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There has been considerable interest and debate recently on the use
of evidence in policy development, sparked perhaps by a view that
some governments overly rely on ideology rather than evidence to
make policy decisions. Yet, when asked, virtually everyone says they
support evidence-based policy.

But even if there is widespread agreement, a discussion and
examination of the issue serves two useful purposes:

- First, it helps clarify exactly what we mean that policy
development needs to be based on evidence and how one
actually goes about doing it; and,

« Second, such a discussion helps clarify the distinction between
basing policy decisions on evidence and creating evidence
to support a policy decision already made. The former is
desirable and does not happen often enough, while the later is
undesirable and occurs frequently.

With policy the product of a democratic political process that
gives government its mandate to act, it is understandable that at
times there will be tension between policy based on evidence and
policy that responds to the democratic will, but might lack a sound
evidentiary foundation.

There are several ingredients to making policy decisions. The most
critical are evidence and leadership. This paper offers a framework
to capture and apply them both. Other factors, such as political and
ideological considerations, as well as conflicting evidence, are not
directly addressed but are subsumed in the role of leadership in the
pursuit of sound public policy. For the purposes of this discussion,
Section 2 examines evidence and provides an example of what it
means. Section 3 combines evidence with leadership and applies
the framework to a range of policies that have been of interest to
Canadians in recent years. Section 4 draws key conclusions.

» Example of evidence-based policy: climate change

In 1920, the great economist Arthur Cecil Pigou argued that when
an economic activity creates external disservice (such as pollution),
a properly designed tax improves, not worsens, resource allocation
and makes an economy stronger and more efficient. This is the
foundation for the case supporting a carbon tax from an economic
theory perspective.

Those who worry about the negative environmental effects of
burning fossil fuels support a carbon tax purely from the perspective
of achieving their environmental objectives. The carbon tax issue




is an example of the starting point for evidence-based policy
development: a clear hypothesis, grounded in economic and
environmental theories, about the nature of a relationship between
the two factors.

Many worry about the negative economic impact of a carbon
tax, arguing it would “destroy” jobs. Using Pigou’s position that a
properly designed tax actually improves economic performance,
these views do not stand the test of reason or evidence.

The second step in evidence-based decision-making is determining
what the evidence shows about the impact of a carbon tax?

Let’s look at the performance of a number of countries with high
carbon taxes, a list that includes Sweden, Norway, Denmark

and the Netherlands (one may also examine the case of British
Columbia). Added to the group is the average performance of the
OECD area (a collection of 34 developed countries), the United
States and Canada. Also examined are several environmental
indicators, such as the share of environmental taxes in total taxes,
the environmental taxes-to-GDP ratio, the energy and materials
intensity of production and consumption, and the growth of
greenhouse gas emissions.

On the economic front, there are two key economic variables: the
level of per capita GDP as an indicator of the current standard of
living; and, labour productivity growth over time, as an indicator of
potential growth in living standards in the future. To not ignore social
outcomes, included is income distribution across income groups
using the Gini coefficient, which captures income inequality. The
data is from the OECD over the 1990 to 2012 period. Not included
are variables such as Canada’s diseconomies of geography - such as
climate, distance and scattered populations, as well as Canada as a
producer of resources that others nations consume.

In total, there are eight indicators and seven jurisdictions in the
following charts which rank countries. Chart 1 on the ratio of
carbon tax-to-GDP shows that the Netherlands is ranked first as it
has the highest ratio, whereas the US is seventh and Canada sixth.

CHART 1: Carbon Tax to GDP (1 = Highest; 7 = Lowest)
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In Chart 2, Canada is ranked the worst on greenhouse gas
emissions (meaning it has the highest emissions per capita) and is
the second worst on productivity growth and income distribution
(Charts 3 and 4).

CHART 2: Greenhouse Gases (1 = Highest; 7 = Lowest)
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CHART 3: Economy: Productivity Growth (1 = Highest; 7 = Lowest)
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CHART 4: Income Distribution (1 = Equal; 7 = Unequal)
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To get a better overall picture, also shown are the rankings that
result from the eight indicators. Based on the seven jurisdictions,
the worst possible score is 56, if a country were at the bottom for
each of the indicators and the best possible score is 8. Chart 5
provides the composite indicator, with rankings based on the eight
indicators for seven countries.

The data show that Canada is not doing well in relation to any of
the six other jurisdictions for environmental, economic or social
outcomes. In this ranking, Canada scores 48, worst of the group.
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CHART 5: Composite Indicator Rankings (8 = Best; 56 = Worst)
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The U.S. scores 44. The best of the group is Denmark, at 20.

The results lead one to the conclusion there is no reason to believe
that there need to be trade-offs between the economy and the
environment. The one necessary assumption is that, given the
differences in each of the national economies, one must, as in every
policy situation, design policies appropriately to achieve this result.
Badly designed policies will not achieve the theoretical result one
would expect.

It's important to note that this evidence does not establish
causation - specifically that environmental taxation generates
better economic and social outcomes. It does show, however, that
environmental goals are achievable at the same time as economic
and social goals.

An evidence-leadership framework

This evidence, consistent with economic theory, raises two
questions: why is it that evidence-based good policies are
sometimes not implemented; and, why certain policies are
implemented that are not supported by evidence? This leads to a
second critical element to policy development that needs to be
considered: leadership, specifically political leadership.

For the purposes of this discussion, leadership is the will and the
ability to take policy action that is good for the country as a whole,
but may not be popular among certain sections of the population.
It can be opposed because of negative effects on a certain group,
or negative effects in the short term that would be more than offset
in the long run. It can also be opposed for ideological reasons,
regional considerations, or a simple lack of understanding of the
underlying issues that should be correctable with appropriate
communication. The degree of leadership required depends on the
strength of the challenge to be faced by the government.

Chart 6 presents this leadership-evidence framework as a 2X2
schematic, with leadership at the top and evidence on the
vertical axis. As you move towards the right in Chart 6 from 1 to
zero on the leadership scale, the degree of leadership needed
diminishes—the issues are simpler. On the vertical axis, as you
move down from 1 to zero, the amount of evidence supporting
the policy being considered diminishes, so that that policy
becomes less and less appropriate.
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Chart 7 summarizes these observations in the four quadrants: the
top left policies have positive economic outcomes, but are difficult
(to implement); the top right policies are positive and easier; the
bottom left policies are negative and difficult; while the bottom
right policies are negative and easier.

CHART 7: Difficulty of Action vs. Outcome
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Given these combinations, what should one expect from
governments on the policy front? Chart 8 provides the answer,
admittedly with the caveat that what are listed as “positive” policies
would not be accepted as such by everyone, which is the nature

of the challenge for policy decisions by elected officials. Expect

to see a few policies in the top left; many in the top right; none in
the bottom left and some in the bottom right. In contrast to this
expectation, what is the actual experience?

CHART 8: Expected Policy Achievements
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Chart 9 provides perspective of where a number of key policies
that have been implemented belong. Governments in the past
have been able to implement sound evidence-based policies such
as the introduction of the GST, price stability, CPP reform, the 1997
elimination of the deficit, the Canada-US Free Trade Agreement
(the FTA), and the North American Free Trade Agreement (NAFTA).
As well, governments have not implemented many positive policies
that one could argue would be relatively easy to implement (top
right quadrant), including infrastructure spending, a carbon tax,
reform of social assistance and extended health benefits.
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In contrast governments have also implemented policies lacking
an evidence base that also require strong leadership. Two recent
policies in this area were the elimination of the long-form census,
and cuts to refugee health care. The former led to less data of
questionable quality and at a higher expense; the later leading
to worse health outcomes, again at a higher expense, albeit

paid by provinces to a considerable extent. The new federal
government moved swiftly to cancel both these policies, as their
reversal did not require a huge amount of leadership as defined
above. The right bottom quadrant includes policies that lack a
sound evidence base and are easy to implement, including cap
and trade, income splitting, the GST cuts and the commitment
to balance the federal budget in 2015. Based on the leadership-
evidence axis, Chart 10 subjectively labels actual outcomes in
Chart 9 with expectations in Chart 8.

CHART 9: Examples of Some Actual Policy Outcome
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CHART 10: Expected vs. Actual
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Based on the leadership-evidence four quadrants, Chart 11 sets
out in simple terms the role of stakeholders to help improve the
Canadian policy agenda.

CHART 11: What can stakeholders do?
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Conclusions

In conclusion, evidence-based policy development should lead

to better economic and social outcomes and improve the general
welfare. Indeed, such an approach can help avoid at times some

of the trade-offs between multiple objectives that we would
simultaneously want to achieve. One note of caution is that
because everyone favours using evidence, policymakers should be
careful that evidence is being used to develop policies that reach
their objective, not that policies are being developed first and
evidence is gathered after to justify them.

The type of evidence-based policy framework described earlier
should be helpful in getting politicians and other policymakers to
think more clearly in making their policy choices, and providing
leadership in introducing effective public policies that achieve their
economic and social goals.
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