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Abstract

Almost a decade ago, the Liberal Goverrment announced one of the most
controversial policy initiatives in Canadian history, the National Energy
Program (NEP). Within the history of federal-provincial relations, the era
of bargaining that followed the Program’s announcement on 28 Octcber 1980
easily is recalled. It represented an intense conflict that encampassed
economic and, ultimately, constitutional issues. It therefore is not
surprising to discover that Canadian energy politics in the early 1980s have
generated a wide range of scholarly and journmalistic investigations.

There is, however, a prominent gap in the scholarship pertaining to the
Program. Specifically, there are very few studies which adopt the
theoretical perspective of rational choice. With regard to explanation of
strategic interaction over energy policy in the era of the NEP, one
potentially useful camponent of rational choice is game theory. Such an
approach, focusing on strategic choice, might provide an opportunity to
situate the difficult political processes surrounding the NEP within a wider
context.

There will be five stages to the game-theoretic investigation that
follows. First, a brief history of the phase of confrontation will be
provided. Second, the game-theoretic interpretation will be presented in
general terms, including participants, strategies and potential outcames.
Relevant measurements will be derived in the third phase. In the fourth
stage, the process of a sequential game will be analyzed, in both abstract
and operational terms. Fifth, and finally, policy-related implications of
the analysis will be discussed, along with possible directions for further
research.



Energy policy, especially with respect to oil and gas resources,
has been a high profile — and perhaps the most contentious—
item on the intergoverrmental agenda in the past decade. It is
one of the most regionally divisive areas of Canadian public
policy.... Moreover, it was the Trudeau goverrment’s policy on
energy, more than other policies, that had perhaps the most
deletericus effect on federal-provincial relations in the early
part of the 1980’s.

— Pollard (1986: 164).

Many political and econamic assumptions that inspired the National
Energy Program in 1980 no longer exist. With its foundations
eroding, the NEP was bound to fail, though several of its goals

remain intact.

— Toronto Glcbe and Mail,
30 March 1985: 6.

Almost a decade ago, the Liberal Goverrment annocunced one of the most
controversial policy initiatives in Canadian history, the Naticnal Energy
Program (NEP). Although there have been memorable developments in public
policy since that time, including such recent examples as Meech Lake and the
free trade agreement with the United States, the NEP and its aftermath
remain interesting to students of Canadian and comparative politics. Within
the history of federal-provincial relations, the era of bargaining that
followed the Program’s announcement on 28 October 1980 easily is recalled.

It represented an intense conflict that encampassed econamic ard,



ultimately, even constitutional issues.l It therefore is not surprising to
discover that Canadian energy politics in the early 1980s have generated a
wide range of scholarly and journalistic investigations, in a quest for
greater understanding of the policy process.?2

There is, however, a prominent gap in the scholarship pertaining to the
Program. Specifically, there are only two studies of the bargaining
stimulated by the NEP which adopt the theoretical perspective of rational
(also known as public or social) choice.3 The latter refers to the use of
econamic theory to explain nonmarket decision making.4 As Sproule-Jones
(1982: 790) has pointed out, rational choice "offers the prospect of
coherent and systematic knowledge about natural resource management." The
approach transcends the description of individual case histories. It is
able to generate explanations which potentially apply to different
resources, societies and time periods. Rational choice entails three basic
concepts: the nature of the good, institutional arrangements and
individualism. Decisions are made in an institutional setting by
individuals acting ocut of self-interest. The decisions to be made depend on
the type of issue at hand. For example, the right of extraction for oil or
natural gas is indivisible, while econamic rents fram processing and sales
are not. ‘These properties will have implications for the process of
bargaining that takes place.

With regard to strategic interaction over energy policy, one
potentially useful component of rational choice is game theory. The theory
of games, sometimes referred to by students of rational choice as the
science of strategy, provides a rigorous means of analyzing bargaining and
negotiation, as opposed to a strictly descriptive account of those

«



&

(9

processes. > Such an approach, focusing on strategic interaction,
commnication and mixed motives, might illuminate the difficult political
processes surrounding the NEP within a wider context. With its focus on
strategic structure, game theory provides a basis for clarifying situations.
Regarding the NEP and its aftermath, there may be less than cbvious reasons
behind the ten-month intergoverrmental deadlock and ultimate resolution that
took place.

There will be five stages to the game-theoretic investigation that
follows. First, a brief history of the phase of confrontation will be
provided, although this accont is not intended to be exhaustive. (The
description instead will focus on aspects that are essential to the
subsequent analysis.) Second, the game-theoretic interpretation will be
presented in general terms, including participants, strategies and potential
outcames. Relevant measurements will be derived in the third phase. In the
fourth stage, the process of a sequential game will be analyzed, in both
abstract and operational terms.  Fifth, and finally, policy-related
implications of the analysis will be discussed, along with possible
directions for further research.

The "energy" game, to be described later in strategic terms, spanned
the period of intense confrontation involving Ottawa and Alberta over
resource revenues at the outset of this decade. For analytical purposes the
game is considered to begin in June 1980 and conclude with the signing of
the canada-AlbertamexgyAgreenent on 1 September 1981. This era can be

described most effectively through division into four phases: (a) the



negotiations between the goverrments of Alberta and Canada from June 1980
onward, including Alberta’s July proposals; (b) announcement of the NEP and
virtually immediate retaliation by Alberta late in Octcber 1980; (c) a
period of stalemate fram November 1980 to March 1981; and (d) the series of
negotiations which followed, ending with the September 1981 Canada-Alberta
Agreement.

Events prior to June 1980 set the stage for bargaining to begin over
economic rents. The 1979 oil shock saw the international commodity value of
gas and oil assets increase 100% almost overnight. When the Liberals
returned to office in early 1980, they realized that, if the anticipated
trend of increasing world oil prices continued, the producing provinces
would have the power to radically rearrange the distribution of economic
power in Canada. By moving the price of their oil more in line with the
world level, those provinces could cbtain extraordinary income: "The
federal and Alberta govermments realized that huge economic rents could be
generated by the single stroke of a pen" and that such a move would
"challenge federal econcmic management power and, in the process, confound
the intricate formulas for federal-provincial equalization payments" (Doern
and Toner 1985: 7).

Phase (a) of the game involved four formal, top-level meetings between
representatives of each goverrment. The first meeting took place in June
1980 and the last in early October of that year. The period prior to these
meetings, in terms of a later game-theoretic approach focusing on Alberta
and Ottawa, constitutes a preplay position. This means merely that,
although Alberta had been holding cut for a new accord on energy since the

fall of the Clark goverrment in 1979, the formal, bilateral game-playing had



not yet started. The two players had neither articulated their preference
orderings nor selected strategies with which to pursue those desires.

Alberta’s proposals in July 1980 revealed its keen interest in
collecting the substantial econamic rents from energy resources. The
proposals covered conventional oil and gas pricing, oil sands develcpment,
revenue sharing, interprovincial loans and taxation.® Lougheed proposed to
raise conventional oil prices over the course of three years to 75% of the
world price, with no increase in provincial royalty rates for either
conventional oil or gas. Development of the oil sands would be accelerated,
including a $7 billion investment directly in the sands and provision of an
infrastructure for the workforce by the Province of Alberta. (The federal
share of royalties from the oil sands would increase also.) With regard to
natural gas, the price would be fixed at 85% of the oil price, with
producers paying costs of transportation of new gas to eastern Canadian
markets. New mineral leases would be subject to federal taxation and
Alberta would provide funding for various interprovincial projects and
loans. However, Lougheed asked that Ottawa refrain fram imposing a wellhead
tax on either oil or matural gas and also not tax natural gas exports.

For Alberta, the resulting distribution of econamic revermes would be
jdeal; by ocomparison, Ottawa would receive far less than it had been
expecting. In light of the very real possibility that Alberta would carry
through on its proposals, the Trudeau Goverrment decided to challenge the
producing provinces -- especially Alberta — over the issues of revenue
sharing and pricing. Conflict between the levels of goverrment intensified;
almost predictably, meetings that lasted until Octaber 1980 failed to settle

the intergovermmental dispute over energy. In the aftermath, cbservers



described the ineffectiveness of the meetings in stark terms: the bargaining
sessions “"cumilatively fueled the mutual perception that neither side was
prepared to negotiate" (Doern and Toner 1985: 45).

Since each side approached the negotiations aggressively and
demonstrated an unwillingness to concede any aspect of its position, the
meetings failed to result in an agreement. On the federal side, the
Liberals had been in a cambative frame of mind after the failure of the
Conservative Goverrment to negotiate an agreement with Alberta. The
subsequent loss by the Conservatives in the 1980 election was perceived by
the Liberals as evidence that they had the upper hand over Alberta in
bargaining over energy (Doern and Toner 1985: 44).7 Furthermore, with cne
seat west of the lakehead, the Liberals had little western support (real or
potential) to lose.

Iougheed’s team in Alberta had equal confidence that it held the
stronger position in the negotiations and thus also hesitated to make
concessions. The Goverrment of Alberta could see that the province
effectively controlled the supply side, due to the potential of the two oil
sands projects, Cold Lake and Alsands, to provide crude oil. The Albertans
also believed that they could not be bullied econamically by Ottawa because
of the sizeable and expanding Alberta Heritage Savings Trust Funds (AHSTF).
The AHSTF enabled loans to other provinces, presumably building further
national support for Alberta’s position. In addition, historically,
goverrments that stand up to Ottawa can expect political rewards from
constituents.

Alberta’s Goverrment also thought that the federal Liberals could

afford to devote only limited resources to the energy issue.8 Furthermore,
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members of the provincial goverrment suspected that Lougheed knew mich more
about the intricacies of the energy industry and therefore could ocutduel his
federal counterpart in subsequent bargaining (Doern and Toner 1985: 44).
The conclusion of phase (a) came with the unilateral price increase of $2
per barrel imposed by the Alberta Goverrment in August 1980. The stage then
was set for Ottawa to act, and on 28 October 1980 it did so.

Anncuncement of the NEP as the central component of the Liberal hudget
initiated phase (b) of the bargaining process. In econonic terms, the NEP
included a series of camprehensive and detailed measures concerning the
pricing of oil and natural gas, incentives for producers, revemue-sharing
amngpmvirmsandtaxationofenengyfims. The Program proposed that the
production of oil and natural gas be at least 50% Canadian-owned by 1990.
It also called for Canadian control of a significant number of the larger
oilardgasfimsarﬂanearlyincreaseinmeproportionofthesector
owned by the federal goverrment.

A review of the specific provisions of the NEP makes it easy to see a
federal point of view. The federal goverrment set wellhead prices for crude
o0il and natural gas at levels favourable to consumers in cemtral Canada.
Ottawa levied a petroleum campensation charge on all users of oil products
and transferred 50% of the revenues fram the oil export tax to the producing
provinces. The federal goverrment created a Natural Gas and Gas Liquids Tax
(NGGLT) on domestic and export sales, starting at $.30/million cubic feet
(mcf) and rising to $.75/mcf by 1983. Ottawa also instituted an 8%
Petroleun and Gas Reverue Tax (PGRT) on net revenue, along with the phasing
out of depletion allowances and the introduction of incentive grants.?

Finally, Grant (1983: 33) noted what may have been the most controversial



measure of all: "the provision that the federal government would take a 25
per cent interest in oil and gas plays (ventures] in the Canada lands, thus
confiscating at a stroke a major source of future foreign inccme."

Stage (b) of intergoverrmental bargaining did not last long, however,
because annocuncement of the federal policy led to Alberta’s retaliation two
days later. Although Alberta had anticipated a federal move along the lines
established by the new policy, and planned retaliatory measures in advance,
the breadth and depth of the Liberals’ attempt to move into the energy
industry came as a shock. A recent court case over Saskatchewan’s potash
had established Ottawa’s constitutional right to requlate resources under
the trade and cammerce power, but the NEP represented a much more extensive
form of intervention. To Albertans, the federal budget looked like a
blatant effort by Ottawa to seize control of a sector of the econamy over
which the provinces had presumed constitutional jurisdiction.  Alberta
Energy Minister Mervin Leitch described the budget as "a massive and
discriminatory attack on Alberta" and asserted that it had "created a
confrontation between the federal goverrment and ourselves" (Globe and Mail,
3 November 1980: 1), while Premier Iougheed called the budget "an outright
attempt to take over the rescurces of this province" (Globe and Mail, 1
November 1980: 14).10

Lougheed had not been prepared for the legislative authority granted to
the Federal Energy Minister by the Trudeau goverrment. His negotiating
strategy had assumed that a deal could be worked out only between the
ultimate power-brokers involved, himself and Trudeau. The advent of the NEP
demonstrated that the Alberta leader had erred in this assumption. ILougheed
could see after Octcber 28 that an energy agreement would not be arranged
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between the two leaders; an intergoverrmental battle, in which the winner
would have the final say in matters of Canadian energy policy, had
developed.

on 30 October 1980, Loucheed announced a three-pronged retaliation.
First, Alberta promised to reduce conventional oil shipments to eastern
Canada (specifically, Ontario and Quebec), envisioning a series of three 5%
cutbacks in production over nine months. Each reduction would amount to
60,000 barrels of oil per day. The cutbacks, scheduled to begin on 1 March
1981, eventually would reach 15% of the prior production level of 1.2
million barrels per day. This reduction ostensibly would contime until
Ottawa had acknowledged Alberta’s position and promised to resume
negotiations for a more equitable arrangement on energy-pricing and revenue-
sharing. Iougheed also promised to cancel the acutbacks if shortages
occurred in other Canadian provinces, but warmed that shortages created
artificially by the federal goverrment would be ignored (Globe and Mail, 1
November 1980: 14).

Alberta’s other two forms of retaliation meant withholding provincial
approval for the Alsands and Cold lake oil sands projects and challenging
the NEP in the courts. Delaying the projects would exert pressure on Ottawa
because the latter thereby would find its drive for Canadianization of the
energy sector stalled. By disputing the constitutionality of federal taxes
on its resources, such as the tax on exports of provincially-owned natural
gas, the province believed that the federal intervention might be overturned
altogether. Thus phase (b) ended with the two sides more in confrontation

than ever before.



Phase (c) constituted a waiting period. In November, talks between the
two goverrments resumed at the deputy ministerial level. Given this renewed
commmnication, it is clear that both sides had became aware that the
bloodletting of October 28-30 moved the confrontation to a new, more intense
level. The adversaries thus demonstrated — in principle — a willingness
to negotiate in order to reach the settlement which had escaped them prior
to announcement of the new energy policy.

Progress, however, remained elusive; each of the rivals contimued to
hope for a weakening of the adversary’s resolve (Maclean’s, 2 March 1981).
Even by March 1981, each side still attempted to convince the public that
the adversary should be held responsible for the lack of a solution. For
exanple, Lalonde connected rising gas prices to Alberta’s cutback in supply,
while Leitch blamed Ottawa for the 1/2 cent per litre increase (Globe and
Mail, 3 March 1981: 1).

Fhase (d) began formally in April 1981 with a new round of negotiations
between lalonde and his Alberta counterpart, ILeitch. These bargaining
sessions continued through the summer of 1981 and concluded with a six-day,
marathon session in late August. The negotiations in this phase reflected a
change in the relative positions of the two players. Once formal
discussions at the ministerial level began in 2April, it had become evident
that the post-NEP enviromment increasingly favoured Ottawa. The Trudeau
govermment had demonstrated its capabilities by implementing a major and
decisive policy with widespread public support. In the words of
contemporary observers: "They were now the initiators and Alberta would have

to react" (Doern and Toner 1985: 311).

10
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On Alberta’s side, Lougheed’s government held a position less strong
than that which it occupied in the summer of 1980. The Albertans fourd it
difficult to counter the Canadianization goals of the NEP. Their bargaining
leverage had been diminished by a promise, given at the time of response to
the NEP, not to harm the energy supplies of other provinces. It also
appeared that Lougheed’s retaliation against the federal energy policy had
proven more harmful to Albertans than to any other Canadians (Helliwell and
McRae 1981: 20). The cutbacks in o0il production initiated by the
retaliation negatively affected not only oil producers but also the
important oil service sector of the ecanamy. Thus the Lougheed goverrment
had to anticipate mounting pressure to settle with Ottawa. The federal side
did not have to consider that factor to the same degree, because Canadians
in general appeared to be relatively unaffected by Alberta’s maneuvers. 11

Ottawa made it clear fram the beginning of the talks that it wanted an
agreement by 1 September 1981, in time for a fall budget, and that created
further pressure. This deadline contained an implied threat: A new budget
brought down without an energy agreement could very well prove as harsh in
jts treatment of Alberta as the previous one had been. Alberta, believing
that to be quite possible, and convinced that Ottawa would proceed with a
full implementation of the NEP if an agreement was not reached, experienced
greater pressure to settle the issue.

Of course, it should be noted that Ottawa also had an interest in
settling matters. As Uslaner (1989: 177) noted,

the ijtporttaxwasbeoanirgapoliticalmxdmforthel.iberal

goverrment. So was the growing perception that Ottawa had lost

interest in the consumers of central Canada simply for the sake of
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pursuing a partisan battle with Lougheed. Furthermore, the
stalemate did nothing to resolve the constitutional issue.

In fact, over a longer period of time, the stalemate might have developed
into the worst scenario for Trudeau. This is true especially of the non-
monetary payoffs (in areas such as the planned constitution and voter
approval), which were bound to deteriorate. However, in terms of relative
pressure, Alberta had a more desparate need to act. The confrontation, by
implication, became attractive to the federal side. It could hold out
longer, eventually cbtaining an agreement with Alberta on energy, while also
building its reputation for assertiveness in intergoverrmental bargaining.
In sum, a compromise — with Ottawa setting the agenda — would set an
excellent precedent for later constitutional bargaining.

On 1 September 1981, representatives of the two govermments unveiled a
new energy accord. The Canada-Alberta Energy Agreement substantially
revised the energy-pricing and revemue-sharing regimes established by the
NEP. With regard to pricing, the Agreement created a two-tier system to
govern oil prices through 31 December 1986.12 One price schedule pertained
to conventionally produced o0il from existing fields (oil recovered from
sources discovered before 1 Jamuary 1981) and another covered production
from conventional fields, enhanced recovery schemes, o0il sands plants and
frontier oil from 1 January 1981 onward. According to the Agreement, the
price of conventional, "old" oil would not be allowed to exceed 75% of the
international price, while "new" oil would be priced according to its full,
world market value. The pricing changes would come into effect through

regularly scheduled increases in the price of o0il uwp to anticipated



ceilings. Natural gas pricing also changed; every six months beginning 1
February 1982, the price would increase by $0.25/mcf.

With regard to reverue-sharing, the federal government agreed to
withdraw its contentious NGGILT on 1 Octaber 1981. Alberta, in retumm,
agreed to an increase in the federal FGRT from 8% to 16% (effectively 12%,
given the introduction of a Resource Allowance set at 25%) and the
introduction of a 50% Incremental Oil Revenue Tax (IORT).l13

With the 1981 Agreement, stage (d) of federal-Alberta bargaining over
energy policy drew to a close. Having described the history of the
confrontation phase, it is feasible to outline the game-theoretic
interpretation.

The Game-theoretic Interpretation

Using the language of game theory, federal-Alberta energy bargaining in
1980-81 can be described as two-player, quasi-cooperative and variable-sum.
Strategies available to the players and potential ocutcomes also will be
explained.

The Actors

Describing the game as two-player in nature means that only two actors
are considered to have significant roles during the period in question: the
Goverrments of Canada and Alberta. James and Michelin (1989) made this
argument extensively, asserting that, during an era of crisis in the realm
of energy politics, the state autonomist approach offered the most thorough
explanation of decisions made by the two goverrnments. According to this

state-centred model, actors within the state autonomously make efforts to

13



translate their preferences into authoritative actions (Nordlinger 1981:
1). PRublic policy is the result. In extreme circumstances, there is no
influential input from other, non-state participants; their actions result
fraom manipulation by actors within the state. Thus, if an area of public
policy is described properly in terms of state autonamy, negotiations
involve only actors within the state and, by assumption, the preferences of
societal actors can be bracketed.

Other normally important actors, such as interest groups, watched the
energy game from the sidelines. The energy industry, for example, generally
locked at the conflict from Alberta’s point of view and made that position
rather cbvious. However, the Canada/Alberta conflict ultimately focused on
constitutional issues, such as ownership and taxation of natural resources.
Only govermments could participate directly and effectively in that type of
dispute.

Each goverrment did attempt to build a coalition of support among those
outside of the goverrmental realm, in order to enhance the credibility of
its position. Ottawa, for example, emphasized the NEP’s beneficial pricing
policy for consumers and its favourable treatment of Canadian firms in the
energy industry. However, in the 1980-81 bargaining with Alberta over
econamic rents from energy resources, neither consumers nor entrepeneurs
participated. Both interest groups and the voting public are regarded as
part of the political envirorment, as opposed to players in the game. 14

Bureaucratic politics might be raised as an obstacle to the two-player
assumption: what about the possibility of conflict within the respective
levels of goverrment? 1In the case of Alberta, a history of conflict and the
desire to cbtain greater influence with Ottawa would motivate provincial

14
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officials to support Lougheed in the confrontation. As for the larger amd
more diverse federal bureaucracy, the evidence suggests a unity of interests
behind the NEP.15 Bargaining over energy between the Goverrments of Canada
and Alberta from June 1980 until 1 September 1981 therefore is defined as a

two-player game.

A_Quasi-Cooperative, Variable-Sum Game
Another important aspect of the setting concerns the type of resolution

that may be achieved. At one extreme, a purely cooperative game is one in
which binding agreements are feasible. As Friedman (1986: 148) has
suggested, "(tlhe fundamental distinction between cogpezative and non-
cooperative games. . . is that cooperative games allow binding agreements
while non-cooperative games do not". This description, however, is of more
practicalvaluementreatedasacmtimmratherthanadid:otaly. It is
difficult to imagine any agreement in political life that is campletely
enforceable; exanples to the contrary are easy to cite. Even when there is
absolute harmony among parties to an agreement (i.e., self-enforcing
arrangements in games of coordination), if perceived interests change,
campliance may be short-lived. There are, however, constraints upon such
actions and, in a political system such as that of Canada, blatant disregard
by goverrments for negotiated settlements will be prohibitively expensive.
A record of capricious dealings could impede subsequent efforts to
collaborate with other goverrments or interest groups. Thus, even with the
game of energy policy not being cooperative in the strict sense, it is
reasonable to assume that potential effects on a player’s reputation will

occupy a prominent role in strategic choice. The long-term costs of



breaking an agreement very often will outweigh any immediate benefits. This
property leads to an expectation against a lengthy sequence of player
movenents.

The game is variable-sum because the reverme pool circa 1980 was
projected to expand (Simeon 1980: 182; Courchene and Melvin 1980: 192;
Norrie 1984; Ruitenbeek 1985). Thus, rather than one player losing benefits
and the other player gaining at the loser’s expense, both players
potentially could benefit from the right sort of deal. This property is
illustrated by the fact that the cambined financial payoffs change under
different scenarios, such as the NEP, the Program with Alberta’s retaliation
factored in, and the Agreement (Helliwell and McRae 1982). Thus the game
should not be regarded as an all-out conflict, devoid of potential for
cooperation.

Of course, at each cutcaome — such as the 1981 Agreement — there must
be a division of payoffs between the players, meaning that same element of
conflict is present. The costs that each player can impose an itself and
the adversary create the potential for cooperation; there must be an
agreement on rent shares and overall revenues. The latter depend on the
energy industry’s reaction, with the levels of goverrment having a common
interest in further exploration and production. Thus even the division of
rents is more camplex than a zero-sum conflict.

when assessing bargaining and negotiation in a game-theoretic context,
the process is described in terms of strategies and preferences regarding
outcomes. Strategies will be identified first, followed by a description of

outcomes and the players’ preferences regarding the latter.

16



Strategies

There are two basic strategies to consider: cooperation (C) and non-
cooperation (C’). While it is true that a contimmm of choice exists,
ranging from full agreement to absolute conflict, there are at least three
campelling arguments in favour of a streamlined approach toward the
description of strategic options.

First, even the simpler, strategic form of a game — which displays
only strategies, outcames and payoffs, as opposed to the sequence of play-
-becomes extremely camplex with more than two strategies per player. For
example, a 3x3 matrix would entail nine payoffs for each player; assessment
of equilibria (i.e., stable outcames) also would be significantly more
canplicated.

Second, as a related point there is potential measurement error to
consider. To conduct an equilibrium analysis for .the game, it is essential
to identify a rank-ordering of the outcomes for each player. As will became
apparent, even with only four outcomes it can be difficult to develop valid
and reliable assessments of preference. With more outcomes, and less
wdistance" between them with regard to payoffs, the chances of measurement
error increase dramatically, creating a greater risk of an incorrect
ranking.

Third, the dynamics of the conflict between Alberta and Ottawa can be
modeled effectively using existing theories of strategic interaction under
conditions of dichotamous choice. In other words, the game as it took place
can be explained without resorting to more subtly distinguished strategies.

For such reasons, the energy conflict will be modeled as a 2x2 game.
It now is appropriate to describe the strategies (C and C’) for the players
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at each stage of the game. (The payoffs for the players at each of the four
resulting outcames will be described at a later point.)

In phase (a), for the federal side (F), C meant trying to negotiate
without taking any dramatic, interventionist actions like the NEP. This
strategy produced an outcame that, from F’s point of view, amounted to
provincial victory. By taking a cooperative position - implicitly
recognizing same of Alberta’s (A) claims by not engaging in punitive actions
-~ F almost certainly would have precluded the possibility of a federal
victory in the rivalry. Strategy C might have resulted in something better,
but only if A played C as well — compromising through acceptance of F's
right to tax resource revemues — before Ottawa could announce a new, hard-
line energy program. The latter was most unlikely, given the fact that, in
playing such a strategy, A would have had everything to lose. Player A
could gain only if F elected to be gracious in its time of victory by
granting A some of its demands.

The second strategy of the federal goverrment, ¢’/, involved
articulation of a hard-line energy policy, like the NEP, designed to change
the balance of the game. Such a strategy would have eliminated what P
perceived to be the evolving state of affairs and least-preferred federal
outcome: provincial victory, symbolized by the latter’s exclusive right to
control econamic rents from energy pmdu&:t”:ion.

On Alberta’s side, C in phase (a) of the game would have meant
softening its position of June-Octcber 1980 and accepting at least same of
the demands of the federal government in the energy industry. This
strategy, though, was not pursued. Instead, A instituted strategy ¢’,
represented by the July proposals, designed to discourage the federal

18
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strategy C’. ‘This strategy saw Alberta trying to convince the federal
goverrment, currently playing C, of its resolve.

In terms of strategic choice, phase (b) constituted a period of
transition. The decision by the Trudeau govermment to play C’ by announcing
the NEP created a new situation. The cooperative strategy for F in phase
(b) would have meant contimuing negotiations which, as noted previcusly,
appeared to be at an impasse, thus favouring A.

Faced with the reality of the NEP, which effectively overturned its
July proposals, A still could have opted for C. However, A believed that
course of action would not produce results; considering the degree of
coercion in the Program perceived by Albertans, a conciliatary policy would
have been impossible to justify. Furthermore, in choosing C’, A believed
its retaliatory capabilities to be strong enough to force F to change
positions on the energy issue. Thus Lougheed announced the three forms of
retaliation described previously: reduced oil shipments, withholding
approval for large-scale projects and a court challenge.

In phase (c), the C’ strategy for F involved use of the now-superior
federal position to force Alberta back to the negotiating table in order to
reach a settlement. The Trudeau govermment believed that the possibility of
a provincial victory had been all but eliminated for two reasons: (1) the
failure of Alberta’s retaliation; and (2) the popularity of the NEP in most
of Canada. The other option, C, would have seen F choose either to accept
the main points of A’s position or do nothing in response to the latter’s
retaliation. This scenario had a very low likelihood of taking place, given

F’s beliefs about A’s bargaining position.
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In stage (c) of the game the Alberta goverrment had to choose between
the resumption of negotiations (C) or holding out against the measures
directed by Ottawa toward the energy industry (C’). Alberta tried the
second of these two options, believing that pressure would increase more
rapidly and reach a higher level for Ottawa. This expectation by A, as
noted previously, turned out to be incorrect.

When phase (d) of the game began in April 1981, it had become clear to
both sides that the Trudeau goverrment enjoyed the superior negotiating
position. The federal govermment agreed to resume negotiations after the
retaliation by Alberta had proven ineffective. The waiting game of phase
(c) set the groundwork for the strategic decisions of stage (d). Selectiaon
of cooperative strategies by A and F eventually led to a mutually acceptable
outcame: the settlement of September 1, 1981. This campletes the
description of strategies over each stage of the game.

Outcomes

In generic terms, for a two-player game with binary choice, there are
four resulting outcomes: mutual non-cooperation (0y); F cooperates and A
does not (Oy); A cooperates and F does not (03); and mutual cooperation
(0O4) . These outcomes correspond to stalemate, victory for A, victory for F

and compromise. Figure 1 displays the basic 2x2 matrix for the game, with

(Figure 1 here)

the four outcomes identified in the key. Payoffs appear in each cell for
Alberta and the federal goverrment, respectively. For example, A’s payoff
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in the first cell is aj;y; for F, the corresponding entry is f1;. Each of
the four ocutcames depicted in Figure 1 will be described in turn.

when a confrontation — for example, that which occurred in phase (c)-
- is tolerated by both sides, then a stalemate exists (0;). This outcame
persisted in 1981 because, for several months, neither player demonstrated
any willingness to modify its position.

The second potential outcome (0;) involves successful provincial
action. This outcome would see Alberta victorious, with the federal
goverrment losing support from the public for its programs, especially in
the realm of energy policy. The provinces would emerge as the leaders in
federal-provincial relations, a likely scenario had the July proposals met
with a cooperative federal response. Such an outcame, however, also could
seriously damage federal-provincial relations, perhaps to the point of
pexrmanence.

The third possible ocutcome (03) would see the federal goverrment
seizing, through something like the NEP, almost absolute control of the
energy industry in Canada in terms of supply, develomment, revenue-sharing
and pricing. This outcame would put Alberta (and other producing provinces)
in an inferior position vis-a-vis the federal goverrment in the eneryy
industry — virtually a junior partner — and establish Ottawa as the final
arbiter of all questions dealing with energy in Canada. Accompanying these
developments, however, would be terrible, perhaps irreparably damaged
relations with the Western provinces and the probable failure of the Trudeau
constitutional reform package.

The final outcome (04) corresponds to the two sides obtaining a
negotiated settlement, in other words, a campromise. Such a campromise
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undoubtedly would lie somewhere between O, and 03, including the acceptance
of same federal demands about revenue-sharing as well as certain provincial
claims relating to jurisdiction over ownership and development of non-
renewable, natural resources. Both sides recognized that such issues
involved questions of fundamental importance to the nature of federalism in
Canada and, because of that, hesitated to risk an outcame that might
irreparably damage federal-provincial relations.

Why did 04 ultimately emerge as a lasting ocutcome? An answer to this
question must await the analysis of strategic interaction. An important
step toward that stage is to identify the players’ preferences over the

outcames.

Measuring Preferences and Ranking Outcomes

With respect to econamic rents, each of the actors had a two-
dimensional utility function within the context of this game. A and P hoped
to cbtain reverue, but each also wanted to limit the amount received by the
rival goverrment. It is impossible to estimate the marginal rate of
substitution for these cammodities (i.e., absolute versus relative gain), so
the most straightforward approach available is to estimate the proportion of
rent obtained by each rival.

Table 1 displays data on expected econamic rent shares fram oil and gas

(Table 1 here)

for the provincial and federal goverrments, along with producers and
consumers, as projected for 1986.16 This table has been constructed on the



TABLE 1

EXPECTED ECONGMIC RENT SHARES FRCM NON-FRONTIER OIL
AND GAS FOR THE PROVINCIAL AND FEDERAL GOVERNMENTS

Provincial Federal Producers and
Outcome Scenario Govermments Government Consuners
% Share % Share % Share
of Rents of Rents of Rents
0 Stalemate with 36 27 37
Alberta’s Retalia-
tion, November 1980-
March 1981
0y Alberta’s July 46 11 43
1980 Proposals
05 Unrevised NEP, 34 25 41
28 Octaber 1980
04 Canada-Alberta 39 34 27
Agreement,
1 Septenber 1981

Source: Estimated from Helliwell and McRae (1982: 17).
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basis of data from Helliwell and McRae (1982). Using a macroeconamic model
of the non-frontier oil and gas industry, they estimated the provincial and
federal shares of energy reverues under various conditions. Four of these
scenarios, listed in Table 1, correspond to the outcames 0; through O4.

To reiterate, percentage shares, as opposed to aggregate reverues, are
used to assess the preference orderings of the players. This decision
recognizes the element of rivalry in the intergoverrmental game. While
Alberta and Ottawa hoped to maximize individual gain, each also wanted to
1imit the share of overall incame alloted to its rival.

Projected reverue shares for 1986, the final year of the Canada-Alberta
Agreement, are deemed more appropriate than the proportions for 1982, also
estimated by Helliwell and McRae and used in the game-theoretic analysis by
James (1989). While the shares for 1982 have immediate relevance, those for
1986 reveal the more permanent pattern. It can be assumed that even
goverrments, which traditionally tend to focus on the short-term, will be
concerned with developments over at least five years. In that sense,
Trudeau’s Liberals had won an election in 1980, while Lougheed’s
Conservatives had a virtually permanent mandate.

The data points generated by the macroeconcmic model have “face"
validity. The scenarios are based on assumptions built into the actual
policies put forward by the goverrments. Thus the revernue shares listed in
Table 1 reflect the expectations of the players during the game. For
example, the four scenarios build in a 2% annual increase in the world oil
price, as anticipated by all parties in 1980-81 (Helliwell and McRae 1982:

14) .17
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With respect to reliability, the modeling procedures described in great
detail by Helliwell and McRae (1981) do not appear to have provoked
criticism.18 The data also appears to be sufficiently reliable because the
game-theoretic analysis entails rank-ordering of outcomes. Thus small
discrepancies in the measurement of percentage shares cannot overtirn the
presumed structure of the game matrix. Based an the percentage fiqures from
Table 1, the payoff ranking for A is ajp > a3 > aj; > az17 for F, £33 > £,

> f21 > f12.

The Rivalry as a Sequential Game

Among the 78 2x2 strictly ordinal games, 57 do not contain a mutually
best outcome. Strategic interaction therefore determines the cutcame. One
such case is the game of confrontation involving the Goverrment of Alberta
and the Federal Goverrment over energy reverues. Figure 2 displays the game
in strategic form with rank-ordered payoffs, with A as the row and F as the

(Figure 2 here)

colum player.19 The ordinal payoffs in each cell for A and F,
respectively, are derived from the percentage shares of revenue that appear
in Table 1. For example, mutual cooperation, the fourth cell, is based on
the Canada-Alberta Agreement: second-best (3) for Alberta and best (4) for
the federal govermment. (The arrows that appear will be explained at a
later point.)

Although the strategic form of the game that appears in Figure 2 is
useful as a sumary of the four basic outcomes, the cells (and payoffs) in

W



(o

FIGURE 2

THE GAME IN STRATEGIC FORM
WITH RANK-ORDERED PAYOFFS

Federal Government (F)

Do Not Cooperate
Cooperate
Do Not 213 - 4,1

Cooperate

Government

of Alberta (A) |

3

e
\J

Cooperate 1




25

that matrix are derived from different time periods. For example, A’s
noncooperative strategqy has a different content before and after
announcement of the NEP. Prior to Ottawa’s initiative, Alberta’s c’
strategy referred to an effort to seize econamic rents from energy
resources, namely, the July Proposals. After the advent of the Program, C’
meant retaliation against the NEP. To clarify the meaning of each choice,
it may be helpful to put the sequence of play in diagrammatic form.

Figures 3a-d cover the four stages of the game, with the payoffs in

(Figures 3a-d here)

each matrix corresponding to the underlying, long-term preferences displayed
by Figure 2. The arrows show movement, with the boxed outcome being the one
at the end of a given stage. In phase (a), A departs fram murtual
cooperation (which, at this point, refers to relative autonamy for the
energy sector) and intervenes with the July Proposals. F responds to A’s
choice of C’ in phase (b) with announcement of the NEP, its version of C’ at
that stage. At that point, A could retaliate or cooperate with F’s
initiative. Since A chose to retaliate on three fronts (i.e., supply
restrictions, delay of projects and a court challenge), the players end up
in the cell of mutual noncooperation at the conclusion of stage (b).

Phase (c) shows joint noncooperation. Prior to negotiations in earnmest
during the summer of 1981, each side tried to cutlast the other. Finally,
stage (d) reveals movement to a mutually cooperative outcame. The diagram
indicates that A moved first, with F responding, reflecting the stronger

bargaining position occupied by Ottawa.

]
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Figure 3

Matrices Representing the Sequential Game

Phase (a): Alberta's July Proposals, prior to Ottawa's response
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Phase (b): Ottawa's NEP and Alberta's retaliation
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A
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Phase (c): stalemate, prior to negotiations

F
c c
B3} | 4
CI
A
c 1,2 3,4

Phase (d): Canada/Alberta Agreement, resulting from negotiations
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The movement revealed by Figures 3a-d is summarized by the arrows in
Figure 2, the latter being easier to use in the analysis of strategic
interaction. From A’s payoffs in Figure 2, it is clear that non-cooperation
is a dominant strategy: regardless of F’s choice, A can do better by not
cooperating. Thus F’s best strategy also is non-cooperation; this produces
the second-best rather than worst payoff, 3 versus 1. Mutual non-
cooperation constitutes a Nash equilibrium because neither player has an
incentive to depart fram it unilaterally. For example, if A switched to
cooperation, that would reduce its payoff to the worst level, 1.

Although mutual non-cooperation is a Nash equilibrium, it also is
unsatisfactory on grounds of efficiency. Joint cooperation is preferable
for both players; how, then, can it be cbtained? The Alberta/Ottawa rivalry
over energy revenues had a sequence of play, not simply a "one shot"
matching of strategies. Brams and Hessel (1984: 25) have described the
rules of play for a sequential game such as this one:20

1. Both players simltaneously choose strategies, thereby
defining an initial outcome of the game.

2. Once at an initial outcame, either player can unilaterally
switch his strategy and change that cutcome to a subsequent
outcome in the row or colum in which the initial outcome
lies.

3. The other player can respond by unilaterally switching his
strategy, thereby moving the game to a new outcome.

4. These strictly altermating moves continue until the player
with the next move chooses not to switch his strategy. Wwhen
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this happens, the game terminates, and the outcame so reached

is the final ocutcame.

Since the sequential game allows for altered strategies after the initial
selections, rational choice transcends a static or myopic equilibrium
concept such as that of Nash. As Brams and Wittman (1981) noted, samewhat
different rationality postulates are appropriate for sequential play.

First, normyopic rationality determines strategic choice. Each rival
is able to anticipate how the other is motivated to respond to a given move.
Neither will depart fram a position "if the move leads to a final outcame
which does not improve his payoff (rank)." Obviocusly, neither player would
move from his best outcame. For the other outcames, a "backward induction"
process would occur; given available moves and countermoves, departure from
a given point would be appropriate only if that ultimately would lead to a
superior final outcame (Brams and Hessel 1984: 26).

Second, each player anticipates a "single play of the game®. Thus when
a player expects that movement from a position will result in an inferior
final cutcome, “he will stop, and the resulting [i.e., present] outcome will
be a final outcome; otherwise, he will contime to move" (Brams and Hessel
1984: 26). The cbjective of play is to locate a normyopic, as opposed to
Nash, equilibrium.

Figure 2 reveals a cycle of play that does not produce a normyopic
equilibrium. Even with (3,4) as the starting point, one of the players still
has an incentive to pursue a better ocutcome: (4,1), favouring A. But F will
switch to non-cooperation, in order to escape its worst outcome, producing
(2,3). Although A then would have to face (1,2) if it moved again, pursuit
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of (3,4) still would be feasible by making that choice. At (1,2), F
cbviously would prefer to move to (3,4), its ideal point, thus campleting
the cycle illustrated by the arrows in the figure. Hence this game is one
of 37 among the total of 78 2x2 ordinal games which do not have a nammyopic
equilibrium.

This result creates a paradox: (3,4) is superior to (2,3) but appears
to be inaccessible. However, there is another process through which the
preferred outcome may be achieved. Perhaps one player will face the same
type of game again, but with a different adversary. If both parties (and
other, potential future players) are aware of that, then the player
returning to the game must be concerned with its bargaining reputation.
Following Brams and Hessel (1984: 27), the returning player is called the
threatener, and the non-returning player is called the threatence. The
threatener may, through use of a threat, be able to break the deadlock:

The threatener can make his threat credible by ignoring what he
would lose in the short run if he were forced to carry it out (we
assume there is always a cost to both threatener and threatenee
associated with the former’s carrying ocut a threat) and instead
focusing on the long-run value that a carried-out threat would
have in enhancing the credibility of the threatener’s future
threats in repeated plays of the game. . . . Insofar as the
threatener establishes his credibility by carrying out threats
this credibility will plausibly extend to repeated plays of

different games (Brams and Hessel 1984: 27).

w
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Within the context of a specific game, a threat also may be able to induce
movement by the "threatenee", if the latter is convinced of the threatener’s
resolve. Thus even a game without a normyopic equilibrium may result in an
enduring and relatively Pareto-efficient outcame.

Although the game over energy revenues triggered by the NEP is assumed
to be self-contained, federal-provincial bargaining over econamic rents
contimues to this day. The federal goverrment had to think about the
reputational effects of its play, because the next provincial adversary
would be watching. Ottawa therefore had the potential to play the role of
threatener in this game.

Brams and Hessel (1984: 29) have established two conditions for
credibility of a threat designed to produce a specific outcome, such as
(3,4) in Figure 2. If the threatener wants to obtain a certain outcome,
CITT, fij)' with i representing the row and j the colum, then it must deter
the adversary from leaving (aij. fij) once there. The first condition for
credibility is that the threat is real. A threat by F to terminate the game
at an outcame (3, fmm) # (aijs £ij) is real if and only if its
implementation worsens the cutcome for A. The second condition is that of a
rational threat, which occurs if and only if successful deterrence of A at
CIT £i5) improves F’s outcame.

Brams and Hessel (1984: 33) have developed an algorithm which can be
used to determine whether the game at issue has a threat cutcome. For the
colum player, F, the algorithm proceeds as follows, with (@ij, fij)

representing the payoffs to A and F at row i, column j:



1. ILocate fij = 4. This ocours at (azz, £37).

2. Since ay; # 4, A ad F do not have a mutually best outcame; a
threat therefore is required to obtain f,,.

3. Since az; # 1, a threat to induce f,, is feasible because A might
end up with something worse than a,,.

4. Find (am, fyy) such that (ay,, fi,) < (ayy, £35). This occurs at
either (a;q, f31) or (az;, £27)-

5. Since n # j, in each instance, and ay, = 2 at (ajyy, f13): (apy,
£f32), i.e., (3,4) is the deterrent threat outcame for F.

This result means that, given its concern for future reputation, the Federal
Goverrment eventually could obtain the preferred outcame, (3,4), preventing
an indefinite cycle within the game matrix.

Regarding the specific nature of the threat, rationality dictates that
F can deter non-cooperation by A in the game if and only if an outcome
strictly inferior to (3,4) exists. This is true of both (1,2) amd (2,3).
Player F can effectively threaten not to cooperate, forcing A to accept the
second-worst outcame, while F does samewhat better at (2,3), the stalemate.
The inferior cutcome at (2,3) for F, relative to (3,4), is assumed to be
“the price he is wiiling to pay in any single play of a game to ensure the
credibility of his threat so that it is not viewed as empty (i.e., a bluff)
in future games" (Brams and Hessel 1984: 30). Of course, if F's commitment
to non—cooperation is convincing, then that cost will not have to be
absorbed, because A will accept mutual cooperation as the final outcome.

For the sake of argument, suppose that A also had scme concern about
its bargaining reputation, suggesting that it might seek to occupy the role

30
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of threatener. The payoff structure, however, does not provide A with the
same opportunity possessed by F. If A threatens non-cooperation, P can
enforce (1,2), as in the previous example. If A destabilizes the game by
wavering between its two strategies, F still can institute (1,2) or (2,3),
each of which is more painful for A. In sum, the fundamental problem for A
in issuing a threat to F, given the payoff matrix, ultimately is one of
credibility.

One cbjection that might be raised to the preceding analysis pertains
to its camplexity. Since the game is abservable in its moves, meaning that
the players can see the implications of switching strategies, cooperation
might be expected to emerge naturally: Alberta possessed o0il and natural
gas, Ottawa had a majority in Parliament, and each side could benefit from a
stable arrangement concerning energy production, pricing and taxation.
Furthermore, each player in a sequential game such as that played by A and F
can make as many moves as necessary, provided that resolution is achieved in
a given period; this factor should reinforce the tendency toward
cooperation. Why, then, is a camplicated and coercively-oriented framework
of analysis needed to explain an cutcome that would appear to be natural?

First, the intergoverrmental game of rent distribution took place
within the greater national conflict over the degree of centralization in
confederation. With different positions on that issue, the two levels of
goverrment had anything but a tendency toward cooperation. While the
Govermments of Alberta and Canada understood that a settlement could be
mutually beneficial, the deadlock over energy rent distribution symbolized
the deeper conflict. Cooperation, as noted earlier, emerged only after.a

test of wills.



Second, the mumber of moves or "experimentation" in a sequential game
is limited by political reality. Rapidly changing strategic choices are
impractical for govermments, because the voting public (with help from the
media) would interpret that behaviour as indecision and lack of leadership.
Once anncunced, policies cannot be discarded in quick succession, even if—
in the abstract - that would facilitate cooperation.

The result of the Canada-Alberta game over energy revenues is
consistent with the exercise of threat power in a sequential game. Trudeau
and lLalonde played the role of "threatener", with Lougheed and Ieitch as
"threatenee", in a game that lacked a nommyopic equilibrium. However,
Ottawa as threatener could bring about the most desired outcome — a Pareto-
superior campramise — through a real and rational threat. By continuing
the stalemate, Trudeau and Ialonde made the situation worse for their
rivals, while the coercion of Alberta — if it ultimately produced a
campramise -~ would improve the ocutcame from the federal point of view.
Taken together, these conditions made the threat faced by Alberta both real
and rational. Since, by contrast, the game’s structure did not permit
Alberta to play the role of threatener, it is not surprising that Ottawa
cbtained its most preferred outcome.

It is interesting to note that a different approach toward measurement
of payoffs would change the matrix in Figure 2. Uslaner (1989: 174) used
data from Helliwell and McRae (1981: 17) on per capita rents from oil and
gas, comparing Albertans to Canadians outside of Alberta. He also used
absolute rent values, as opposed to shares. Figure 4 displays the matrix
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(Figure 4 here)

cbtained by Uslaner using that approach. In this version of the game,
Ottawa has a daminant strategy of non-cooperation (labeled "Defect" in
Uslaner’s matrix). Uslaner then cbserved that

Alberta’s conditionally best strategy, given Canada’s, is to

cooperate — leading to the predicted outcome of the NEP. . . .

However, Alberta did not simply capitulate. This perspective on

the confromtation misses the mark because the game is more

fruitfully viewed as involving bargaining. Certainly the two

parties spent many hours behind closed doors working out a

campramise.
The matrix in Figure 4, however, suggests a different result then the one
displayed by Figure 2. If Alberta defects in order to achieve (4,1), Ottawa
will move to (1,2), in order to escape its worst cutcome. Alberta then has
to switch to a defect strategy, because it prefers (2,4) to (1,2). However,
mitual cooperation (3,3) is better than either of those options; a non-
myopic Alberta therefore would prefer not to set the game in motion. From
Ottawa’s point of view, choosing the defect strategy is ideal; Alberta is
left with a choice between (1,2) and (2,4). Thus the difficulty with the
measurement scheme underlying Figure 4 is this: How can the ultimate choice
of the compramise = which happens to be the Nash solution, based on Figure
4 (Uslaner 1989: 176) —— be explained, given the advantage that Ottawa
enjoyed in the game?

Each measurement scheme, to conclude, may pose some problems. Figure 2

entails that Ottawa prefer mutual non-cooperation to the NEP. While that
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FIGURE 4

THE GAME IN STRATEGIC FORM,
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might be explained in terms of the need for a stalemate prior to a mitually
beneficial compromise — as opposed to a federal victory that might stand in
the way of future efforts toward a constitution — the point is hardly self-
evident. Figure 4 appears to give a decisive advantage to Ottawa, because
the stalemate is worse for Alberta and, to break out, the latter would have

to accept (2,4). It did not.

Conclusi

Having completed the game-theoretic analysis,, it is appropriate to
review what has been accanplished and suggest directions for further
research. One interesting aspect of the game-theoretic analysis is its
independence from interpretations based strictly on personalities. For
example, the stalemate could be explained superficially in terms of
"stubborn" or "self-destructive" leaders. But the same figures participated
in the successful negotiations that led up to the Canada-Alberta Agreement.
The unfolding of the entire process of bargaining can be explained more
corvincingly through reference to the structure of the situation as a
sequential, quasi-cooperative, variable-sun game. Although perscnal
characteristics of leaders do matter, econamy of explanation suggests that
camplexity should be added only as necessary. In sum, much of the
bargaining over energy reverues can be accounted for by the strategic
structure of intergovernmental relations.

With respect to the application of game theory to abserved instances of
bargaining, the present study represents a departure from purely formal
treatments. Unrealistic assumptions, such as a single round of play or

pursuit of a myopic equilibrium point, have been relaxed. Instead,
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bargaining in a real case has been investigated, using available informaticn
on preferences, strategies and cutcames to assess the explanatory power of a
sequential framework of analysis. Given the apparent success of that
approach, other intergoverrmental rivalries in Canada and elsewhere aover
econcmic rents could be investigated in a similar fashion.2l

Turning more specifically to energy as an issue, there have been same
interesting developments in recent years. Fram the election of the Mulroney
goverrment in September 1984, until the signing of the Western Accord in
March 1985, a new rouwd of intergoverrmental bargaining ooccurred. The
Accord, along with an Atlantic Accord signed in February of the same year
between the federal government and Newfoundland, "essentially dismantled the
remants of the NEP" (Helliwell et al. 1986: 344). The provisions within
these agreements, especially those for deregulation of the energy industry,
marked the final erosion of the foundations upon which the NEP had been
built.

More precisely, the Western Accord was signed between the federal
governmment and the governments of British Columbia, Alberta and
Saskatchewan on March 28, 1985. It purported to resolve controversies over
issues of pricing and revemie sharing which had existed since the mid-1970s
and crystallized in 1980. In order to stimulate investment and job creation
in the energy sector, the Accord deregulated pricing and exposed the energy
sector to market forces (Pollard 1986: 169).22 The Accord marked the first
time in more than two decades that the price of domestic, crude oil would be
determined in direct reaction to international markets. This remarkable
federal withdrawal from all areas of the oil and gas industry bears out the
assertion by some observers that the Accord "marked the end of an era in



Canadian energy policy" (Helliwell et al. 1986: 342). For that reasaon alone
it would be interesting to conduct a game-theoretic analysis of the
bargaining that led to the 1985 Accords.

Aside from the division of econamic rents based on energy and other
resources, other areas of policy might be understood better through a game-
theoretic analysis. For example, n-person game theory could be used to
model the process of bargaining over the 1982 Constitution and the Meech
Lake Accord. The players would include Ottawa, the provinces and possibly
others. In sum, given the level of performance already demonstrated, a
research program based cn the principles of rational choice should be taken
seriously as a future direction for the study of camparative and Canadian

politics.
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Notes

For an effective study of the politics surrounding the NEP, see Doern

and Toner (1985).

For a general assessment of NEP-related energy politics that conpares
interpretations based on pluralism, Marxism and state autonamy, see

James and Michelin (1989).

Uslaner (1989a), in an authoritative study of energy politics in the Us,
also applied a game-theoretic analysis to Canada’s NEP and its
aftermath, although he did not adopt the framework of a sequential
threat game. James (1989), using solution concepts derived from
cooperative game theory, analyzed the distribution of economic rents
from energy resources to levels of goverrment within Canada. However,
nefoazsedonﬁ:emlts,asqposedtotheprocws, of

intergoverrmental bargaining.

Excellent introductions to rational choice may be found in Frohlich and
Oppenheimer (1978), Mueller (1979) and Mclean (1987). More advanced

applications of the approach appear in any issue of Public Choice.

A basic introduction to game theory may be obtained fram Davis (1983):
more advanced treatments include Friedman (1986) and Shubik (1982). An
early and highly influential application of game theory, focusing on
international politics, appears in Schelling (1960).
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The following description of the Alberta proposals is based on Scarfe
(1981: 11).

Uslaner’s (198%b) study of voting patterns in the 1980 election
supports the position that energy policy played an important role in
determining the ocutcame: "What seems to have ooccurred in 1980 was that
the energy issue mobilized strong supporters of each party above and
beyond the effects of party I.D. and party leader evaluations."

This claim is made by Doern and Toner (1985: 44). They also suggest
that the Alberta Goverrment believed that the federal Liberals "would
soon be preoccupied with many issues other than energy". The Albertans
knew that the Trudeau Goverrment intended to tie the NEP to the plan to
patriate the Constitution; in fact, when signing the 1981 Agreement,
Lougheed made a point of stating that it had not altered his opposition
to Ottawa’s patriation plan (Globe and Mail: 3 September 1981: 11).
The Albertans hoped that the retaliation would delay implementation of
the NEP long enocugh that the federal Liberals would have to drop the
energy issue in order to succeed with the constitutional initiative.

'Ihefullstatementofﬂqeprogramappearsinme.rgy,rﬁmsarﬁ
Resources Canada (1980).

Scarfe (1981: 11) summed up the general reaction within Alberta to the

federal initiatives:
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11.

12.

13.

Perhaps it is understandable why so many Western Canadians, and
not just those resident in Alberta, are angered and bewildered by
the Lalonde energy policy and the MacEachen budget, and why the
o0il amd gas producing industry is considering drastic retrenchment
of its activities. For the energy program contained in the
budget is an affront to our econamic intelligence, and an attack

on our regional interests.

A Globe and Mail (1 November 1980: 1) report described the confidence
of Federal Energy Minister Ialonde that Canada would have little
problem maintaining her oil supplies despite Alberta’s retaliatory
actions. Doern and Toner (1985: 312) suggest that this confidence was
not misplaced, because Alberta’s retaliation was basically ineffective
and the federal bargaining position actually had improved since the
retaliation started. Helliwell and McRae (1981, 1982) have
demonstrated that, economically, the retaliation tactics of Alberta
harmed the provincial econamy more than that of Canada. This is one
reason why Alberta faced more pressure than Ottawa to return to the

bargaining table.

The following description of the Agreement is taken from the Globe and

Mail (2 September 1981: 1).

The federal goverrment insisted (in writing) that such a NGGIT could be
levied, but established 0% as the initial level; of course, the
adversaries also set boundaries for any taxation changes during the
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15.
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life of the Agreement. Helliwell and McRae (1982: 16) have described
the Incremental Oil Reverue Tax (IORT) as follows: "[It] is to be
levied at 50 per cent of the incremental reverues on old oil. These
reverues are equal to production of old oil times the difference
between theold oil price and the price established in the NEP, after
subtracting the provincial royalties fram both prices"

Uslaner (1989a: 178) also concludes in favour of a two-person game,
implicitly noting the role of other actors such as interest groups: "we

can readily model events as a two-person (two-party) game. Cleavages
reinforce each other so that the bargaining model is easier to depict."

According to Milne (1986: 79), lalonde did not have to "worry about the
required level of federal bureaucratic support for this initiative...
with senior officials from both Finance and Energy (the so-called ENFIN
group, including Mickey Cchen, Ian Stewart, Ed Clark and George Tough,
with Michael Pitfield and Bob Rabinovitch) later working together in
support of different elements of the program, with direct input from
Bill Hopper, the experienced head of Petro—Canada, and his vice-
president, Joel Bell, there was 1little 1likelihood of sericus

bureaucratic resistance to the policy."

Uslaner (1989a: 174) has compared rent shares for Albertans to those of
Canadians outside of Alberta, as computed by Helliwell and McRae (1981:
17), rather than looking at the rents accruing directly to the
govermments. However, for present purposes, that would build in an
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undesired element of pure conflict to assessment of the rivalry. In
the sequential game, Ottawa also had a long-term interest in every
province’s degree of satisfaction with the result. Although it wanted
to limit Alberta’s revenues, an extreme outcame would spell a virtual
end to further national integration. To incorporate this federal
priority, it is appropriate to look at overall revenues. Given the
nature of the data generated by Helliwell and McRae, that entails a

camparison of federal-provincial rents.

17. Helliwell and McRae (1982: 16) also estimated the impact of a fifth
scenario, described as "what would happen under the agreements if world
oil prices remain constant, in real terms, after 1981 instead of
increasing at 2 per cent until 2000 as assumed in the other cases."
Since the emphasis in the present study is on the perceptions held in
1980-81, the fifth scenario will not be considered further.

18. Ancther aspect concerns the comparability of statistics. Other
sources, such as Gorbet (1980) or Copithorme, et al. (1985), do not

provide data on the camplete set of cutcomes.

19. The game corresponds to #63 in the listing provided by Brams (1977) and

#47 in Rapoport and Guyer (1966).

20. These rules originally appeared in Brams and Wittman (1981).
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Examples would include the division of reverues from potash and
hydroelectric power produced in Saskatchewan and Newfoundland,
respectively (Bushnell 1980; Copithorne 1979). Sulphur in Alberta and
pulpwood in British Columbia are two other instances (Laforest 1973);

further examples are plentiful.

The Accord called for the deregulation of damestic crude oil prices as
of 1 June 1985, effectively dismantling the camplex, two-tier pricing
system which had been established by the 1981 Agreement. It marked the
end of the Petrolem Compensation Charge (POC) and the 0Oil Export
Charge (OEC). The Accord also removed all transportation subsidies in
the energy sector and every control on short-term oil exports
(Helliwell et al. 1986: 344). Furthermore, it eliminated the
Incremental Oil Reverue Tax (IORT) and the NGGLIT. Although already at
zero and thus not major concerns of the negotiators, the removal of
these taxes had symbolic importance. The Accord also saw the phasing
out of the Petroleum Incentives Payments (PIP), which Alberta followed
up with termination of its own, similar program (Helliwell et al. 1986:

344).
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