefnment as can be discerned from the following exerpt
from Prime Minister Trudeau's December 1973 - .speech . in the

House of Commons in which he announced the ‘government’ s

decision to create a state oil compaﬁy. '
It will in its joint ventures, attempt to involve
smaller Canadian-controlled . firms which currently
find it difficult to sustain costly and Tengthy
development efforts. It will thus ensure for
Canadians a more significant role in the development
of their own resources. 184

A]though ‘ V1rtua11y all joint venture projects between

Petro- Canada and Canad1an companies have thus far occqrred

A‘w1th1n Canada, it is also 1ntended that they be puréued in

fore1gn projects. As Joel Bell has stated,

o Petro—Canada may well-be able to play a usefu] role
taking a "piece of the action" in foreign deals and
involving as many Canadian. participants:(in both
\nvestment and service roles) as possible. This

. coutd be an opportunity for Canadian independents

that they might otherwise have difficulty obtaining.
185

However, after an ~examination: df'.Petro?Canada’s joiht
182 EMR NEP (1980) p. 20:

183 for example by 1ncreas1ng frontier explorat1on and
deve]opment and hence {ultimately) speeding up the date for

" production to beg1n on the frontier. More will be said about

this aspect of Petro-Canada’s operat1on below.

184 P.E.. Trudeau. House of Commons Debates December 11, 1973
Session Par11ament p. 8482 ,

. '85 cited in Marsha Gordon Govennment ln Business C.D. Howe
; Inst1tute 1981 p. 96
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ventures to date (all with large companies), it would appear
that the »fedefal'government’s ostensible dedication to aid
small Canadian oil capital involves mostly rhetohic and
little action. 186 |

To date virtually all of Petro-Canada’s expenditures
have been spent in joint venture projects, many of these'
being of a re]étiVe]y high-risk nature. One of the ma jor
reasons explaining Petro- Canada s willingness to enter into
re]at)vely high-risk projects, such as the Syncrude Project
and exploring the frontier, is that governhents are:

often more willing than some private investors to
enter into high-risk projects and to adopt a

long-run horizon-- a willingness to wait several
years before prof1ts ‘are made and a willingness to
re-invest all of  the early profits rather than

requiring dividend income. '87
There are not'-the’ same demands on state compan1es for an
immediate prof1table return on the1r 1nvestment as there are
on pr1vate compan1es This expla1ns pr1vate ‘capital’s heavy
concentration of its.resources in the more prof1tab1e f1elds
in A]bertaJ This also exp]a]ns ‘why the state (thnough
Petrohcaneda) has ihcreaeed‘ité in?eétment on the ‘frohtjer,
-white ‘ pri?ate - capitet’s 'ihveetment »in‘ that ‘area has
declined. Furthermore, the state often acts as a tast resort - -
partneht This occurred in t9%4 when Atlantic Richfield
_CahadaALtd pulled out of ‘the‘~Syn¢hude ‘project. With no

other 1nvestors w1111ng to invest, the goVernments of Cenada

186 More will ke said about the impact of the NEP on smal]
Canadian oil companies below. vt
187 Foreign._Investment Review pub11shed by the Fore1gn

Investment Rev1ew Agency Spring 1978 p. 13
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(15%), Alberta (10%), and Ontario (5%) supplied the required
capital.
With the rising risk and soaring costs of many
projects-- notably resource-development projects
that require large amounts of capital, « new
technology, or the opening up of frontier areas--
the equity partlc1pat1on of governments may be
vital. Governments may, in fact, be the last’ resort
for completing the equity.- funding of certain
projects.'88 : ' ~
Hence this type of state action (direct state participation
in the productive 'process) becomes‘ imperative in
contemporary capitalism 1in .order to ensure the survival of
capita]ism.

Besides promotihg the local acéumulation of bapita[Jv
what other effects hés the presence of Pefro-Canada_’héd on
the accumulation process? Theoretically, 1if the state
company emphasizes profit-maximization and therefore acts
much 1ike a private company, there would be little Change in
the ;acéumu1étion process, - except’ perhaps to encodrage
capital to remain withinithe coUntby.‘Bé For example, the

- state oil company would. not pay dividends to foreign

- share holders and 1t could ﬁa1se all of 1ts requ1red cap1ta1

1nterna]1y However,.\1f the'.company raises Cap1ta1 on
private money,markets,'as Petro-Canada is currently doing to
finance part of its receht_takeoven'of,Petrofina,' it _might
not"even do this. It is also true'that in some aspects of

its behaviour Petro-Canada does'depart from that of private

188 IBID p. 13
189 This would happen if the company pursued a buy- Canad1an
" policy.
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«
capital. éslwas. noted in the previous chapter, 60% of
Petro-Canada’s exploration budget is spent on the frontier,
against an average of only 10% for the 1ndustr¥ as a whole.
This certainly, in the short run, reduces PetrQ Canada’s
profitability. However, whether or’ not this acts as a
'barfierlgto capital accumulation 1in the longer term is
difficu]t to predict. ; | |

~ Another ' question that can  be raised ' regarding
Petro-Canada is whether or not it has 1ﬁbany significant way
altered the brevaf]ing (capitalist) relations of produetjon;
.Although the state has significantly expanded its presence4
in ,the -oil and gas sector since 1976, and further expanded~
it under the NEP, itkis-hevertheless tnue that in-no way has -
this"fpndamentally a]tered fhe' Capfé}list/ reWatjons of
B preductiOn.?The industry continues to be heavj1y dominated\
by private Cap{tal and the markef\meghanismjof exchange hasé
: dot. been modified. Furthermore,. boftom—line | thinkidg'<
-predom1nates within Petro- Canada (although it 1s by no means/f
1ndependent of Cabinet directives which have been used for
example, in 1879 when Petro—Canada_was~ordered to negotiate
state-to-state qi] deals with Mexico). As well, there is j86~
evidence that labour has any input ihto the running of the
T company, ner does Petro-Canada treat its = labour any
differently than a pr1vate ‘company lF1naHy, takeovers have
beeh eenducted as they would be by a#y private firm (i.e.A
fhere have been‘no natipnalizations). Clearly, Petro-Canada

has not been created fundamentally to alter the"prevai}ing

[}
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capitglist relations of production but to reinforce them.
Duvall and freeman write in reference to this that,

State ownership represents an effort to correct or
overcome inadequacies in the functionings of the
private sector, for the society, rather than -an
effort to transform social relations of production
within the society (that 1is, class relations)...
state ownership 1is carried out, for the most part,
according to the rules of the game of the capitalist
system. To a great extent, ehterprises are acquired
and/or established via standard capitalist routes
(such as equity financing), operated as firms in
private sector markets, and evaluated, in part,
according to captialist evaluative criteria (such as
profitability or return on investment.) Labor, then,
is employed by the state; it is not a joint owner of
social enterprise through the state. 190 P

As has been emphasized above, this does 'not mean that
Petro-Canada operates in eXactiy the same manner as\ a
private company. Clearly there are some 'imporfant
differences. What has been stressed is that .tHe “basic
capitalist relations of productioh in(the petroleum sector
have not been fundamentally altered, . |
4There are two other direct instruments (in addition to
“FIRA and-Petro-Cénada) which the government intends.ftq use

to promote Canadianization. The first is the new Natural Gas

Bank. The NEP states that: ‘ 5 |

This Gas Bank will be prepared to purchase from
Canadian-owned and Canadian-contrglled firms gas
that c¢annot find markets; to enter into joint
venture operations; or to provide production
loans. 191 o

This' type of state ’aqtioh, again, direct}y aides private"

190 R, Duvalliand J. Freeman op. cit. p. 104 .
191 EMR NEP (}980) p. 42 : '
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»
Canadian capital.'®? Another federal institution which will
be used to promote Canadianization is the National Energy
Board (NEB). It will examine Canadian ownership levels
before approbihg export app]ications.‘}n reference to this
the NEP states that:

The Government of Canada would prefer that in
granting such Jlicences, the Board would give
preference to Canadian-owned and Canadian-controlled
firms. 193 '

\
The other major\\(indirect) instruments developed to

A

' encourage greater Cahédian participation in the oil and gas
sector are the Canadian procurement regulations and the
Petroleum Incentives Program (PIP)i The institution of this
incentive system marK§ a signifiéant éhange with past
-incentives such as super-depletion’94 and earned depletion
which had ;nadvertenﬁly led to greater advantages accruing
to foreign .rather than 'Canadian \firms, in the industry.
Lalonde, speaking to Canadian and American financiers jn New
bYork, igdicated the inadequacy of the former incentive
system:

Even as ’'Canadians have been gaining confidence as
risk-takers in the oil and gas business, it has
become painfully evident that the odds have been
stacked against them. Incehtives in the Canadian tax
. system to encourage exploration and development have
worked against newcomers to the business in favour
of the largest petroleum companies. They have had
the greatest amount of taxable income against which
'92 It should be noted that with the NEP Update, released in
June, 1982, the Gas .Bank has been dropped.
193 IBID p. 50 _ '
794 The super-depletion allowance provided that all
expenditures in excess of $5 million spent on wells drilled
on the frontier would be deductible from income tax. The
provision for super-depletion expired on April 1, 1980.
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to offset a generous array of deductions. Most of
these companies are fo?gggn owned. An overhaul of
the incentive system was Tong overdue on the grounds
of simple fairness.'95

Moreover " the old system d1d not encourage fore1gn firms to

enter into joint ventures with Canadian companies. Thus, as

Lalonde has expla1ned _ o
The phasing . out . of the incentives to the
foreign-owned companies was put in the energy
program to allow those companies to turn around and
find Canadian partners _and .to bring Canadian
ownership into their compan1es as they ex1st at the
present time. 196

By' 1nst1tut1ng the PIP, firms with a Canadian ownership

rat1ng of at least 65% (and which can prove' that their

Canadian ownership Jlevel has 1ncreased by 2%/year unt11‘%t

reaches 75% by 1986); qua11fy for cash grants of 80% of

" their exploration expenditures on the Canada Lands and 35%
on orovincial lands, and 20% of their deve lopment
expenditures on both federal and provincia] lands between
1981 and 1984. Those companies with 'a Canadian ownership
level of 60% (and which raise theiricenadian ownership level
1%/year to 65% by 13985) qualify for grants covering between
35% and 50% of their expjoration expendi tures on federal
lands between 1981 and 1984:énd between 0-15% on provincial
- Tands in the same period. Grents‘ for development
‘expenditures are 20% on federal lands and 0-10% on

provincial lands.'?7 Table 5 illustrates how the incentive

195 Globe and Mail November 27, 1980 p. 5
196 House of Commons Debates" October 29, 1980 1st Session,
32nd Par liament p. 4251

197 EMR NEP (1980) p. 40 and Edmonton dJournal February 17,
1981 p. C1 ‘

4
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scheme works. ‘
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TABLE 5
Incent1ve Payments as a per cent of Eligible Expend1tures
o COR Levell1)
1 2 3 4
CANADA LANDS
,Exploratfoh .
1981 . 25% . 35% 65% - 80%
1982 . 25 : 45 65 .80
1983 4 25 45 65 - 80
1984seq 25, | 50 . 65 80
Development . E
1981 - -- 15 © 20
1982 ' -~ 10 15 : 20
1983 : .- 10 - 15 20
"~ 1984seq -- 10 15 20
PROVINCIAL LANDS : -
Exploration '
198 1 - - 25 35
1982 : -- 10 25 . 35
1983 L= 10 25 35
1984seq -- 15 25" - .35
Development(2) : _ :
1981 . - - 15 20
- 1982 -- 10 . 15 - 20
1983 -- : 10 15 20
1984seq -- 10 15 20
\\\Noies:' |
(1) COR-levels are as- follows: Level i-- less than

50% COR.. Level 2-- 50% plus COR. Level 3-- 60%
COR in 1881, increasing 1% per year to 65% by . :
1986. Level 4-- 65% COR in 1981, increasing 2% per
year to 75% by 1986 : :

A 4
(2) These same grants are ava1lab1e for qualified casts
in respect of non-conventional:and tertiary 01} a
projects and fg%%Grude oil upgraders.
(3) Canad1an ind¥Widuals are deemed to have Level 4 COR.

.Source 'Robert D. Brown; . "Canada’s National Energy Policy"’
in The dourna] of Canad1an Petroleum; January-March 1981;
Tab]e 3. : '



131
It appears certain that the PIP;'inAcombination‘wjth
the phasihg out of the earned dep}efiqn~_a1lowance for
eXp]oration exbenditures outside.the»Canada Lahds to‘Zd%‘jn
7982, 10% in 1983 and zero in 1984 and ‘the elimination of
depletion allowances for e*pendithres on Conventfonal'oif
and Qas developmeht’gﬂ, will undoubtedly increase lCanadian
participation —in the il and | gés, sector . lﬁdeed,
Qevelopments within the industry in the first' year of the
program indicate that Canadian%zation is proceeding rapidly.
199

Despite the disCriminatofy nature of the PIP the
T " _ ,

federal government does want and need foreign capital. With

the capital .required to finance the deve lopment of the

heavily capital—jntensive‘oil and tar sands _projects, the
. ’ . ’ 5 .
Beaufort Sea programs, and the pipelines and  tankers

necessary to transport the’oil_and natural gas from these
prbjects (especially in the Arciif) to market, estimated to

be in the hundreds of billions dollars over the next

decade, the government recognizes the need for foreign
capita].vThis was stated by Lalonde the day after the NEP

was released:

188 EMR NEP (1980) p. 39 o
189 The Financial Post estimated that as of July 1981 $6.5
billion had ‘been spent on takeovers of oil and gas companies
since October 1980. The Financial Post July 7, 1981 p. 2.
Most recently the Ontario government. has. announced .that it
will purchase a 25% interest in Suncor, with the option to
purchase a further 25% interest in the .future.
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Our purpose is not. to drive out all foreign
companies by any means. As a matter of fact; ...the
incentives for tarsands -and heavy oil continue,
including incentives for foreign companies.?20°

Thts same attitude bhas been repeated' by the (former)
. Canadtan Ambassador to’ the“U.Sr. In a Washington, D.C.
speech in Ootober;1981, Peter Towe emphasized that 'the otj
and gas sector will require significant foreign inves tment

over the next .decade:
Our 1investment needs in the oil and gas sector and
for development in other sectors will be enormous in
the next decade and beyond. We cannot meet these
needs from our own resources.:.. fForeign investment
.is needed and welcome in Canada, provided it will’
benefit Canada as well as the investor.20!

The final method through which the goVernment»intends'
“to encourage Canad1an1zat1on is through 'spin offs and

str1cter - Canadian procurement standards. A1lthough the heart

)f

of these regulations: 151to be found in B111 C-48 wh1ch ‘has

>

not yet been flnaT1zedJ pre11m1nary statements of the
government s intent .can be found in the NEP. It states that,

‘The Nat1ona] Energy Program also opens substantial
new opportunities for Canadians. in sectors other
than energy. Energy-related . investment will have -
spin-off effects that will stimulate the  overall
level of economic activity and foster rap1d growth
of businesses across the country, providing goods
and services to the energy industry.202

Again, in tegis]ating Canadian procurement regulations .the .

state is working in the interests of private Canadian

200" House of Commons Debates Dctober 29, 1980 '1st Session
32yl Parliament ‘
20t {Peter Towe "Canada’s National Energy Program”;
Washington, 0.C.; October 20, 1981, p. 10.

202 EMR NEP (1980) p. 105 . :
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capital. 203
- Having noted. the mechanisms thaeugh \ which
Canadianization viS"tO{ be enhaneed, one must -ask how -
successful these instruments have ‘been in increasing |
Canadian content in ‘the oil and gas industry in the 22
months since the release of the NEP. The most immediate
response to the NEP came ‘in February 1981 with Dome
Petroleum’s creation of Dome Canada, thereby allowing _Domea
to qualify for the maximum PIP grants. Other. significant
enanges have involved bome’s aequisition of Hudson' s Bay,Oi]
. and Gas from Conoco, Petbo—Canada'sataKeerr of Petrofina,
CDC 0i1l and Gas's taKeoyen of Aduitaine, ‘and the Ontario
government’s acquisition  of f 25% of Suncor’, ‘Indeed'
Canad1an1zat1on had progressed e} successful]y by the end of
1981 that Marc Lalonde recently stated that if the present
pace of Canad1an1zat10n’ continues, the target of 50%

.Canadian ownersh1p in the 011 and gas sector would actua]ly
.be exceeded by 1990. 204 Canad1an1zat1on also seems to be
hav1ng‘ a pos1t1ve ‘effect in the area of spinoffs. For
exampTeglGulf Canada ResoUrces'recent]y awarded $111 million
in eontracts‘ to Canadian ERtByaEde'for the construction of
three vessels for its Beaufort Sea drilling progf‘am.zo5 Ofy
course, the heart ot the legislationl for sp*hfofﬁsffand
Canadian procurement requ1rements is contained in 811] C-48»

203 More W111 be said about the potent1a] 1mpact of this
aspect of the NEP in Chapter 4,

204 Marc Lalonde ‘in an October 1981 speech at the Un1vers1ty
of Alberta; Edmonton, Alberta.

205 Energy Analects; December 4, 1981; p.,6.



134
.
which will be dealt with in the followingAchgpter; However ,
it ban be noted here that the provfsion of,Canadian‘ contént
‘regulations is further evidenceu of the State acting to.
benefit bFiVété“Céhédian capital és it is-they who diﬁeétly
~ benefit from such policies. | |
 One final issue which should be raised at this point
concerns the -extent of the_gbvernment’s commitment towards
Canadianizatioh; Was this policy designed solely for the oil
and 'gas Sectbr, or was it to be broédly applied to other
‘areas of the energy sector, and ‘indeed perhaps to other
-~ sectors of 'the economy? It is possible that the policy of
Canadianizétion was to be>app1{ed tovother sectors of the
economy at one time, however ft now appears that-this is
unlikely. Thié is evidentAin numerous govgrhment documents
and _speechéé by both Trudeau and Herb Gray. In May, 1981
Gray had §fatéd before a Commons committee that amendments
.wére’ being hade» to the Foreign Investmgnf Review Act.
Howevér,j by December the Qo?ernment ihad ‘lbécked off :
noticeényJ' In reference to the Foreign Investment Review
Agency (FIRA), Gray has recently stated that,
| We ;ére carrying- out a review of administrative
procedures to establish what changes =~ may be
warranted on the basis of the first seven years’
experience with this program. But note that this is
a review of the administration of the act, not the

act itself.z208

Furthermore, the 13880 Speech from the Throne had promised to

— e - e e e e - -
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strengthen FIRA.207 However, this promise has also been
rescinded. In a document released simultaneously with the
1981 budget, "Economic Development for Canadd in the 1980s",

it was stated that:

® ,
In the Speech from the Throne in the spring of 1980,
reference was . made to three specific measures, two
of which involved changes to the Foreign Investment
Review Act. For the ‘time being, no legislative
action is intended on these measures until progress
on the major initiatives already undertaken by the
government has been assessed.?208

It has .also been clearly stated that Canadianization
will not be applied to other sectors ‘of the economy. The
document referred to above states thisrclearly:

The special measures being applied to achieve more
Canadian ownership and control of the oil -and gas
industry are not, in the Government of Canada’'s
view, appropriate for other sectors.20¢

The former Canadian Ambassador to the U.S., Peter Towe, has
also refuted allegations that the NEP is 'a prelude to
similar types of government programs in other sectors:

The Canadian Government’hés dealt with energy as a
special case. Special because of the threat that the
instability of world oil supplies and prices poses
to our economic security. Special because of the
very high level of foreign participation in Canada’s
oil and gas industry.2'° ' ' ’ ‘

- The most - recent indication that kthe nationalism

207 This would be accomplished through performance reviews
of large foreign firms, publicity about foreign takeover
proposals, and government assistance to Canadian firms
wishing to compete in takeover bids.
208 Government of Canada; "Economic Development. for Canada
in the 1980s"; November, 1981; p. 13. >

209 IBID p. 12. g : .

210 P. Towe; "Canada’'s National Energy Program"; Delivered

in Washjngton, D.C.; October, 20, 1981; p. 7.
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' “} ,
of the‘e¢onomy,.or other areas of the(energy sectors, can be
obsefved in a recently released fedééal‘discussion paper' on
mingraTi policy. It clearly states that Canadiah'ownership

 targets will not be established, nor will tax incentives

discriminate against foreign-owned mining companies. 21!

WHO‘WINS, WHO LOSES?

Overall, the significance of state agtidh to directly
encourage private Canadian capital to participate' in  joint
véntures (both with the state oil company and with foréign
~companies forced to farm—oﬁt portions of their acreage to
meet ' Canadian content Eequirements) is that it demonstrates
thebstate working actively and directly to ehhance the local
accumulation of capital. This is so (theo#etica]ly) even for
the small Canadian oil companies which have thus far not
been able to take advantage of the 1ncentives (for example,
'super—depletibn) offered for frontier exploration. 212 Yet
it is ironic that it has been precisely these small Canadian
,companjes which‘havefbéfn among the most vocé] oppbnehts of
" the NEP. Independent Petroieum Association of Canada (IPAC)
‘President Earle Joudrie complained that the NEP is,
soh bad, So‘ ill- conce1ved that it will. founder
because it is a disaster for the country,

We believe the National Energy Program to be a

ma jor government intrusion into the private sector,
a disaster for our industry and a tragedy for

211 Globe and Mail; March 9, 1982. '
212 gee Budget Papers 1880 Department of F1nance (October
28, 1980) p. 87 ‘
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Canada, 2'3
Canadian Hunter of Calgary President John Masters has
registered one of the most vehement condemnations against
the NEP,

It is the filthiest thing I have ever heard of... it

maKes me sick to think of going around town trying

to figure out who has been hurt the most and trying

to buy them out. It's 1like the Nazis sending

Brownshirts out to break the windows for the looter.
214 _ o

In bartiCU1ar, the Canadian o0il companies have reacted
against the 25% back-in granted to Petro-Canada.‘ the
(initially) 8% (now 16%) Petroleum and Gas Revenue Tax
(PGRT), and the Incremental 0il and Revenue Tax (IORT). In '
reference to éetr01Canada’s 25% 'carried interest, Joudrie
~stated that: "This retroéctive penalty against every company
whfch has undertaken the high-risk, high-cost exploration
work to date is confiscatory."2's In addition, the Canadian
independents reject the 16% (effectively 12%) PGRT which
they claim has reduéed their cash-flow by as much as 25%.
There 1is considerable. justification to this grievance, as
the PGRT ié a tax only on production income, and thus only
von the wupstream source of revenue. Since most of the
Canadian‘ independents are non-integrated firms with no
ﬁrofit-making interests in downstream activities such as
.petro-chemicals or.retai1ing, this téx hurts them relatively
more than it does thellarge integrated companies. dJoudrie
has argued that, |

213 Globe and Mail March 11, 1981 p. B7
214 Globe and Mail November 6, 1980 p. B1
215 Globe and Mail January 15, 1981 p. B2 -
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The federal government has stated, and indeed
insists, Ganadian owned o0il and gas companies are
beneficiaries and the multi-nationals are the
victims. That ‘is simply not factual. True, the
multi-nationals have been penalized; but we have
become the greater casualties of the policy. More of
these benefits we can do without.?'¢
Yet the dovernment. claims that the frontier cash grants
of fer éonsiderab]e' incentives to tHe small - Canadian
cohpanies to explore onbthe Canada'Lands. However, it would
appear that due to the enormous technical difficulties
'éssociated with frontier work where oi}vis far from easily
accessib]e; that the expense required to explore, much less
.produce oh the frontier.is %ar too great for small Canadian
companies, even taking into account the incentive graqts.
Thus, due to the heavy 1eVels of taxation_and the fact that
frontier incentives‘are, {n effect, beyond the‘ reach of
small comﬁanies, the NEP serves to. work against Fhe
1nteresfs of the small and medium sized (Canadian) gl
companies. |
A number of the smal]findependents have expressed their
discontent by increasing their exploration activity in the
U.S. .and’-reducing Canadian exploration. qu example,
Northstar Resources Ltd. .of Calgary, a Canadian‘company,
announced its intention to increase the ,peécentage of_ its
1981 eXploratibn budget spent in the U.S.. from a pre-NEP
projection of 40% to 75%.2'7 Plans have also been made by
Canadian'members of IPAC to reduce their spending in Canada
by 33% in 1982 and 41% in 1983 from their pre-budget

216 Globe and Mail January 15, 1981 p. B2.
217 Globe and Mail August 4, 1981 p. B10
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forecasts, whi]ét increasing their spending in the U.S. by
70% in 1982, and 88% in 1983.218 Recently, the independeﬁts
havegy lobbied the fedgraltand Alber ta gévernments to have the
" New 611 Referencg Price "rolled ~bach for companies
producfng léss than 1;000 barrels pef day so that it applies
to oil discoveredbsihce April 1, 1974.21% The group also
wants a “small producers’ tax credit” which would é*empt'
producers from provincial and federal taxés unt i their

product jon va]ues,reabh a threshold of $500,000 a year’ 220

- From this Eesponse (and evidence presented below) it is

1Fonic to note that although the NEP . may well reduce the
1ey¢1 of foreign ownership .in the bii and ga§ secton, ft

~will likely replace foreign concentration ' with 'anadian
concentration of a few firms."Ogtensib1y the'NEP'§ objective

is to aid all Canadian cémpanies, irréspep{ive .oF. size.

However, all evidence thus faf‘indicateslghaf (as concerns

oil_cabital), it is primariiy aiding. a feQm Targe Canadian
companies such as Petro-Canada, Nova, and Dome Petroleum,

the Tatter being abcompany which ié heavi1y concentrated on

the frontier and which will reap maximum gains from the cash

incentives of ferred for frontief é*bloration and

development.‘v221 4

218 Colleen Taylor Sen "Canada’'s National Energy Program: An
Update" in Energy Topics (Supplement to International Gas
Technology Highlights) March 30, 1981. ) ' :

218 The world-level price currently only applies to
discoveries made since January 1, 1981, ¢

220 Edmonton Sun; January 17, 1982. o

221 Dome currently has 7,000 b/d of production which .
qualifies for the New Oil Reference Price, and company R
President Bill Richards expects this will increase to 40,000
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\

221 Evidence for this arguhent lies in the fact that most of
the takeovers since the NEP have involved relatively few
companies. Dome Petroleum has acquired 100% of - Hudson Bay
0il and. Gas from Conoco of the U.S. (at a cost of $4.8
| billion), increasing its asset value toA approximate1y $6.0
pil]ion, and mgking it the second largest oil company (in
terms. of assets)\\in Canada. 22?2 Petro-Canada took over
Petrofina of Belgiﬁm, Sulpetro acquired Candel 0il, and CDC
0il and Gas took. over Aquitaine of France._ W%th fhe
exception of Sulpetro,'alT.of'these firms taking over other
companies are major Canadian oil and gas companies. As of
July {981 Canadian firms had spenf $6.5. billion buying out
fbreign oil companies, but less than $1 billion of that has

involved firms other than Dome Petroleum, Petro-Canada or

the CDC.223 Furthermore, the Presidents of both Dome and\

- Nova have strongly endorsed the Canadianization thrust of \V

the NEP. This is evident through Dome Petroleum’'s creation
‘of Dome Canada which gives Dome the éanadian ownership it
requires tofqualify fqor the maximum incentive grants. Nova's
President, Bob Blair has also supported the NEP, stating
that his'compény."is happy to be i{h the forefront"224% of
Canadianizingb thev,oil' and gas ‘Endustry. Blair has also
indicated;that.Novafs subsidiary, Husky 0il, 1is "on the
proWl to take -over 'a‘ 1arge, ‘Foreign~owned petroleum

P I S

221 (cont’d)b/d by 1985.. Edmonton Sun March 11, 1882.

222 The .largest oil company s Imperial 0il with assets of
$8 billion. .

223 Financial Post dJuly 7, 1981 p. 2

224 QOctober Summer 1981 p. 23

\
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company,”.225 It should also be noted that Nova, as a major
gas producer, will also benefit in general from the off-oil
policy continued in the NEP, and in particular from the
extension of the gas pipeline228 to the Maritimes.

From this evidence it would appear that, despite
intentions to the contrary,227 thus far the NEP has resulted
in an increase in the consolidation and concentration of a
relatively few Canadian firms in the oil and gas industry.
Wendy ' Dobson speculates about this possibility in "Canada’s
Energy Debate":

" The- poss1b1]1ty that a few large Canadian firms will
take over the foreign-owned companies is not to be
ruled out, however-- but such a possibility could
also mean that foreign control will be exchanged for
“increased Concentrat1on by Canadian firms.228

W1th!the way th&~1ykeovers have proceeded since the NEP it

‘) IN

&

would appear ”!%E‘*h1s is 1ndeed the case.

Another maJ interest to-benefit from the ‘New energy

policy :+is large ‘central Canadian capital-- firms such as

Seagrams wh1ch has a reported $4 b1l]1on on hand and is

8}

prepared to invest in the energy sector, Ppwer Corporation,
and the Argus Corporation. Paul DeSmarais, chairman ef Power
Corporation has endorsed the Canad1an1zat1on obJect1ve of

the. NEP, as 1t gives us an opportun1ty to invest in the oil

225 [BID p. 23

226 in which it holds a 50% interest.

227 EMR NEP (1980) p. 51

228 .Wendy Dobson "Canada's Energy Debate" C D. Howe
Institute 1981 pp. 31-32 ,
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| and‘ gas business."228 [n thei lest three years Power'
Corporation - (through its subsidiary Consolidated-Bathurst)
‘has invested almost $150 million in Western Canadian energy
projects. 23°.Receot1y;‘in April 1981, Consolidated-Bathurst
bought a 20% inferest'in Sulpetro 011 Companyvof Calgary.
Another central Canadﬁen inferest to gaio from the 'NEP ;is’
the Argus Corporation;'owner“of Noroen Energy Resources Ltd.
231 Norcen has'”applaudeo the government’'s intent to VoEeate
more incentives end opportunities for Canadian « ompanies" on
the frontier.232 Norcen's President, E.o. Battle. seys tHat
the front{er exploration grants, "will pe-mit us to  spend
sevefal hundred million dol]érsd/a year mors on this
area."233 Furthermore, Argos’ Chairmar . Conrad Slack has
recently indicated‘that he is hoping for “"a possible deal
with a major oil company” that would s« il its Canadian
operations 234  This . evidence indicates that Jlarge oil
capital and central Canadian 1ndustr1a1 capital ‘are to be
the major benef1c1ar}es from the latest energy policy.

| In essessing this outcome, one finds that although the
state does maintain some degree of autonohy in its actions,
the degree to which certain fractions of Canadian capital
stand to gain from the NEP indicates that the‘state,
ultimately, acts primarily in the _intfrests of private

229 cijted in-October Summer 1981 p. 2f i
230 IBID p. 21 :

231 Norcen, being 75% Canadian owned, qua11f1es for the
maximum federal incentive grants.

232 QOctober Summer 1981 p. 27.

233 Globe and Mail April 16, 1981 p. B3

234 cited in October Summer 1981 R 22~‘

«../w)
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capita] As Miliband argues 1neuexb]aining the Cencept‘ of
re]at1ve autonomy’ : | i
it (relative. auienomy) s1mp1y cons1sts in the degree -
of freedom which the state (normal]y meaning in this
context the executive power) has in determining  how
.best to serve what those who hold power conceive to

be the ’national interest’, and which in’  fact
involves the service of the‘1nterests of the ruling

" class.?fs

vFina]]y, there are three addifidna] interests Whiehf
gainf‘coﬁsiderably from the NEP: the governments GTACanada
apd A]Berta, and consumers . John Hel]iweil and R?bert McRée
Have demonstrated in a recent analyefskef the effects of the
NEP on eeveﬁue d?stribution, that the major beﬁeficiaries‘of
' tﬁe NEP in terms of revenue distribution ape'the federal and
'phopinciai (0] producing) . governments, and * energy
coneumers,236 They’demonstrate?thaf out of a tofa] eceﬁomie
rent-(fhe éurpTus rehaining after exbenses have been met) of
$519 bi]]ieh ($1980), the oil and gas industry will receive
$25 bi]]{on (5.2%), Canadian energy consumers, $212 billioh
' (42.2%), the federal governhenf $7S bil]ion’(15.4%), and the
provincial (producing) governments $188 bi]]ion (37.5%). An
5addifiona1 $133 bTT]ion is ' calculated to be lost through
waste due to  the eff1c1ency loss bassbciated~ with lower
'prices. Hence, the NEP represents a substant1a1 trahsferfof
ecenomic renf to both produc1ng _governments and energy

‘consumers.  In this ‘respect “then, the NEP does serve

235 R. Miliband Marxism and Politics Oxford University Press

1977 p. 83.

. 236 J, Helliwell and R. McRae "The National Energy Confl1ct"
in Canmadian Pub11c Policy Winter 1981.

<
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jntefests outside those of private capital. In this, one can

detect some autonomy in state'action.

THE STATE AS A CAPITALIST-- AN EMERGING TREND?

Before proceeding with an analysis of the respohéé of
the oil and.-gas industry to the NEP, it is necessary to
Vénalyze the role of the state .in eneréy policy. As .was
briefly outlined in Cﬁapter 1, one method of analyzing
direét_ state participatﬁqn in  the economy (or moréb
specifically for the purposes of this thesis, the energy
Secfor) has been to portray the state as acting as a
caﬁitalist. This type of analysis has become increasingly
poﬁu]ar in recent years aﬁdkisucharacteristic of the work of
Petter Nore:, Peter Evans'and Robert Duvall and Jobn Freeman.
However, while there are some characteristics of thés
Canaéianzstate’s invoivement in the oil and g;s‘sector which
:are compatible with the state as a capitalist thesis, onfthé
whole  this analysis is. th éuitab]e in kexp]aining the .
'”Canadian state’s participation in the oil and_‘gas sector.
But before explaining the reagons™ for this it is first
necessary to exp]aih what the concept of the "gtate- as a
capjtalistL means.

' This~typé of argument is really a state capjté]ist oné
which predicts thaf the state will greatly expand in coming

: H¥éars, to the"bofnt where it will become the dominant
Fﬁpéoducer in the oil and gas sector. Is this a realistic

assumption to make about the growth of Petro-Canada (br

oy
(3
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"other state oil companies) in the next decade? It is argued
~here that it is not. Evidence for this lies in the fact that
before the Petrofina takeover, Petro-Canada accounted for
only about 3% of the petroleum industries’ revenues.2?37 Even
with the takeover of Petrofina thisltevel has increased to.
only 5.5 ‘percent. Furtner substantial growth is unlikely

because this would queeze two of the state’s ma jor

J

instruments of Canadianization-- Nova and Dome. Although
these, Compan1es are presently quite willing to enter into

joint ve@ﬂkﬁe& w1th Petro-Canada, it is likely that they

/
will press for 11m1ts to be placed on the further expansion

of the state oil company. Indeed, ‘lalonde himself has
indicated that the state'does not intend to allow un]ihited
expansion of the state oi] companyt

" ‘the National Energy Program fosters an increase in

public ownership of petroleum assets to*¥®Ipoint

’ large enough to ensure a strong public sector- role

in the industry and small enough to keep the
industry overwheimingly in the private sector 238

«

Of course Lalonde argues that Petro Canada has an 1mportant‘
part to p]ay ensuring that the federa] government has a
significant presence in influencing change in the oil and
gas sector. However, the major actor in that sector will

nevertheless remain private capital.

237 petro-Canada’s revenues before the takeover of Petrofina
were $976 million in 1980 or 2.83% of the oil and gas
industry’s total revenue of $34.5 billion. If Petrofina’'s -
1880 revenues are added to Petro-Canada’s, the total equals
5.5% of total industry. revenues. .
Calculations made from "Energy’'s Top 100" in Energy;
Sep{ember 1981. ’
238 Marc Lalonde; Energy Forum,_Fa]] 1981 p. 10. Emphasis
added. :
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The (former) Canadién Ambassador to the U.S., Peter
Towe,~has also eﬁphasized thellimited role that the public
sector will p]ay in the future in the energy sector. In a
speech gfven in Washingtdn,"D.C. late in 1981, Towe stated
 that: | | ‘

The Government does intend to enlarge the role of

the public sector but it will remain relatively

small. Companies like Petro-Canada will continue to

be at the forefront of high risk developments. But

the success of the NEP will depend primarily on

private investment. 239 ‘

Secondly, the state as a capitalist thesis requires
that the state do more than merely fécj}itate conditions
that are. favourabie to 'th? ‘accumulation of (private)
capital. (For example thfbugh' granting generous tax
concessions or in general fostering an attractive business
'c1imate.) It must itsé]f, as an entity in. its own right,
~directly particibate in thelaccumulagion of capital. But is
- the state (through'Petro-Canadai directly particjpafing in
the .accumulétioh of capital? Basically it is.not:\Certainly
the goverhmeht has'injectédugarge amounts - of ku%ds (from
general revenues) iﬁto Petfo~Canada since its fdgmatioﬁ in
1976.fﬁ6wever,.to date almoét all of Petro-Canada’;\ growth
has resulted from acquisitions and hence there has\ been
little_netfaccumulation"of capital in the Oi], and {gas
: _indusfry'éé a result‘of PefrofCanada’s presence. What little
het expansion of.capital Petro-Canada has’ con%ributed hasu

239 Peter Towe; "Canada’s National Energy Program’ ;
Washington, D.C.; October 20, 1981; p. 6.
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net contribution has been nndified by the fact that all of
Petro-Canada’s exploration has been in joint wventures. The
other method through which Petro-Canada might contribute to
capital accumulation is through re-investing its profit in
further oil and gas investment.  However, to date
Petro-Canada has not been a very profitable operation.
Although its profits have {ncreased steadily_ from $3.3
million in 197624° to $30.2 million in 1979241, and $55.7
‘million in 1980?‘2, to date Petro-Canada has yet to enjoy
“high profit levels. Of‘course, as the 1980 profit figure
suggests, this is changing and it ‘can be. reasonably
predicted fhatnPetro-Capada will become a more profitab]e;
Sdperafﬁon over the next decade. But tb date, Petro¥Canada’s‘v
profits have7n9§<\jn'vény s}gnificant way contributed to
capita]iecegﬁﬁlatib% in theioi] and gas sector. -

| Another %hdicatibn ;ﬁhat ~the  state s aeting as a
.capifa)iet s wwHen vit"UndertaKes,A in Nore's terms,
'"offensive‘national1zetions.” But again, this criteria does
‘not mafch'Petrq-Canada’s actiqns. To date the state has not
natiohalized a single dil-eompany.;A]] ef its expansion has
foccUrred through takeovers conducted as any private firh
wou]dAproceed in a takeover . éetro-Canede"hae bought"the'
shares en the open market énd made'0ffers fon‘the hemainidg;
outstanding shares.' No ]egisletion has ~ been paesed4:
compel]ihg a private company to sell out to the state.‘

240 Petro-Canada Annual Report 1976
241 Petro-Canada Annual Report 1979
242 Petro-Canada Annual Report 1380
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The final factorv mitigatihg against the state as a
cap{talist thesis is that with thé Céhadjanization of the
oil and gas “sector (a good part of whi;H has been through
pfivaté ‘means) proceeding at a rapid bace,243 and with the
QoVerhment being.very5Optimistic about the financial outlook
for the pétho]eum' sectdr over the longer term, there will
- not be. the same neceséfty to expand the state o0il company
for  Canadianization purposes as existed pﬁior to October
1980. Henéé,‘due to‘the reasons outlined above, the state as

a capitalist thesis remains inappropriate in eXp]ainihg and

predicting state action in the energy sector.

RESPONSE T0 ’THE‘ NEP- - “"CANADIANIZATION EQUALé
NATIONALIZATION™

Not surprisingly, the response of mosf of the oil and
gas sector (particularly those companies with a’ high Tlevel
of foreign ownership) has been'hostilé towards the NEP. In
particular, objection was raised ‘to the PIP which was
condemned as "discriminatory"”, 244 thé 25% back-in granted to
Petro-Canada, the more stringeni- Canadian ownership

. P ,
requirements, the Canadian procurement requirements, and the

"

243 Marc Lalonde, in an October 1981 tecture in Edmonton,
indicated that if the present pace of Canadianization
continues, the target ~f 50% Canadian ownership in the oil
and gas sector woulc - ially. be exceeded by 1990.

244 Edmonton Journai - hber 29, 1980 p. C2
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- increased ministerial discretion. 245 Even Dome Petroleum,
pefore' creating Dome Canada (a company with pnly one
emp loyee) to get around the Canadian ownership requirements
- condemned the NEP.. Bill Richards, President of Dome
Petroleum, complained that it ‘was “unbelievable that a
budget like this wopld.evep be produced in Canada." 246

A common response, intended to put pressure on the
federa governmehf to alier the NEP and Bill C-48 247 has
been to publicly announce a reduction in exploration and
development expenditures in Canada. For exanp]e,'Gulf Canada
announced its intention to reduce its 1981 exploration
“budget by $130 million,24% and Mopi1 Canada reduced its 198i
exp]opatioh budget from a planned (pre—NEﬁ) 1eve1 of $100
million to $50 million, a decisjon‘mede by Mobil’s head
office in the U.S. .549‘A1though the‘indusfry‘s reaction was
predictably hostile it appears that their threats to reduce

vr'

exglorat1on in Canada have had but a marglnal impact on

~

federel energy poliey since the NEP. True, the new pricing

agreement essentially gives the world price for new 01l
and it significantly increases the price of conventional o7

(or "old" oil) after 1882, but it is also accompanied by new

e e ,

245 Globe and. Mail March 27, 1388t p. B2

246 Calgary Herald October 29, 1981 p. A2

247 There have already been some changes to B111 C-48. These
will be dealt with in Chapter 5.

248 Edmonton dournal June 23, 1981 p. E6

249 Richard Gwyn "The Issue ‘is Power: Alberta vs Ottawa"
Edmonton Journal February 2, 1981xp AB

.
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and heavier taxes.?5%° Nevertheless it is likely tHat this
change was‘inevitable, and due not to induétry pressuré but

more likely to the pressure of fiscal crisis felt from

| within the government, and from the Alberta productién
| cutbacks, the third of which would 1likely have caused
iadditionél imports at the world price. Indeed, pressure on
the federal government was mounting on .all sides (from
businéss, consumers and the provinces) to resélve the .
dispute witH‘Aiberta.‘Thus it Qould'appear_tﬁatboil capital.
had tittle influence op the'final fofmat of the néw- pricing
agreement. - } 7 |
The following section will = examine briefly  the
federa]-A]bértan  conflict oyerj briqing since the NEP,
followed by ah.éxamination of the 'September, 1981 pricing
~agreement which resolved that conflict (at least
temporarily). The mosf important pressure bearing on‘ this
conflict for the purpose of this.thesis was the intensifying
fiscal crisis in the period of the late 1970s and early

1380s .

FEDERAL -PROVINCIAL RELATIONS OVER’ENERGY AND FISCAL CRISIS
As ’wasq argued in Chapter 2, the continuing conflict

between Ottawa and Edmonton has had a great deal to do with

a struggie - for power. This cqnffict intensified With the.

release of the NEP in October 1980 spawning a fairly

250 for example the Incremental 0il and Revenue Tax (IORT)
and a higher PGRT. : v
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widespread western sepértist movement in Alberta. A numbef
of issues continued to be at the heart of the conflict. As
was common to the 1970s, pricing and revenUe;sharing were
~again the major components in the dispute. .This was
initiated by the fact that the original pricing schedule set
out in the NEP (the blended price) was so low that the
increases it allowed would not even have matched the
projected rate of inflation over the next five years.?5"
Alberta wanted prices ~for convéntional‘ oil to reach
"$37.25/barrel by January 1, 1984252 while the NEP offerred
only $25.00/baEre1 by that date. Indeed, the pricing
proposals contained in the NEP were so low that they could
not be taken seriously. This was reinforced by the fact that
no mention was made of;a price for frontier oil. The other
contentious issue cohtained in the NEP was the tax on a]i
gas production, ﬁnc]uding e{portég This meant, in effect,
that the federal 'gbvernment had levied “an’ exporf tax,
Something Algerta objectedAto on constitutional grounds.
Wifh thev publication of the NEP relations between
Ottawa 'and Edmonton reached a new low, with almost a year
passing before the pricing issue was “finally resolved.
Before examining this new agreemeht howeveﬁ} it is first
neces;?ry to discuss the emergence of a new factor in the

251 Michael Walker "The National Energy Program: Overview of
Its Impact and Objectives" p. 14 in G.C. Watkins and M.A.
Walker (eds.) Reaction: The National Energy Program The
Fraser Institute 1981 :

252 "Alberta’s 'Energy Package' Proposal Including -
Commitments for Canadian Energy Self-Sufficiency" July 25,
1880 p. 1 : '

3

|
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late 1970s which is important to explaining federal ‘actions
in the energy sector-- that of fiscal crisis. As 0' Connor
explains it, fiscal crisis occurs because the state provides
more and more services (e.qg. education, medicare,
~infrastructure, etc.), but receives insufficient revenues to
finance these undertaKings.

Although the state hés socialized more yénd more

capital costs, the social surplus (including

profits) continues to be appropriated privately.

The socialization of costs and the private

appropriation of profits creates a fiscal crisis, or

“structural gap," between state expenditures and

state revenues. The result is a tendency for state

expenditures to increase more rapidly than the means

of f1nanc1ng them. 253
This is precisely what has happened to the federal state. In
particular we are concerned with how this has affected state
actions in the energy sector. As a preliminary statement,
one can draw - a direct 1ink between the presence of fiscal
~crisis and the demands for more revenue contained in the
NEP, and the recent pricing agreement which prov1des
cons1derab1y more revenue to the federal government .

As the fiscal arrangements are an'enormous1y comp lex
issue it is obvious that they'cannotv be examined here in
great depth. However there are a number g€ critical elements
which must be mentioned so as to demonstrate the existence
of  a fiscal crisis. Three primary components are

equalization payments, the deficit (the 1atter'becqming even

more critical in light of record high interest rates), and

253 James 0’ Connor The Fiscal Crisis of the State St.
Martin's Press 1973 p. 9 °
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the oil import compensation program.

The fiscal arrangements which only came into effect in
1972 provided for provincia1 equa]ization‘payments based on
all major revenue sources. However, the system ‘of payhenté
became inappfopriate in 1973-74 after the four-fold oil
price increases by OPEC: If Alberta was to sell her oil wat
comprable prices it was estimated that her energy royalties
would increase by $2 billion annually. 254 Ontario would have
then become a have-not province and be entitled tp
equa]iiation payments, 255 thereby significantly increasing
the financial strain on the federa1'government. The severity
of the problem was alleviated by two measures: fixing the
domestic price of o0il well below the Qorld' price and
establishing a tax oh oil exports, essentially all of which
( éccrued to the federal government condly, changes were
made to the equalization formula such that only one—thiid of
additional energy royalties earned after 1973-Z§&£mWere
included.25¢ A further alterétion was later introduced in
1977 such that the equalization formula included 50% of

254 Thomas Courchene "Equalization Payments and Energy
Royalties" in A.D. Scott (ed) Natural Resources Revenues: A
Test of Federal ism University of British Columbia Press 1976
p. 73-107 cited in D. Smiley Canada in Question: Federalism
'in the Elghtles 3rd ed1t1on McGraw-Hil1 Ryerson Ltd 1980 p.
- 169

255 Although no equalization payments have been yet paid to
Ontario, Courchene estimates that the amount owed is $1
billion. see Thomas Courchene "The National Energy Program
and Fiscal Federalism: Some Observations" in G.C. Watkins
and M.A. Walker (eds) Reaction: The National Energy Program
The Fraser Institute 1981 p. 85 , '
256 D. Smiley op. cit. p.. 170 « -
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provincial revenues derived from non-renewable resources.2
However , deEthe Fhese changes Ottawa’s equalization
payments cont inued fo increase.

The revenue-sharing formula which existed before the
NEP also affected the equalizatiof fbrmula. Before the NEP
(and the recent pricing agreement) which substantially
increases the amount of revenue accruing to the federal
government258 the amount accruing to Ottawa was very low.
Ihdeed, part of the reason prices have been restrained
throughout the 1970s was because of the impact higher prices
for Alberta would have had on the equalization formula.
Thomas Courchene‘demonstrates that a mere $1/barrel increase
in the prﬁce‘of domestic oil woeﬁd result in an increase ' in
edualization payments of $78.1 ﬁi]lion.259 Although this
amount would have been covered by the increase in revenue
accruing to the federal government ($100 million), as
'Courchene points out, the Keygis that the increased federal

revenue "would not cover (the) 1ncrementa] equa11zat10n

.J.

burden if Ontario were deemed " lto be e11g1b1e

equalization."269

The second major element of f1scal cr1s1s 15” he -7 7

federal deficit Which‘has ihcreaeeq from $614 m1111on ?iﬁfw

257 D. Smiley op. cit. p. 170 & S ' ‘
258 The split before the NEP was commonly put. at’ 45% to the
produc1ng provinces, 45% to industrys®nd 10% to. the federal
'government After the pricing agreeméit. the federal ‘share -
-rises to 29%, the provincial share dég11nes to: 34% and
industry’s share falls to 37%. L

259 gee Thomas Courchene op. cit..
Energy Program p. 83. . s
260 Thomas Courchene IBID p. 82

3n Reactlon The Natlonal

to receave@
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1972 to $12.1 billion in 1979.26' This reflects a situation
in which federal'éxpenditurés are far outpacing revenues.
With the petroleum industry accounting for 30% of all
profits made in Canada towards the latter part of the 1970s,
it is not surprising that it became a target for #ncreased
revenues. 282 Table 6263 jllustrates the growing federal
deficit between 1970 ané 1879 and contrasts this with the
relatively healthy provincial accounfs of British Columbia,
Saskatche@an and Alberta, the primary oil and gas producing

provinces.

261 Canadian Tax Foundation The National Finances, 1979-80

. 1880 p. 63 : ‘

262 Financial Post March 7, 1981 p. 8

263 cited in L. Pratt "Energy: The Roots of National Policy"
Table 2 Studies. in Political Economy Winter 1982.
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Another ‘developmeht Which,has indirectly increased the
financial strain on fhe federal government has been the
_ substantial outflow“of capital from - Canada for foreign
takeovers. This has placed considerable downward pressure on -

gl R
RN o+l - )
‘an  already-weak Canadiafff@it)ar, forcing increased payments

for federa} programé suéhfiﬁf the 0il - Import Compensation
Program. Indeed, éonceﬁh mounted tp the pbint that Finance
Minister Allan MacEachen hequesféd thét the chartered banks
reduqe’thé‘numbef*of loan$ made to companies for the pUrpoSé
of fdreign takeovers. It is significahf to note that an
‘impor tant cause,of this capital drain, Canadian takeovers of
forefgn-owned 01l companies, was specifically exempted from
this  appéal for restraint. This demonstrates that the
gévernment is concérned aSbﬁt the capital outf]ow (and the
weakness of the dollar), but-is still firmly cohmitfed 1o
Canadianization iﬁ the oil énd{gaé industry.  As Lalonde “has
staﬁed;; | “ | |
The messéée is still: Canadianize. The
Canadianization program has the full endorsement of
the cabinet jand the minister of finance. It's a
matter over the next short while of pacing ourselves
a little bit better than we have in the last few
months . 264 .
The finalﬁsqurée,of strain on federal finagces that
will be _eXamﬁnéd. here is the 0il Import Compensation
Program. Table 7 shows that the cost of the oil impor t

Sbsidy has exceeded Afederala revenue from the 0il Import,

Compensation Charge from 1975-76 to 1879-80. - This has

?54<Edmonton.dourna1 August 1, 1981 p. A10

's
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kcontributeg significantly “to the "fliscal crisis"” now

prevailing within the fﬁperal state.

B
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TABLE 7

REVENUES FROM OIL EXPORT CHARGE AND EXPENDITURES FOR
OIL IMPORT COMPENSATION PAYMENTS '

(9% mil]fonsi

1973 1974 1975 1976 1977 1978 1978
=74 =75 --76 - -77 -78 -79  -80

0il Export Tax 287 224 -- - =- ==

- 0il Export Charge -- 1,445 1,063 661 432% 328 735
Total Revenue 287 1,669 1,063 661 432 328 735

Expenditure - _

0il Import _

Subsidy - 157 1,162 1,582 945 925 628 1,575
Prov. Share _ ' :

~of Export Tax 143 111 -- -- --
Total Expenditure300 1,273 1,582 945 925 628 1,575
Net Revenue . : . '
(Expendi ture) (13) 396 (519) (284) (493) (300) (840)

Source: Budget Speech; December 11, 1979 p. 45.
" Department of Finance; Government of Canada.
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Al] of these!factors contributed fé the "fiscéaicrisis"
of the federal state in the late 1370s and early 1980s,
thefeby fbrcing the government‘to take action to expand its
revenue base. Hence, the NEP was designed with one of its
major,‘objectiVes being to incréh&e the amount of revenue
flowing into federal coffers. The final section will examine
the lqt?st measure thch the federa]’goVernment has taken in
’the oil.and gas sector to»attempt to alleviate the acute
strain of fiscal -Criéis. This is, of course, the

federal-Alber ta pricing agreehent.

| THE SEPTEMBER 1981 PRICING .ACCORD

. TheASeptember 1981 agreement between Alberta and Ottawa
represented the first agreement on- oil’ and gas pricing
between the two levels of governmehf since 1975. This
agreement - is significant for a numbef of reasons.lFirsI; it
has meant that the drawn-out battle over -pricing has, for
the moment at least, been resolved. Alberta hés restored the
productionvcutbacks, gjven‘the“the go-ahead toi Alsands and
Cold Lake, and most sighificantly,,acceptéd‘the principle‘
objective of the NEP-- Canadianﬁzation. Indeed, Albehta has
even agreed to pay the PIP costs (ésfimatéd at”$4.3 b%ﬂlion)<

"over the (5 year) length of the agreement. On the federal

side, thé agfeement institutes a pricing schedule which is

much more acceptable to both levels of government and to



161

industry. 265 The agreement d%ffers from the original
b}icing schedule in that it distinguishes between "old oil"
(that d1scovered before January 1, 1981) and "new oil" (that
d1scovered after December 31, 1980) and provides a prﬁeing‘
schedule for front1er oil which was not specified in the
original NEP. Furfhermoﬁe, the September/1981 agreement‘
‘allows for much larger price increasesiwhich will benefit
all actors invo]ved,_bui most significantly, the..fedefal

government. Under the old schedule the price of a barreijof
o0il was to increase by $2. OO/year until 1983 and after that
_by $4 50/year until 1885 fo]lowed by 1ncreases of $7. OO/year
unt11 1990. By July 1,v 19§6v the price would have been
$38.75/barrel. Under the ﬁew agreement the (old oil) price
rises much more rapidly, ihcreasing by'$8500/barrel pef year
untif 1986. On July 1, 1986 the price will be~$57.75/barre1.‘
266 This price is significant]y'higher than that set out in
the 1980 NEP. A comparison of the two pricing schedules is

set out in Table 8.

© 285 However, it is important to note that business is far
from sat1sf1ed with the new pr1c1ng agreement (in particular
the new and heavier taxes which 1t contains). This wil] be.
- examined below.

266 It .is important to note that the price for. old oil will.
never be allowed to exceed 75% of the wor id pﬂice for oil,
less transportat1on costs to Montreal.
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Jan 1 1986
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14
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18.
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29.

31
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52.

56
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66 .
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Comparison of pricing schedules

.75
75
75
75
75
75
75
.75
75
00

50
.75
25
75
.25
75
25
75
.25
75
25
75

1) For conventional old oil,
pr1ce will never excegd 75% of the‘world

New agreement
conventional old
oil wellhead
price(1)

21.25
23.50
25.75
29.75
33.75
37.75
41.75
45.75
49.75
53.75
57.75

the wellhead

Estimated
New oi.l
reference
price(2)

45.92
49.22
53.0

57.0
- 60.18

63.48

66.83

70.23

77 .48

2) The NORP will not exceed 100% of the
international price of oil.

Source:

EMR NEP 1880 p

1

26.

"Memor andum, of Agreement between the ,
Government of Canada and the Government \
of Alberta relat1ng to Energy Pricing

and Taxation" September 1, 1981 pp. 2&4.

=
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The new agreement also establishes a price for new oil,
which includes conventional oil discovered after Decémber
31, 1980, synth!l.c oil and oil from the Canada Lands, which
approximates (but will never exceed) the world price for
oil. (See Table 8.) |

How does the new pricing agreement alter the thrust (if
at all) of the original NEP? Who benefits from the new
pricing agreement and. who - Toges?  The mos t obvious
characteristic of thé new agreement is‘that it generates a
tremendous amount of revenue-- some $212.9 billion over the
five year life of the aéreement. of this,,accordihg to
Ottawa, 267 the fede}al governmerpit will receive 25% (or $54.3
billion), Alberta 30% (or $64.3 Billion), and industry 44%
(or §94.2 billion). (See Table 9.) B |

267 These figures have been disputed by academics and the
industry. -
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TABLE 9

REVENUE-SHARING ESTIMATES 1981-1986
(billions of dollars)
Government of Canada )

Canadianization Levy‘ 1.4
Natural Gas and Liquids Tax 12.5
0il Export Tax - 0.2
Incremental 0il Revenue Tax 6.2
Net Petroleum and Gas Revenue Tax(2) 14.3
Corporate Income Tax "19.7
Surplus Petroleum Compensation Charge(1) --
SUB-TOTAL 54.3

GOVERNMENT OF ALBERTA ,
Royalties and Freehold Tax 61.2
Alberta Incentives Programs(3) (4.2)
0il Export Tax B 0.2
Corporate Income Tax 3.9
Land Payments 8.1
Petroleum Incentive Payments (4.3)
Canadianization Grants for Synthetic 0il (0.6)
SUB-TOTAL 64.3
INDUSTRY :
Cash Flow ’ 73.7
Operating Costs _ 23.7
Petroleum Incentive Payments 4.3
Land (8.1).
Canadianization Grants for Synthetic 0il 0.6
SUB-TOTAL o : . 94.2
TOTAL REVENUES . : 212.8

(1) Surplus Petroleum Compensation Charge is any
revenue accruing to the Government of Canada in
excess of the amount required to rinance oil
import compensation #hd ojl qualifying for the New
0il Reference Price. , -

(2) Petroleum and Gas Revenue Tax less Government
of Canada PIP payment.

(3) Includes Alberta drilling and geophysical
incentives, new oil and gas royalty holidays and
enhanced recovery royalty relief.

RAPEEN
IS i

Source: Memorandum of Agreement between. the
Government of Canada and the Government
of Alberta relating to Energy Pricing
and Taxation. Table 3 September
1, 1981. ‘
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This is considerably more than any of these participants
would have received from the original }pficing " schedule.
Indeed, it has been estimated that the new agreement gives
the federal government an additional $14 billion, the
Alberfa governmenf $8 billion, and induétry $10 billion. 268
A1l of this serves to reinforce the argument of this thesis
that the state is not working solely at the behest of
private capital, but in its own interest as well. Tﬁjs is
also evident in the fact that the response from industry to
the agreément has been mixed at best. Although small oil
capital can benefit from the higher pr%be for new oil, it is
nevertheless very concerned over other aspects of the
agreement, in particular the increase in the PGRT from 8% to
an éffective rate df 12%. As mehtioned_above,-fhis tax hits
1ﬁhe smél]er, non-integrated companies¢parti¢ular1y hard as
virtually all of theif revenue is derived from production
revenues and hénce (unlike the integrated companies with
downétﬁeam. profit-making activities) is sdbject to the tax.
Although they stand to gain from the- incentive to exblore
for new oil (qnd receive the world price) this is of
questionab]e Va]ue as it is anticipated that most of the
remaining oi1 ’iﬁ Canada will be found offshore or in the
Arctic. Evidence for this lies in the fact that the federal

government believes thatA_BO% of Western Canadian oil has

268 gee B. Scarfe and B W11K1nson "The New Energy
Agreement: An Econom1c Perspective” paper presented at the
Ontario economic Council Outlook and Issues Conference
October 28, 1981 pp. 31-32.
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already been discovered. The Geophysical Service Council, a
federal agency, estimates that in order to discover between
2.6 billion and 3.3 billion barrels of oil in the West,
22,000 wells would have to be drilled. However, only 150
Wells. off the East coast or 75 wells in the Mackenzie River
delta of the Beaufort Sea would be required to produce® the
same amount of 0i1.269 Hence it appears that the amount of
accessible conventional oil remaining in the West is small.
Furthermore, PIP incentives for exploration oﬁ provincial
lands are significantly smaller that those on federal lands.
ThQs it appearé that although small oil capitals’ position
has been improved by the pricing agreement, this improvement
is only marginal. In 1fght of‘thé above conditions, small
oil capital is not a major beneficiary from the new oil
agreement . |

Nor does foreign-owned o0il1 capital make substantial
‘gains from the aéreemént. Their major grievance was with the
PIP which has rema{ned unchangéd, In addition, they now have
another major‘ irritant with  which to  contend, the
Incremental 0il Revenue Tax (IORT). This is & tax which will
be levied at‘é rate of 50% on incremental oil reQenQe which
is defined as the difference between the actual revenue
feceived by~a cémpany and the revenueﬁit would have received
-under the original NEP pficing schedule. Furthermore, the

| .
PGRT has been increased. However, foreign-owned oil capital

269 see Anthony McCallum "0il Companies Shifting funds to
frontier" in the Globe and Mail; January 4, 1982.
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will neQertheless receive substantially more for their
" production 'and due to this they are better off than before
the agreement. |

The majér beneficiaries from the new agreement are big
Canadian o0il capital, and the Alberta and federal
governments, particularly the latter. Frontier oil is now to
receive the world price and it is Dome Petroleum which is
the major beneficiary of .this. Nova is anothgr Canadian
company which benefits considerably from the agreement. The
Alberta government also does well by the agreement, not only
due to the additional revenue (some $8 billion) it will
receive, but also because stability can now-bF restored to
the industry, thereby a]lowing‘investment in the province to
increase and the mega—projecis to proceed. 270

However, it is the federal government which profits the
most fromvthe new agreement. As mentioned above, if is to
receive an\ estimated total of $54.3 billion from the pact,
‘some $14 billion more than what it would have received under
‘the original pricing schedule. How does one explain this? It
has been established above that the federal ‘government is
currently experjencing a fiscal crisis. Hence it requires
revenue which tHe pricing agreeme:t certainly provides.
Indeed, due to fiscal crisis and the fact that tHe’origina]

~pricfng schedule was so low (along: with the significant

- e e o e - o

270 Both Alsands and Cold Lake, for the present at least,
have been abandoned; however, this was due more to high
interest rates and falling worTd oil prices than to the
inadequacy of the September 1981.agreement.
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amission of a frontier oil price) it was argued ”pbove théfw
the f1rst schedule was only a barga1n1hg pps1t1fw|<1tﬂhéﬁf;
been the government’s intention for some tiﬁé ‘géw to
increase its revenue from the 011 and gas secto%’an to
ensure that Beaufort Sea product fon goes ahead Théf new
pricing agreement intends to ensure that both these
objectives are met.

From this analysis one Can observe that different
fractions of capital benefit in differing degrees from the
September 1981 pricing agreement . Indeed, taken in
isolation, it can be argued that all fractions of oil
,capitad improve their pbsition, albeit in var;ing degrees.
Hence the agreement certainly benefits private oil capital,
as~ opposed. to conéumers who are required tg pay
significantly more for eﬁérgy. However, the - agreeﬁént
primarily benefits the (federal) state and in this sense one

can argue that the state, in coming to this agreeﬁént, is

serving both its own and private (o0il) capital’s interests.

CONCLUSION

The objectivés "of this chapter have been two-fold.
First, to demonstrate that although some change can be seen
with past - policy, on the whq]e the NEP maintaines
considerable continuity with the energy policy that -
deve loped throughout the 1970sp' The second and more
importantAobjective (the argumént for which will-continue in

the next chapter) is that although certain fractions of
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capital (namely particular c&ﬁponents of oil capital) have
opposedﬁthe NEP, it ' has nevertheless been designed to
benefit7“£gnadian camd tal. In parfiéu]ar, it benefits large
Canadian oil capital-- companies sucﬁ és Dome Petroleum and
: N%ya, .ana central Canadian capital. The next chapter will
continue this argument, focusing on Bill C(C-48 and the
provisions contained therein which actively favour Canhdian

industrial capital.



frpntier-oil and gas

| IV. Bill C-48
INTRODUCTION
- With the release of the National Energy Program in
October, 1981 most -industry and, préss attention  was
inifia]ly‘focuséd on the actual NEP document. However, there

was another integral cbhponent of federal. energy policy

‘released almost. simu]taneously with the October 28

document-- Bi1] C-48, and it is this legislation that will

" be examined below. Briefly, this legislation requires higher

levels. of exploration and deve]ophent activity on the Canada
Lands than had been required in the ~past; increases
m1n1ster1a] discretion conceﬁning the, dec]arat1on of a

2

s1gn1f1cant d1scovery, t?& dr1111ng of wells, and Dthé

-commencement of product1on prov1des Petro Canada with a 25%

"back-in" of car”1ed interest on any ]ease located on the
Canada Lands, and requ1res that Canad1an 1ndustr1a1 cap1taT
capture"a_ Sjgn1f1cant\por}1on of the sp1noffs generated by
| ;expldration.

Bill C-48 has pjoven to be a highly controversial piece

- of legislation as native groups, the producing provinces,’
- and ',thé ‘foreign-oﬁned df] compan1es have vOcﬁferously
‘opposed 1ts,enactment. ObJect1ons to the 1eg1s1at1on centre

7 -around 'foﬂr aspecfs of tha‘ bill:: 1n¢reased ministerial

d1scret1on 50% Canadian oWnership- of the o0il and gas
1ndustry by 19é®‘ Petro Canada s preferential aécessnto

front1er lands (bas1ca11y through the 25% back-in: granted to

1

the':crown,on\a]] land not Currently in product1on)1 and the

R

170 0 o ’
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requirement that Canadian companies capture a significant
perpentage of the industrial spin-offs generated by oil and
ga$r1ed growth. This chapter will examine all of these
compﬂaintgl through which the argumeht of the last chaptér,
that_the NEP and Bill C-48 basically servé ﬁhe interests of
0il and central‘Canadian capital wﬁ]} be continued.

There are thbee sections to ’this ‘chapter, the first
focusing on certain elements of Bill C-48 which illustrate
how the frontier blegislation éncdﬁraggs _Canadianizatigg
through  preferential tréatmént a%%prdé%h iégtﬁe state oil
company, Petro-Canada, and concomitantly, which vsérves
(through jother provisi&%s) to benefit-Canédian capital. The
second sedtion will focu§<on'oil papitalas résponse'to Bill

k.C—48 as found ’in‘ £eétimohy presented to "the National
Resources and Public Works Commiftée hearings held in
reference’ to Bill C-48. The final section wi]llexamiﬁe the

f

foreign Fesponse which Bill (C-48 (and the NEP) has

)

’ 4
CANADIANIZATION
Petro-Canada and Canadianizat ion ‘
jhere'js little doubf ~that Bill C-48 is a orucial
compbnent‘ of the NEP..Thjs was eXpresséd by Lalonde before
the National Resources and Public Works Committee hearihgs

on Bill C-48:

e
Y
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/ It is a key element to the National Energy Program.

, It will provide the framework for +the careful
management and successful development of the huge
oil and gas potential of the Canada Lands for many .
decades. 271!

As an integral  component of federal energy pelicy, tt is not
. surprising that Bill C-48 should reflect  the ! basic
'objectives outlined in tne NEP . Hence. Biil C-48 has been‘
designed to expand the federal government’s control over the
oil *and gas- industry on the Canada Lands, to encourage
Canadianization and to benefit dertain fractions of Canadian
capital. It does this in three basic ways; first, through
increased ministerial discretion_and'the sp éiat pr1v11eges
it provides to Petro-Canada; seeond?y, through its
provisions for Canadtan procurement iregulations ~and
spin-offs which will'benetit'Canadian industry, and finally
through the requirement that for production to begin on theﬁ
frontier, the operattng company must attainJSO% Canadia#
ownership. A | )

There is 1itt1e doubt that one of the major objectives
of the Lﬁberal’s latest energy pd]icy is to e*pand ‘tne
federal government’s control’ ever the oil and gas sector.
This was argued in Chapter 2 as one of ’the reasons
.eXpla1n1ng the estab11shment of Petro-Canada, and in Chapter
3 as explaining the expansionvof Petro-Cahada under/}he NEP.
'Bill~ C-48 also encourages the expaneion of federal control
over “the oil and gas industry through two basic methods: 1)
the ?5% back-in provision granted to Petro-Canada ; and 2)
;;jndat;enatcée;ddrces and Public Works Comm1ttee Issue 49 \\\
.May 14, 1981 p. 49:11 o o c

*
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through the increased ministerial discretion granted to the

Minister of Energy, Mines and Resources.

There is little doubt that the state oil company

benefits tremendously from Bill C-48 as it is to receive a
carried 25% retroactive interest in all lands on the
frontier on which commercial production had not begun prior
to January 1, 1976. 272 The legislation states that,
Her Majesty in right of Canada is hereby vested with
and the Minister on. Her behalf shall hold a
twenty-five per cent share
~ (a) in an interest provided under this .act in
respect of Jlands that were Crown reserve lands
immediately prior to the - provision of the
interest; 273 ‘ -r -
- It is further stated that this Crown interest may be
transferred to ‘a designated Crown':'corporation,”‘4 which

5,y be Petro-Canada. With these provisions, the

company wjll likely acquire thousands of acres of
’pr0m1j76' Tand oh the frontier. Obviously then, Petro-Canada
Wil /n substant1a1]y from the new frontier legislation.

vHowever, this is not to suggest that thénstate oil company
'was noty in a preferent1a1 position to acquire frontier
acreage p ior to the enactmentépf‘Bill C-48. Indeed, since
the re]eeQE\\?f the first draft of the new Qi] and Gas Act
(in Becember 1980) the federal government worked very hard
to deal as much frontier acreage Eo the,state‘oil compahy

before the frontier land regulations were finalized.

2

27 2 B111 C-48 House of Commons First Reading December 9,
11980 p. 11
273 IBID p.
274 IBID-p.

11 )
11
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According to Park Sui]ivan, chief of the Départment of
Indian Affairs’s 0il and Gas lands division, Petro-Canada
would lose its existing preferential claims (granted by the
1977 interim . frontier land regulations) to frontier land
once the Eegulations formed under Bill C-48 became law. 275
Evidence oflﬁhis past preferential treafment of Petro-Canada

can be found in the fact that the state oil-company recently

L3

acquired approximately 3 million acres in the Nor thwes t

Territories as a result of two exploration agreements
reached by Petro-Canada wifh the Department of Indian and
Northern Affairs in A@Fil 1981. - 276 But under Bill C-48
Petro-Canada benefits from more than just prefe?ential
- access to frontier lands; it also, being 100% Canadian, is
éligibfe’ffor the maximum (PIP) incentiwe grants for

e o
exp]oratidn and development on both provincial and federal

lands. Petro- Canada s Sen1or Vice-President of Finance and

'Planning, Joel Bel] has est1mafeq that Petro-Canada will
. ! \‘5 »

t?»‘ " g
receive approx1mate1y $130 million in PIP grants " for

1981.277 Thus from both the incentive graﬁ!s and the 25%

back-in on federal lands, Petro-Canada stands to  gain

substantiaily from the new frontier oil and gas legiela@ion.
‘) . 3

As was pointed out in the last chapter this strengthening of

. o
the state oil company is part of the government’s strategy

-

‘to Canadianize the oil and gas industry.

_____ e e

275 Globe and Mail May 1, 1981 p. 9

276 Globe and Mail May 1, 1981 p. 9

277 National Resources and Public Works Comm1tkee Issue 53
May 28 1981 p. 53:29 . S ¢
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0f course Petro-Canada contributes - to Canadianization
in ways othef-than merely through its direct presence in the
oil and gas sector. As was*mentioned in the last chapter,
the state oil ‘company is also intendadgﬁto encourage
Canadianization through' joiht ventdres with Canadian
compaﬁies. This has been stated by Petro-Canada's~Chairman,
Wilbert Hopper: -
Petro-Canada, by vfrtue of being the only large
Canadian landholder in the highly prospect1ve east
coast offshore,” a participant in every major play
there, and the only Canadlan operigtor: on the east

coast, is trying to ask W entry of Canadian
companies, both large d”“iinmjj %nto this investment

area.?278 X fis
1ndeed, to Hop- %&é:“ EP has already achieved
some ;ucce~ ta1n1ng this ob3éct1ve, as he c]a1ms that
(due ’# bwf"and the PIP) a "great number" of Canadian

companies ha@@yelready expressed an interest in operating
PR ' - : -

with Petrd—Cahada off the east coast and generally on the

frontier. 279 However , to date all of Petro-Canada’s

joinf~venture projects have been conducted -with large oil

W

capital. Due to the 1gh expense, technical complexity and»
long lead. times of front1er operations, it appears ‘doubtfull
that many small Canad1an oi 1l companies w1]1 enter into joint
ventures with Petro-Canada on the frontier. Rather, it 1is
moré i.Ke]y that these joint-ventUrésvw111 cont inue to de'

cond ted with a relat1ve1y few 1arge oil companies. .

N

27 8 Nat1ona] Resources and Public WOrKs Committee Issue 53

Yay 28, 1981 p. 53:9 \ .
9IBIDp 53:9 o |
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But why has the government chosen to expand the role of
the state oil company. on the frontie;? What exp]ainé the
rationale behind the encouragement of joint ventures (on the
frontier) with private capitéi?:lt has already been argued
that an important reason for, this lies in the determination
of the federal government to expand its control over the
crucially fmportant oil and gas sector. Further explanation
for this strategy can be found in thenfaCt that 0il is a
strategic commo@ity and as such its reliable .supply ‘iﬁﬁ‘of

utmost importance to the smooth functioning of the economy.

The federal government has determined. that the future of,

Canadian oil supplies will come from the frontier and it
Wantsvto ensure that thége\supplies are developed. Although
generous incentives (for&éﬁample, supef-dep]etion) have been
made available to Canadian capital to exp]org and Qevelop
the - frontier, past experience has demonstrated that this is
n&t necessarily enqugh to ensuré%%ﬁhat_ exploration "and
development will upn¢ceed. Hence the state\ﬂgg éﬂpanded its
"direct role in frdhtief activity to ensure vthat oil,
esséntia] to the accumulation process,rgpntinues in abundant
‘supply.«Thus ‘far this has; been do;é’ pfimari]y through

~ joint-ventures between Petro-CanadifJand private capital.

Fundamentally théh, increased state participation on the

frontier stems_from the fact that the state does not believe
that exclusive private operations on the frontier will
generate the development of frontier oil. Frontier

‘exploration and development is very costly and offers a
. L 4

-
i

mig,

AR

e
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relatively wuncertain rate of return.28° Hence, the state
must intervene directly to reduce the risk of the operation
and entice priVate capital to participate.‘Ernesl Mandel
writes in general terms about this type of state "action in
the phase thgt he terms "late capitalism":
More and more investments are rendered possible only
by direct or indirect State subventions, not because .
the bourgeois class, is short of capital in an
absolute sense, but . because the conditions of
valorization of capital have deteriorated to such an
extent - that the entrepreneurial risk will not be
taken without guarantee of profitability from the
bourgeois state.281
Hence, bne. can explain the state's participation with
private capital (through Petro-Canada) on the frontier as a

attempt to reduce _risk.’for  private bapitaT and thereby

‘increase the attractiveness of frontier exploration and

development. Uﬁ%imately, this will ensure a beliable future
supply of o0il .so as to al]ow/xhe accumulation process to
continue and hence ~majn£giﬁ/(fhe capitalist mode of

production.

~Aid to Canadian ~apital

ATtthgH .+ advantages granted to Petro-Canada have

'beeh condemned by most of the oil industry282, even greater

hostility has been expressed (most notably by the

foreign-owned and controlled oil companies and the United

280 relative, that is, to the return to be gained in

Alberta. ' ) _

281 Ernest Mandel Late Capitalism Verso Edition London 1973
. 574 : B

282"This was documented in chapter 3 and will be further

illustrated below. '
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with Canad content regulations, and the requirement of
50% Canadian ownership before production can begin on the
frontier. These provisions while, clearly discriminating
against foreign capital, at the same time are designed to
benefit Canadian capital, notably _ industrial and
manufacturing capital. The clearest expression of theg.
Canadian content regulations can be found in sections 10(3f
and 3.2(2) of Bill C-48. They state that, |
An exploration agreement shall require the holder,
prior to commencing any work program, to submit a
~plan satisfactory to the Minister for thQ emp loyment
of Canadians and the use of Canadian ™ goods and
_ services in carrying out that work program. 283 .
And&again,
Before authorizing 'any work or activity... the
Minister shall require the applicant to submit a
plan satisfactory to the Minister for the employment
of Canadians and the use of Canadian goods and
services in the work or activity, 284
Clearly these provisions sebvé“””fo - benefit Canadian
industrial éapital. Indeed, th€ federal government is quite
prepared to opén]y recdgnizé this. Referring to Bill C-48,
the NEP states that, . _ ; . ¢

The new legislation will also provide strong
requirements for the procurement of equipment and

services 1in Canada. Through Petro-Canada, and
through its other departments and sgencies, the
federal government is prepared tc «¢iscuss with

Canadian firms ways to ensure local procurement for

as large a share as pogsible of the equipment and
C.serviceS‘ : requifed by ~ anticipated

multi-billion-dollar offshore activities.255

283 Bill C-48 House of Commons F1rst Read1ng December 9,
1980 p. 6.

284 IBID p. 46 . ¥

285 EMR NEP (1980) p. 82

<o S
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The federal government has taken a fairly drastic step
in legislating that a certain percentage of goods and
services wused ih the oil and gas sector must be of Canadian
origin. Yet it is ope deemed necessary as the government has
been very concerned that to date most goods and services
currently used in Canada’s offshore activities are imported.
Finance Minister Allan MacEachen states that,

The ma jor oil companies have exhibited a tendency to
rely .on their parent-- companies and traditional
supp ly lines in procuring supplies.... . the
consequence of this policy can be a severely
diminished role for local industry. 286
Indeed, MacEachen estimates that'approximately 85% of goods
and services currently uged in Canada’s offshore activities
are imported. It is in response to this condition that Bill
C-48 has been designed to reverse this trend. This is
clearly stated by MacEachen:
We intend to bring about a dramatic reversal in this
- situation. Competitive Canadian suppliers will bgw
found and developed. . ' K8
., The Canada 0il and Gas Act will provide the
framework for achieving this “objective. Under the
act, companies that wish to develop a reserve Must
present a development - plan to the federal
government, demonstrating that they have provided
Canadiian suppliers with a fair oppor tunity to
provide goods and services on competitive terms. 287
From these stafemeﬁts.of government policy one may discern
the recognition by the«fedehal government of the tremendous
growth that will take place in the oil and gas industry in
the next decade, and a determinétion to ensure that the
spin-offs - from such growth be captured by Canadian

© 2868 Financial Post July 4, 1981 p. C4
287 Financial Post July 4, 1981 p. C4,

i
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industrial and manufacturing sectors. Indeed, a very
conservative estimate states that 75-80 percent of the
equipment requirements for il and gas related refineries,
pipelines and the tar sands could be supplied by Canadian
manufacturers, this representing $32 billion ($ 1980) in
orders between A1980 and 1990.288 A more recent study
estimates that between 1981-1990, $339 billion ($ 1981) will
be spent in C(Canada on new capital investment in plant and
equipment in the énergy sector.?289 Furthermore, one can also
observe that the effect of this ]egislati&ﬁ primarily
(directly) benefits Canadiéh: industrial capital.. By
1egislé§%ng that a certain percentage of goods and services
used in frontier projects be supplied by Canadian éompanies,

the state is activel. working to promote the local (e.g.

Canadian) agcumulation of ‘ Once again, the
provisions contained in Bill C ncerning the percentage

- of Canadian goods and services to be used in fréntier‘ oil
and gas projects demonstrates that: the fedebél goQérnmenflig
manifestly not working against the 1interest of pﬁ%vate
capital, .but father to strengthen private Canadian capital.

- The other aspect of Bill C-48 that serves to benefit
‘Canadian (both 0i1 and non-oil) papital is the requiremeﬁt
50% Canadian_ownershiprin any company that undertakes

“product on the frontier. In regards to this Bill C-48

288 Barry Beale y and Industry Canadian Institute for
Economic Policy Ottawa 1980 pp. 52-3. ' ‘
%89 in Apdrew G. Kniewasser "Canada’s Investment Program,
1981-2000" Foreign Investment Review Autumn 1881 p. 15,

Bt s et e o
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states that:

no production licence shall be granted or rewmewed
unless the Minister is satisfied that the applicant
would be a beneficial owner of the licence and. ..

(b) if a corporation, the licensee wo:ld be
incorporated in Canada and have a Canadian ownership
rate of not less than fifty per cent; 290 ‘

This requirement, particularily in combination with the PIP
grants, directly benefits Canadian oil capital as fhey are
given a strong incentive to invest further on the frontier.
However, the government also wants the Canadian ownership
requirement to encourage non-oil capital to invest in the
oil and gas industry. As Lalonde has commented in regards to
his energy policy in general,

I hope we’ve provided the incentive and the

leadership that will ensure that the Canadian

business community and the  Canadian investor are -

. going to want to play a much larger role in the .oil
and gas industry. than they have in the past.?29%'

It is not too surpising-~that foreign respons\e292 to
Bill Cj4$ has been hestile. Howéver before detail?ng this
response I will first examine some of the changes thet have
beenk'made to Bill C-48 since it was first introduced into
the House of Commons in Decembe%w1980.
Changes to Bill C-48 ‘ _

On’ the whole the changes that have been made to Bill

C-48 were ones to be expected and are not major changes that

substantially altered the thrust of the legislation, Thusk

the changes to Bi]] C-48 dealt primarily with technical

290 Bjl]l C-48 op cit p 7-8 ‘
281 Canadian Business February 1981 p. 41. B A
292 the EC and most vocally the United States"“ge' it i

2
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matters, such as lengthening exploration agreements (under
exceptional circumstances) from 5 years to as much as 8
years, extending the idate fcr “pioneer production”
(production for which the oil and gas rights willlremain in
force according to their existing terms and cond1t1nﬂ‘& from

January 1, 1976 to December 31, 1980, making it c% that

the PGRT s deduct1b1e from the PIR and extending[the PIR
"holiday" so that it will apply to fields uhere "the
discovery of o0il or gas is the result of a well that was
spudded prior to December 31, 1980, and tha} qua+1f1es to be
declared a significant discovery prior to December 31,
1982." 293 The only significant change is in reference to
Petro-Canada’s "free" 25% bacK—in; Under intensive pressura"
"from the industry and the financial press, the federal
- government has decided to reimburse the effected companies
for  25% of the exp)cratich costs for land- in .which
Petro-Canada takes a 25% working interest. However, Ehis
“payment will nofwbe baid in cash, but in Kind (e.g. oil or
?natural gas) ~and &i]l be paid out. df‘ Petro- Canada s
‘product1on from that particular acreage’294 However, despite
these changes (1nclud1ng the provision requiring
Petro-Canada to pay past exploration costs on acreage in

which it converts its carried interest to a working

interest) oil capital’s response to Bill C-48 has remained,
S . .

T Uy R

293 Nat1ona1 Resources and Public Works Comm1ttee Issue 49
ng 14, 1981 p, 49:14 :

4 Nat1ona1 Resources and Pub11c Works Comm1ttee Issue 49
May 14, 1981 p. 49:20



183

for the most part, hostile. It is this response that will

o

now be examined.

INDUSTRY‘S RESPONSE TQ BILL C-48

ATthough IPAC and individgal small Canadian oil and gas
companies have reacted negatively to the new frontier land
legislation, this section will focus‘ primarily on the
response of the ‘major (primarily fqreign-bwned) oil
companies, as it is these companies that have stood to lose
the moét from the iegislation, and hence have generally been
the most vocal in their opposition. However, it must be
noted that, as with the response to the NEP, reaégion to
Bill 0—48'was_ again 'varied, even within the large oil
companies.  For inétance, the foreign-owned éompanies
. (especially those with‘significa6t amouhts of acreage on the
frontier) were. quite unhappy ﬁith the legislation, while
large Canadian-owned} companies ;which ‘have | cons1derable
frontier acreage, and qualify for max imum 1ncent1ve grants
(such as Dome Petroleum 295), were on the/yhole,satmsf1ed‘
wiEh the legislation. Howevef, ;wftniﬁJ//the large
fogeigh-owned and 'conthoTléd firms296 ltﬁe respdnse was
generally consistent. For example, thefe was un nimoU§

295 Dome Petroleum has 3.4 million net acfes in the Arctic

Islands and 4.7 million net acres im the Beaufort Sea.

National Resources and Public Works Committee Test1mony by

- Dome Petroleum Issue 43 April 1, 14891 p. 43A:9

" 296 The companies specifically examined were Gulf Camada,

Mobi1l Canada, Shell Canada, Imperial 0il, Texaco Canada and

- the Canadian Petroleum Assoc1at1on, the ' latter not itself an
oil company, but the major mouibplece for the large ‘ =

(primarily foreign- owned) oil compan1es o
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s
opposition - to the retroact1ve 25% back-in granted to
Petro—Canada. The Pres1dent of She]] Resources Canada Ltd.

d.M.. MacLeod, stated that h{;\company cons1dered the 25%
back-in  to the state 011 company to b€ “retroactive
conf1scaﬁ1on which we cons1der to be 1nherent1y unjust.”247
A number of . compan1es testified thjt Pefro—Canada’s
‘preferentia] access to6 frontier-laqd_éhould only apply to
future discoveries on new land grants. In essence, this
amounted to.an argument foE tHe status quohas_ most of the

promising acﬁeage on the frontier had "already been claimed:

This is evident from the faci that ‘whed previous ’ erntied

regulations’ allowed Petro-Ganada preferent1a1 abcess to

acreage in August 1977,vthe state o1l,company -found littie.
~worthwhile acreage amongst the 1 bi]ljod acres then
available. Indeed much of th1s land" hadn beene previously
. held by pryvate compan1es but had been turned back to the
chown.égﬂ’This explains private oil capital’ s willingness to
allow Petro-Canada,accees to .new land grants. Most™ of the
promisiné acreage 1is a]feady.under 1ease fo theee private
companiés,' and 'henge would not be affected by such
acquisitioris by fhe state oil company.

Another initial complaint with Bill ;Cf48’ relating to
Petro- Canada was that the state oil eompany was given the
25% bacK in, yet was not requ1red to pay past exploration
expenses. Lalonde 'Just1f1ed this by cla1m1ng that "thefe‘

297 National Resources and. Pub11c Works Comm1ttee Issue 39
March 24, 1981 p. 39:25 , .
298 Ojlweek September 5, 1977 p. 5 . i
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will be a 25 per cemt federal cash incentive grant.availabler

to’ all explorers to offset "the 25 per “cent Crown
share...."299 However, as noted .above, industry’s grievances
o I S , :
- regarding. thism issue have been satisfied as the staté has

sincé backed off in the: fape of 1ndustry pressure and has
agreed to finance past expTorat1on -expenses “when
Petro-Canada activates'jts‘25% carried 1nteres¥. o
The final area of contention with Bill C-48 concerns
?he 1ncreased m1n1ster1a1 discretion wh1ch the Bill ¢

~ contains. This is tlear ffom a citation of just two sections

.
~.

~

of the Bill: - . T R

The Minister, at any time -after maK,ing a declaration

of s1gn1f1cant discovery, may order the dr1]11ng of

a well or wells on the relevant Canada lands... to
commence within one year after the makKing of the
order or within such longer period. as the Minister

specifies in the order.300

. .

And again,

The Minister... may require aﬁy Jinterest holder
,Specified in the order ) o
" (a) who, in the opinion of the Minister, . has

- the capability to commence product1on of oil or gas,

-to commence- produc1ng oil or gas for wuse in a
Canadian domestic market and deliver the oil or gas-

so preduced at the times and: places and jn the f
quantities specified in  the order, For s'sale to
persons specified in the order, at prices ., specified

in the order,... 301

There are many other, sections of the document\that'serve-<<x

!

(potentially) substantially ' to increase the Energy

299 Nat1ona1 Resources and Pubtic Works Comm1ttee Issue 49
May 14, 1981 p. 49:18

1300 B111 C-48 House of Commons First Reading December g,
1980 p. 25 .

(301 IBID p. 26 '

ol
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4

Minister’'s influence over the oil and gas sector.3°2 This

- expansion of ministerial control is quite consistent with

the objective of the entire NEP-; to increase federal state

‘control over the vital &il and gas sector. A]though private
0i,1 capital has strohgly.opposed this inéreased ministerial
control,'jt would appear thaz with the federal government is
intent upon esxablishing» more direct control over the
industry,30°3 that their protests will prove of iittle

significance.

- As  with many other elements contained in the NEP, IPAC ~

has'again allied itself withi the 1aﬁge oii cohpanies in

responding . to Bill C-48. For instah994 it-haé condemned the-

25% back-in brovisions for the state oil company, labelling

this "confiscatory"3°4, and it has opposed the increased

ministerial \discretjon contained in the bi]j.3°5 Indeed, it

appears that there is little contained in Bill C-48 which

would satisfy the sﬁ%l]er Canadian independemts, other than

the Pequiremenﬁ that for prodUCtion to begin on frontier
lands, ° the company involved must have 50% Canadian

ownership, a criteria which most small Canadian companies
| : .

q

would fulfill, Thefe is at least one Canadian oil company

which has genera]ﬂy approved o% Bill~C548—4 Dome Petroleum.

392 For example, see sections 27; 32, 33, 42 and 43 of Bill
C-48 (first reading) December 9, 1380. .
303 Expanded ministerial control is only one facet of this
process+ others are the expanded role for Petro-Canada, and
the effect of the PIP grants on federal territory.
304 -Natural Resources and Public Works Committee Issue 45
April 7, 1981 ‘
305 IBID

-
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A1though Dome has expressed concern over the _in0rqased"

. | “87

ministerial discretion, and the 25% Back-in to the crown3°s,

Dome Has reacted quite “favourably towprds Bill C-487 This is

not surbrising as Dome stands to Benefit cdnéiderabfygf?om
the NEP as a whole!°” and hence does not wish tb‘épark any
hostility with the federatl gOvernmenf; . |

As can be seen from the anve,»«the-fbreign*ownéd
industry’s response to Bill C- 48 has been largely fhegéti?e.

However, it ‘has not been overt]y host1le ) Instead- of

directly pressufing ~ the fedepa1 . government, th% ~‘“ :
- foreign-bised companies have taken a -different, xméfe .
indirect, approach-- intensive lobbying ' of ~the = U.S.

Congress. The hexg section. will deal with the foreign

-

résponses to Bf11 C-48, focusiné primarilyson the response

of the United Stafes government .

FOREIGN RESPONSE TO BILL C-48
A1 though cr1t1c1sm of the NEP and Bill C-48 has come

from varied sources, the most vociferous respohse has been

from the ~United States. Initially, American‘rés onse was

1ow-Key3°8,_ Howeyer, as industry pressure has been fully

mobilized in months subsequent to the release of the NEP and

306 Dome potentially stands to lose qu1te a bit due to this

R:ov1s1on as it holds a working interest 'in approximately 23

11ion acres of oil and gas rights on the frontier. see
Natural Resources and Pub]1q Works Committee Issue 43 April
1, 1881 =
307 This is due to the near world price which Dome will
receive -for its frontier production,™and_the general
commitment of the federal government to frontier oil.
308 see Calgary Herald October 30, 1980 p. A3

——————
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lel C-48, fact%ésv such as quiet diplomacy have been
aEandoned for'those of é more overt and threatening natdre.
" U.S. 'crfticism is based on the premise that Bill C-48
violates 1976 0ECD gu1del1nes which were 1ntended to prevent
fqre1gn. 1nvestment d1scr1m1natyon, as 'weﬂl - as trade
leigﬁfions required by Canada’s) sfgning of the General
Agreement'on”Tariffs and Tradé (GATT). 1In partfcular. - the

offending sections of Bill C-48 deal with the provisions

~that require all companies to procure a certain ‘percentage

of'their goods and services from-Canadian companies,3°® and
the . requirement that 50% of the oil and gas indusfny be
Canadian owned by 1990.310 A ’

As meptioned -above, the initial American response was

Reagan adm1n1strat1on had not yet assumed office. Initial

*react1on came - when a group of eight u.s. officials,

1ncluding representatives of the State and Ehergy

Departments, raised the issue-of'Canadianization ddring a

" meeting with Energy, Mines and Resources officials in Ottawa

N

in November 1980.3'' However, little was to resuﬁt, at least

pub]icly; from this meetipg. Since this.initial.reaction to

&

the NEP, industry lobbying has gained ;increasingly»vgﬁeater

‘acceptance within the United States Congress 7?d the State

epartment. The executive Vice-President of (ities ﬁService

3 The acceptable amount will be determined anq approved by
the federal government.

310 Globe and Mail November 8, 1980 N

311 Globe and Mail November 8, 1980 [

' !

‘this being most likely due to the fact that the

o
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CoMpany, Ph111p Wood, has spokenwagq1nst the NEP- &and Bill

C-48) saying that 1t has creatéd a situation in which,

N ‘ 3 \ . » v
"certain opportunist1c Canadian companwes-- a1ded and

“abetted by Canadian banks-- can fearlessly conduct raids on

U.S. ‘compan1es "3‘2 Appear1ng Before a Congressional - Energy’

\
and - Conmerce sub-committee, WOOd‘ requested that Congress

enact“v emergency legislatioh to temporarily ‘sﬁspendu

T
acquisitions of American energy companies by Canadians. 313

The U.S. government has respended to industry pressure.'Dhe

" State Department officiaT has stated in reference to the NEP

i

- and Bill C- 48 that

What we have in the case of the 1latest round of °’
Canadian measures -on energy is a very large and
massive retreat from the principles of national
treatment, 3 14 ’

3

rHe  warned of possible U.S. reta]iatory action, saying that
" there were,
many examples of s1gn1f1cant Canadian 1nvestments in.

the U.S. which could be taxed, regulated or 1ega]1y
constrained, one way or another 3158

u.S. CommePCe Secretary, Malcolm: Ba]drige,\ has also

criticized Canada’s foreign investment policies,

specifically  labelling  the NEP  and Bill  C-48

"disqriminatory". Furthermore, he has,stated that "they (the
N%P*vand Bill C-48) vare' 1ncons1stent with an enl1ghtened

international = investment policy ‘and 1nternat1ona1

312 Globe and Mail June 20, 1981 p. 1
313 IBID p. 1

314 Globe and Mail June 6, 1981 p. B1
315 IBID p. B1 . ' \

.

I
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obligations."316 Baldrige has hinted that the U}S. may take
lTega.l action by seeking démgges un?er the GATT.3‘7\ Further
U.s. .reaction came in March 1981 when the U.S. Trade
represen{ative tg “Canada informed Ind;stry,‘ Trade and
| gt intended to ask

”f?u%ﬁhe GATT  in

Commerée Minister. Herb Gray that the 4.

fOr "formal consuitations' w1th Can&ﬂqg,»
cons1derat1on of B1H C- 48 S prpﬂ“’mh‘ ;
.canad1an suppizers of goods and serV1ces in- energy pPOJeCts
on federa] lands . o o~k . .

Besides these wvocal threats emanating from U.s.

government officials, more concrete action has been taken n

~

Congress where a number of,piéce5~of legislation (designeéjx

for “the most part, to discriminifg against Canadian

“investment in the U.S.) have been proposed. Amongst these is
“ - / -

a bill to deny Canadian companies‘access to oil and gas

~leases on U;S.dfederaily controTled lands, and a bill which
wduid establish ,stricfér margin réquirements for Canadian
companies ( financed by large Cénadian banks) taking over
Amer ican companiés, thereby limiting the abiiity of Canadian
compénieiito takeower U.S. firms. Finally, there have been
,th}eats of legislation which would impose a horatorium on
takeovers of U.S. companies by foreigners.3!

Canada’s reaction to this growing hostility from the

U.s. Congress has been low-Key and to continue to conduct

private -discussions with U.S. officials concerned over the
316 Globe and Mail July 7, 1981 p. B6 '

817 IBID p. BB P

318 Globe and Mail July 27, 1981 p. Bf

3
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energy policy. As well, there has been a determination not
to back down in the face of growing threats of wetaliation.
This positioﬁ has been taken by -both Lalonde and™ Prime
Minister Trudeau. The Jatter, whi]e'meeting with President
- Reagan in November 1981 at'Grand Rapids Michigan made it
~élear. to the U.S. Pﬁesidenf that Canada would not alter.its
‘]atést energy program. As Trudeau relatedb his discussion

with the U.S. President about Canadian energy policy to the
press, he stated that, "in fhat field I told him there was

no question of our backing down."3'9% In defence of Yh¢‘  i
_vthe federal government c1a1ms that although Canada d1d hé?wé
to the OECD principle of non-discrimination against\foreign

{nvestment, certain reservations to this principle were made

because of th existence of FIRA. These stated excepfions,

the government claims, make the NEP consistent with Canada’s
ebligatione to OECD principles. 320
Is Canadian energ¥*p01icy'out of ‘line witﬁ other energy .
producers in the capifalist WOrld? A brief examifation of
other western energy producefs indicates that they too "
discriminate between foreign and domestic investment. R;"
Donald Pollock, Chairman of the Indﬁstrié] Policies
Committee of the Science CQuncil of Canada, writes that;

A 1977 OECD (Organization of Economic and Cultural
Development) survey found 17 of the 24 responding
countries had  legislation which treated
foreign-owned firms differently from domestically

,owned firms The survey also found a long 1list of

319 Globe and Mail September 26, 1981 p. 13
320 Globe and Mail February 26, 1981 p. B2 and Gliobe and

f‘ Mail June 22, 1981 p. B1

%
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U.S. federal and state policies in which .foreign
-~firms did not receive the same treatment as U.S.
firms. 321

In particular, the U.S. discriminates against foreign6

investment  in the fjelds *of atomic enérgy,’domestjc air
transport, acquisition and exploration of federal mineral
lands, hydro-electric power and shipping.322 Indeed,?® in
reference to these discriminatory laws, the ‘Canadian
Ambassador to the U.S., Peter Towe, has nbted that,
In maritime transport, carriers with ‘sizeaQ]e
foreign investment are not eligible for construction.
and operating differential subsidies. The Jones Act
confines the transport of merchandise in U.S. waters
to U.S.-built and U.S.-owned ships.
Nationality restrictions are also applied to
Uu.s. flag carriers involved in foreign maritime
trade, to foreign banks and to the broadcasting
industry. And a great deal of state legislation

differentiates between foreign and. national
corporations.323

As for other oil producers, in Britain the British
National 0i1 Company (BNOC) has the right to 51% of voi]
production. In Norway, Statoil may claim up bto a 50%
interest in any lease ii does‘ noﬁ already hold, without

paying past exploration expenditures. Finally, Australia

also has nationalist policies in its energy sector. For

example, it requires that a m?himum 25% of equity investment

~in any energy producing prdperty be Australian owned and

that the foreign companies involved be publicly committed to -

321 R. Donald Pollock "Why the U.S. is putt1ng the squeeze
on Canada" Globe and Mail October 23, 1981 p. 7.

322 IBID p. 7

323 Globe and Mail October 14, 1981 p. B2.

[}
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increasing the Austrialian share to 51%. 324 Wh‘n'one
examines this evidence, along with the fact that the
existence of "free trade” has long been a myth3{5,' one can
oﬁly conclude that the U.S. response to Canada’'s latest
energy policy in no way can be construed as a defence of‘the
lofty principle of “freé trade", but réther as an effort to
simply protect American-owned firmg with investmenfs in
Canada )

Although the ma jor ob3ect1ons to Bill C-48 have. been
raised hy the United States, opposition to the legis]atipn
has also come %rom two other governing bodies-- the EC .and
the OECD. In.May 1981 the 'EC sent an official communidue to
the Canadian government objécting that the NEP proposals to
jncrease éanadian ownership and control of the petfoleum
sector were discrimihatory againsf.foreign fnvestment, and
as such were inconsistent with Canada’s cooperation
agreement with the EC and with the 1976 OECD guidelines
(agreed to by Canagé) on the treatment of foreign
investment.326 The OECD also claims that the NEP and Bill
C-48 contravenes these guide]ines on ~ foreign investment.
However, there is evfaence *hat pressure from the U.S. has
~resulted in this OECD position, as the U.S. made formal
complaints agout the NEP at the March 1981 meeting of the

324 pollock op cit p. 7 '
325 Briefly, one need only note Pres1dent N1xon S 1971

unilateral .imposition of a 10% across-the-board surcharge on. -

all goods entering the U.S., and the proliferation of
non-tariff barriers to trade (such as quotas, health and
safety standards etc.) in recent years.

326 Globe and Mail May 5, 1981 p. B1
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QECD's Codes Coomittee on International ‘Iﬁvestment and

Multinational Enterprises (CIME).?327

CONCLUSION

As in Chapter -4, the objective of this chapter has
primarily been to demonstrate that the new frontier qil and
gas legislation (Bill C-48) serVes to reinforce the federal
goverament's objectivg, as hevealed_-in the October 1980
energy document, to aid private capital. Of course, Bill
C-48, with its Canadian procurement regulations does little
to ‘enhance the iﬁterests of oil capital. Indeed, one might
argue that Bill C-48 even works againét the interests of
some fractions of oil capital (hotaQ]y foreign-owned oil
capital) due to the provisions it provides for Petro-Canada,
its requiremenf that for pﬁoduction to begjn‘on the frdntier
the participating companies must be at least 50% Canadian
owned and controlled, theAincheased ministéria] discretion
and the more stringent work ‘requirements. Rather, the
benefits it provides are intended to accrue to non-oil
Canadian capital such as the indusfrialvand manufacturing
sectors. This‘agafn demonsfrates both thé‘ hon-momo1i thic
nature of private capital in Cénada and the relative

autonomy of the state.

— e - - = = i

327 Financial Post June 6, 1981 p. 20



V. Conclusion ’

It has been the objective of this thesis to ‘examine the
latest energy policy released by the federal government and
td explain: 1) why the policy was devefoped; 2) who are the
ma jor beneficiarigs and losers.under the program; and 3) why
did: so huch controversy' accompany the NEP’'s rélease‘ and
every phase of its impiementation. The latter guestion
requires an Qnderstanding of state action, and ultimately an
explanation of the state’s relationship to private capital.

It has been concluded that the formation of the &éP
demonstrates a state working fundamentally in the intereéts
-of private capital (albeit at times in the . long-run). Of
course, the federal state itself also sténds to benefit
significantly from the latest energy policy, and‘this proves
that theré is some degree of autonomy in sfate action. It
does not always work exclusively in the interests of private
capital. This assertion is further supported by the fact
that qéftain.fractions of capitatl cleaﬁly suffered from a
number of the policies found in the NEP |

An historica]wapbroach to this thesis has been adoptéd
because it a1lows’one to place the NEP in a context, and to
identify .the areas of'~continu{ty and chénge \with past

policy. Thus one can observe the governments’ first active
\

@ .

. } . ) \
recognition of the need to reduce foreign ownership in oil

and gas in the 1976 energy document, and ‘the 1976-77
_frontier land regulations. One can also observe the

beginning of direct state intervention in the oil and gas

195
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sector with the formation of Petro-Canada in 1976. These
earliér developments indicate that many of the policies
contained in the NEP (specifically, Canadianization, the
“expansion of the state oil company, and the extension of
federal control over frontier oil and gas development)
maintain a considerable amount of continuity with past
policy. ~

Although the NEP ultimately is an attempt to serve the
interests of private capital (and the federal state), a
monocausall explanation cannot be used to explain the
formation of the NEP. Thus the analysis which portr;ys the
state as simply the "executive committee o} the bourgeoisie”
has been rejecied. Numerous factors, domestic and
iqternational, political and economic, all influenced the
design of the new energy policy. 0f these, five major
factors have been identified. 1) The continued existence of
foreign domi@afion of the oil and gas sector. It had been
the federal government’'s objective to reduce the level of
foreign ownership since 18973 and with the world price of oil
doubling in 1978-79, it was realized that Canadianization
must occur very soon or the foreign-owned companies would be
forever priced out of the reach of Canadian firms. 2) The
fiscal crisis developing at the federal level of government,
particularly after 1978-79 when o0il import compensation
"paymenté increased great}y due to the large o0il pfice
increases on the intefnationa? market. It was imperative

" that this source of fiscal drain be reduced immediately.

¥
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Hence, the NEP provides’for the gfadua]btransfer of bearing
the cost of imported. pil fpom‘ Fne'general revenue fund
.direct]} to the consumer.| This was oone by the impositjon of
the Petroleum Compensation Charge. In addition to the PCC,
other taxes (PGRT, NGGL{:‘and IORT) were also introduced in
~an attempt to -alleviate the growing fiscal crisis. 3) The
federal government also identified the oil and.gas sector as
the leading sector of economic gro@th in the 19805. In
October, 1980, both Cold Lake and A]sgnds were still viable,
the Beaufort Sea was showing promising signs of containino
large guantities of oil, and Hibernia” nad recently been
drilled with positive results. The deve lopment of all of
these»projects'would not only bring to Caneda the increased
probability of oil self-sufficiency, but‘a1soﬁa tremendous
"stimulus to economic growth. éstimated capital expenditures
for just; Alsands and Cold Lake ran over $20 billion ($
1980) . Tné government was determined that the Fmajority of
the financia]v benefits- of projects‘ such as these remaﬁn
within Canada. Hence, Bill C-48, with ite stipulations that
a significant number of the spinoffs from”these,venfures {on
‘the frontier) be{capfumed by Canadian business, - was designed
as * an integral component ofvthe NEP .4) Anothec jmpoftant
factor 1nf1uenc1ng the des1gn of . the NEP was the existence
of b1tter federal provincial an1mos1ty over the control and
deve]opment of 0il and gas resources. There is no doubt that
Ottawa was beconingi increasingly concerned oven/A]berta’s

At

burgeoning Heritage Fund and the implications this could
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have for federal control of the eéonomy. [f Canadian oil and
gas prices were alioWed'to‘be deregulatedx Alberta’s wealth
and influence.would’expand even more. Thus, it has been
argued that the NEP was designed, in part, to offset the
growth of Alberta’s petroleum‘revenue ahd ‘increase ‘federal
control \in-'the oil and gés sector. In supporf of th;;
argument it has been shown that the NEP provided for an
expansion of the state oil company, and instituted the PIP
grants which weré designed to Tlure investment away from
cbnventionai régibns (found primarily in Alberta) to the
frontier. SY'The final, and probably the least signifibant;x
faétor’ which has beeh'idehtified'a§ explaining the‘NEP was
the role of electoral po]itipsﬂ The idea of a cfeating ‘a
fngw, nationalist enmergy policy was initiated during the 1980
‘* éHection campaign ahd'theré_is no doubt thaf, at least in
~part, this was dohe to capture electoral support. However,
'fo cynicé]ly argue that this wasbthe major purpose of thé
‘NEP, ignoresv the influence o? more compelling factors such
as the influence of fiscal crisis; the desire to use the oil
and .gas sector aS the stimulus to economic growth,.the
. impor tance of.fedefa]Fprovincial conflict, and the desire to
 _reduce vforeign domination of.the oil and Qaé sector. All of
these‘Factdrs carry mbre weighf in.explaining the NEP4 than
does the argument which explains fhe NEP priméri]y as the
reflection of electoral considerations. |
A]fhough these. five ﬁggtors‘ have been identified as

explaining the NEP, how Céﬁl one more fundamentally
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égnceptualize state action in this instance? Thisiﬁrings us
back to the fundamental question posed aththe Beginning.of
the thesis. In which interests does ‘the state ultimately
work? It has "been argued that one cannot simply maintain
that the state always and necessarily ac£s in the immédiéte
interests of private capital. Although there is no doubt
that the state does wultimately éct' in the :inteﬁests of
éapjta], there is. also some [Necessary autonomy t6 its
actions. Capital is not an homogenous, monof?fhic entity
with  identical  interests. Rather, it is fractured,
disunified and its. varying fractions are.often in distinct
opposition to each dther. Furthermore, it is not always
possible for capfta] to identify what is in its best
long-term inteFests. It is vaiou§ that the»NEP did not
satisfy a number of fractions of capital—- small oil
capita];- foreignv oil capital-- as well as the Aibehta
government, the U.S. government and thé'fedéral opposition.>
Why was the NEP opposed so stridént]y by tﬁese ihferests? It
was argﬁedkﬁhat the fact that the NEP was opposed so
strenuously by bﬁsinéss and_gbvernments cannot be‘éxplained
solely through the argument that the ~bour§eoisie cannot
recognize what'is in its best interests. Clearly, different
fractibns of capital, as well as the consumer and[the state,
benefit in varying degrees from.the NEP. Onifhé whp]e, this‘
fact demongtrates that,someldegree of state autonomy ’doeS

exist. In ‘supporting this argument it was shown that, with

the original NEP, consumers were temporary winners as the
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domestic price of{oil was to cise at a rate below the rate
~of inflation. HoWever, with the September 1981 pricing
agreement, yhis no longer held. In fact, at least in . the
short-ruﬁ, fﬁe consumer is the definite loser from the.
Sebtember pricing agreement. Sméjl and medium sized oii
capitai[ both foreign- and Canédian—owned,;have aiso been
significant losers from the NEP. This is due primarily to
the higher ~ levels of taxation. In particular, the smaller
companies are hit .expecially hard'Ey the PGRT. This is a tax
Jevied only on production revenue and as such hits the smafL
aﬁfdn 1ntegrated companies much harder than ~ the 1arge;
1ntegrated firms. The smaller firms are also hurt by the
NGGLT, and the I0ORT (as are the major firms). Furthermore,
the small companies, due to their relatively small cash-flow
and lack of expertise, épg not in a position to take
advantage Qf..tbe~ genehd&sﬁlPIP grants which are heavi]y
weighted towards frontier explorat1on Howevef there is one
element of the NEP wh1ch does benef1t the sma]ler f1rms
- This is the pr{cing of new oil at the worjd price. Of " course
»é]]_ companies, 1qrge or small, foreign; of Canadian-owned,
benefit from this. | .
Another major interest which loses from the NEP 15///

Al

foreign-owned-oilvcapital firms such as Texaco, Mobil, aha

'Imper{al 0il. This 1is due primarily to the phasing out of
depletidovallowance, and 1ts\rep]acement.with a system of
cash grants, the level of which is determined by a.company’s

level of Canadian ownersh{b”and -control. The  other méjoh’
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element of‘the NEP which works against the foreign-owned
“firms is the requiremént that the oil and gas.industry be at
least 50% Canadian-owned and controlled by 1990, and .that’
for production to begin on the frohtier,\a company must
attain a COR level of 50%. Such measures.\Wi11_ have an
enormous effect  on large frontier lease holders such as
- Esso. | |
In reference to the interests which’benefit froé the
NEP, the major wipners are large FCanadian oil capifa],
centfa] . tanadian industrial capital, and the federa]
government . Of fange,Cahadian oil companies, it has Abeen
observed thay the major béneficiary ~of the NEP is Dome
Petroleum. Most of Démé’svdperations areﬁgeared towards the
frontier, and as such Dome is ih the beét position to take
advantage of the PIP grants. Anofhér $ajor Canadian oil and
gas company which benefits cons?défab]y frdm the NEP is
Nova. This is primaf%]y due to Nova's \Hh{g£a1 gas and

natural gas pipeline interests, as the NEP cgﬁtiqyes the'
governme;t’s policy to encourage business and cénsume;§\\i9‘
switch from oil to natural gas (and to a lesser extent'bther\
alternative fuels). In actively promoting this, the federal
"government has set the domestic price of natural gas well
below that of oil and has taken measures to extend the
natural gas pipeline from Montreal to the Maritimes.
Centfa} Canadian -industrial capital is ahofher interest"

which stands to gain - (potentially) from the NEP. It is

' N v
clearly the intention of the goverrment to  encourage
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industrial capital to enter the oil and gas sector. Indeed,
industrﬁaJ capftal' is intended to be a major private actor
_in the Canadianization of the oil and gas sector. Although
no  major industrial company has yet directly entered into
~the active takeover game, a number of firms have indicated
that it is theif intention to enter the oil and gas sector.
And despite the current fedefal p611¢y of' high® interest
rates and the gen§ral depressed condition of the economy
which has seriousiy d;ﬁpened most companies .enfhuSiasm for
‘takeovers, in the medium-to-longer term,'indUstrial caﬁitaj
can be expécted to venture into the oil and gas sector.

The final interest tq initially gain significantly from
’the NEP, at leastyﬁin the short-term, . i§ :the . federal
government . Tﬁfs is due to a number of factors: 1) the
significant ﬁﬂice increases (cohbined with higher taxes)
contéinedl‘both in Qhe September 1981 pricihg agreéments and
in the original NEP.328 The federal government, at the time
of the September/81 agreement, anticipated that they would
receive §$54.3 billion in'revenue‘ovgr the five year 1ife of
the agreémeht, and it was expécted that this wouid hefp
considerably - in reducing the burgeonirmg federal defﬁcit; 2)
The inCreasedAministerié] control granted to the minister of

Energy, Mines and Resburces; and}3) The expanded power of

328 Of course it is the federal government who is currently
suffering the loss of anticipated revenues most ‘severly, due’
to the recent decline in world oil prices. The September/81
pricing agreements were premised upon the assumption that
world oil prices would continue rising for an almost
unlimited time, at a real rate of 2%/year until 1986.
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the federal government‘ in. the &il and gas sector,
._particularly on the frontier. ‘This i due both to the
increased. power of the energy minister and to the expansion
of Petro-Canada. | |

Due to the fact.that a‘number of different interests
benefit in varying degrees from the NEP._iﬁ is not possible
to argue that the state works directly ;nd solely in the
‘argued in this

(

interests of private cabita]. As has been
thesis, the‘fact that such a cohtroversy érose over the NEP,
along with fhe more concrete eyjdence of reductions in
‘exploration budgets immediately after the NEP was
introduced,.strong]y sﬁggests that ceftain fractions hof
capital wéne far from pleased with the NEP.‘Heﬁce, it has
'beeﬁ‘argued that there is some autonomy ‘}b state action,
although the. exact amount big of ~course impossible to
détermine. | ‘

) Aowevef, this is not to suggest that it is the staté’s
intention to work against phjvafe_cépital.'fndeed,_the' very
opposite has been argued. The NEP is intended primarily to
benefit private capita]. This is evident in the generous ?IP
grants and in the continued focus of Petro-Canada on the
frontier. The state has never intended to fundamentally
alter the capitalist relations of production. It has never
been intended to use Petro-Cénada to squeeze - outv private
capital, but rather to complement it..Thus, under the NEP
mos t of.the state o0il company’'s exploration budget will

continue~ to be Spent on the frontier. The objective is to
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ensure  that oil will continue to be available in sufficient
quantities.. to private capital SO that  the private

accumulation of capital can continue unhindered.
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