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Abstract

Open Federalism in an Urban Age: Implications of Recent Trends in
Intergovernmental Relations for Municipal Governance in Canada

Timothy R. Mowrey

Cities are becoming more important in Canada and around the world as a result of
urbanization and the evolution of the global economy. Everywhere, the emergence of
pressing urban issues is confronting politicians with difficult policy problems that cut
across formal jurisdictional lines. In Canada, the importance of cities is challenging the
traditional intergovernmental arrangements of federalism. But the complex web of
federal-provincial relationships that have been a feature of Canadian federalism are also
being challenged by the ‘open federalism’ approach of Prime Minister Stephen Harper.
This approach seeks to reduce rather than increase the scope of intergovernmental affairs,
and suggests that urban issues are not the concern of the federal government since
municipalities and their problems are the exclusive jurisdiction of the provinces. Using
two case studies of key urban issues, public housing and publié transportation, this thesis
examines the evolving intergovernmental arrangements and growing problems in these
program areas in Canada’s three largest cities (Toronto, Montreal and Vancouver). It
demonstrates that open federalism as an approach to urban issues is not likely to be
effective. Rather, the overlapping jurisdictional challenges posed by urban issues,
combined with the limited policy and fiscal resources available to Canadian municipal
governments, appear to warrant a greater degree of multi-level governance, a finding
consistent v&;ith trends elsewhere. In this regard, an updated version of cooperative

federalism would seem to allow the federal government the greatest ability to articulate

il



broad national policy objectives while engaging both provincial and municipal

governments to ensure adequate and effective program implementation at the local level.
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) INTRODUCTION

Since Confederation, Canada has witnessed a virtual reversal of the rural/urban
population split. Whereas in 1867 Canada was overwhelmingly rural, today the opposite
is true. Canada has become an urban nation. Over eighty percent of all Canadians live in
urban centres, and sixty-three percent live in the largest eighteen cities (see Figure 1.1)".
Taken as urban regions, the majority of Canada’s growth occurred in just four areas: the
Toronto-Hamilton ‘Golden Horseshoe’; Greater Montréal; Vancouver and the Lower
Mainland of BC, and the Calgary-Edmonton Corridor’. Today, the country’s large urban
centres contain its wealth in human capital, serve as nodes for technology, culture,
communication, education, and financial transactions, are the economic engines for the
country and are its links to the global economy. In short, despite its vast geography,

Canada is now one of the most urban nations in the world.

The federal system in Canada has not adapted to this new urban reality.
Currently, 23 cities have larger populations than PEI, and the largest 6 cities have
populations larger than any of the Maritime Provinces. Thus, cities are not only growing,
they are growing in relative importance within the federation. Yet municipal
governments have no role in federal-provincial relations and no constitutional status in
terms of the division of powers. For many, it appears to be an anachronism that the
governments of comparably small populations of the Atlantic Provinces have the power

and authority to negotiate with the federal government and act as equal partners in the



institutions of federalism while those of millions of residents of Toronto, Montréal or
Vancouver do not. Sancton, for instance, reflects on the “tension between the increased
importance of cities in the global economy and the lowly status” of municipal
governments in Canada®. Moreover, there is a growing recognition that many of the
current social and economic issues confronting policy makers at all levels of government

are inherently urban in nature.

This shift has been apparent for some time. The report of the Federal Task Force
on Housing and Urban Issues noted in 1969 that urban issues were increasingly important
and urgent because they affected the vast majority of Canadians®. But little research was
done at the time to measure the emerging impact of urban centres. More recently,
however, much work has been devoted to the issue. For example, there is a rapidly
expanding literature on the growing importance of Canada’s urban centres in the global
economy. Courchene, for instance, points out that city-regions are in ascendance
globally in an increasingly knowledge-based economy’. Such observations reflect
Courchene’s previous speculation that urban areas were paradoxically becoming more
important through the processes of globalization — a phenomenon popularly known as
glocalization — even as the role of individual states declined®. Many others, such as
Sassen, have documented the linkages between and among key ‘world-cities’, and
suggests that these linkages are becoming more important than traditional relationships

among nation-states’.



This emerging view of cities as central to national success and prosperity is
challenging the traditional approach to Canadian intergovernmental relations. Typically,
academic research has focussed on relations between the federal and provincial
governments — hardly surprising given that most powers and revenues are shared between
them. Municipal governments, by contrast, are largely ign6r6d in the Constitution, and
are ‘creatures’ of the provinces by virtue of provincial control over municipal institutions.
Their legislative authority is limited, and their ability to raise revenues is restricted. Yet
it is municipal governments that are closest to the unique problems posed by the
increasing importance of urban centres. Therein lies the paradox: municipal governments
possess the expertise to most effectively deal with urban problems; provincial
governments hold the funds and directive authority. Moreover provincial governments
by and large have demonstrated little appreciation of urban issues, and individual
provincial responses to the same issue vary widely. Additionally, the federal government
has both funds and jurisdiction over certain areas of national concern that may in fact be

occurring primarily in urban areas.

This overlap of jurisdictional authority and policy complexity has generated
significant interest in the potential responses from higher levels of government to the
challenges facing municipal authorities. More specifically, there is a growing argﬁment
for a concerted national (i.e. federal government) approach to urban affairs. In 2002, a
Liberal Caucus Task Force reported on the urban challenges facing the nation, urging the
federal government to take more direct action to address urban issues®. The Conference

Board of Canada recently published an extensive report on urban concerns, concluding



that the state of Canada’s major cities should be a national priority’. A special advisory
committee appointed by Paul Martin reported similar findings'®. To many, the question
appears to be the appropriate degree of centralization or decentralization in the Canadian

federation — who should responsible for what, and who pays?

Such questions of jurisdiction and the proper approach to urban affairs are not
unique to Canada. Urbanization is a global phenomenon, and urban centres around the
world are challenging the traditional notions of governance. It appears that many
countries have begun to act on their urban realities, and have adopted a number of
measures to both better equip municipal governments and to involve other levels of
government in the solutions to urban problems. As Leuprecht & Lazar note, ‘multi-level
governance’ structures that involve municipal governments are becoming the norm in
many countries, and intergovernmental relationships that involve all levels of government

are increasingly pervasive''.

For a time, Canada appeared to be following this trend. While provincial
governments pursued wildly different approaches, the federal government took
incremental steps in the mid 1990s to begin to address Canada’s urban reality. The 1993
tri-level Infrastructure Canada program, for example, sought to provide federal funding to
municipally designated projects that were subject to provincial approval. Implemented
by the Chrétien government as a direct result of lobbying from the Federation of
Canadian Municipalities (FCM), it was so successful that it was extended in 1997 and

2000. In 2002, Prime Minister Chrétien appointed a Liberal Caucus Task Force to study



urban issues, and in 2004, the Martin government expanded the ambit of its urban
involvement through the New Deal for Cities and Communities The New Deal allocated
a small portion of the federal gas tax to municipal governments provided they met
federally stipulated conditions. To consider the way forward beyond the New Deal, Prime
Minister Martin also appointed an External Advisory Committee on Cities and
Communities, which reported in 2006. Chaired by former Vancouver Mayor and B.C.
Premier Mike Harcourt, the report unequivocally called for greater federal involvement in
urban affairs, and for all levels of government to collaborate in the development of policy

solutions.

While the new Conservative government of Stephen Harper has maintained the
New Deal provisions for the moment, and extended several other provisions for
infrastructure funding, their approach to intergovernmental relations and to urban affairs
generally appears to be fundamentally different from previous Liberal governments.
Under Prime Minister Harper’s vision of ‘open federalism’, the Conservatives now
propose a reduction in the scope of the federal government, disentangling from
commitments outside its direct, formal jurisdiction. In this sense, the approach advocated
is a return to a stricter, pre-World War 1I reading of the constitutional division of powers,
with fewer intergovernmental administrative agreements and networks rather than more.
As Prime Minister Harper has stated, he believes Ottawa has “stuck its nose into
provincial and local matters, into areas where [it] didn’t have much expertise, while at the

3512

same time neglecting what it had to do The Prime Minister’s comments were echoed



recently by his Finance Minister, Jim Flaherty, who responded to municipal requests for

greater funding by arguing that “Ottawa is not in the pothole business”.!

Given this background, my thesis will address one main research question,
namely whether ‘open federalism’ is likely to be an effective intergovernmental
framework in terms of solving the problems presented by Canada’s urban centres. To do
so I will first examine the historical evolution of federalism in Canada since the end of
WWII, when intergovernmental arrangements became widespread, and in particular the
evolution of intergovernmental relationships between and among the federal, provincial
and municipal governments in Canada. Using a qualitative approach I will then employ
two case studies, namely public housing and public transportation, to illustrate how
federalism and intergovernmental relations since the early 1990s have impacted Canada’s
three largest urban centres (Toronto, Montréal and Vancouver). This timeframe has been
selected in order to highlight the contrasting federal and provincial approaches to these
two key policy areas before the 1995 federal budget (where many argue the downloading
exercise exacerbated urban problems), and after, since this period witnessed the
development of some of the most important features leading to the current open
federalism approach. The likelihood that open federalism will be an effective framework
can be assessed against the record established by the results of the collaborative
federalism framework that was in place for much of the period under review here,
particularly in contrast to the lessons of the cooperative federalism of the immediate post-

war period.



Public housing and public transportation have been selected for the case studies
for several reasons. First, they are major policy concerns for municipal governments, and
both areas currently involve provincial and federal governments to varying degrees
across the country. Secondly, both are important indicators of urban and national health
that have seen remarkable policy changes in the past several decades. As a result, they
offer a significant breadth of evidence that reflects the differing municipal and provincial
responses to date. A close examination of the respective intergovernmental arrangements
in these two key sectors will demonstrate the inevitable interdependence and overlap of
such social policy areas for all levels of government, and the likely impact of an open

federalism approach.

Additionally, public transportation is a policy solution to many other national
policy objectives. Achieving environmental goals, for example, relies in large part on the
ability of all governments to develop and expand public transportation in our large urban
centres. As well, a city’s ability to effectively and efficiently move its citizens between
home, work and leisure activities is central to economic competitiveness and overall

quality of life — for the city in question but also for Canada as a whole.

In order to determine the appropriateness of open federalism in the context of
municipal governance it will be necessary to develop a baseline from which to measure
its impact. Open federalism is too new to assess its overall impact as a framework for
intergovernmental relations, but the likely efficacy of open federalism can be measured

against emerging criteria for policy success in the areas of public housing and transit.



Particular policy goals for housing and transportation have been applied to measure the
success or failure of previous policy initiatives. For example, a number of observers,
including the FCM and the Canadian Urban Transit Association (CUTA), have not only
suggested that any approach to these issues must meet a number of discrete policy goals
to be successful, but have also advocated for national strategies in both policy areas under
question. More broadly, a number of observers have long argued that success in these
areas requires stable long-term funding, and an overall policy orientation that contributes
to reducing the scope of the problems. The research question therefore can specifically
ask whether municipal governments and their respective provincial governments will be
able to produce programs and services that meet these policy goals in the face of a

federal retrenchment from urban policy areas.

It is also important to note that, while housing and transportation policy have been
selected to illustrate federal-provincial-municipal interactions, they represent only a small
portion of the policy areas that are problems for urban areas and hence for municipal
governments. Infrastructure (apart from transportatioﬁ infrastructure) is also a
challenging area of urban public policy, but is too broad a topic and is beyond the scope
of this paper. Looking at solely transportation, then, effectively hives off an important
and uniquely urban element of the infrastructure issue, and should produce evidence that
can be applied more broadly to the entire family of infrastructure-related policy areas.
Other policy areas, such as environmental sustainability and economic development/

competitiveness, are often treated as stand-alone areas for analysis, but in the context of



this analysis they represent policy outcomes for the more concrete examples of public

housing and transportation.

The two case studies will focus on the experiences of Cémada’s three largest urban
areas:; Greater Toronto, Greater Montréal and Greater Vancouver. As the major urban |
centres in Canada they are most affected by the intergovernmental structures that shape
housing and transportation policy. It is also noteworthy that these three cities receive the
vast majority of immigrants in Canada, currently our greatest source of population
growth. Recent data suggests that, at least temporarily, immigrants tend to place greater

demands on the housing and transportation systems of the cities in which they settle.

Most important for the case studies, these three cities also represent three different
provincial policy responses towards municipalities. Toronto is an example of
confrontational municipal-provincial relations due to the amount of policy activity and
the city’s status as the largest of Canada’s municipalities. Montréal offers insight into the
additional challenges of governing a large urban centre in Québec, where federal
encroachment into provincial jurisdiction is most vociferously rejected, but where
provincial governments have generally recognized the city’s primacy in the province.
Finally, Vancouver’s intergovernmental structures have witnessed the least amount of
controversy and generally avoided jurisdictional disputes, although there has been a trend
towards greater ‘provincialization’. This unique regional government system is often

lauded as a model for other jurisdictions.



A comparative analysis of the approach taken in other relevant federal states
(Germany and the United States, as well as the European Union), and a unitary state with
extensive regional and local administrative structures, France, over the same period

should also provide a useful context in which to evaluate the new federal approach.

It is expected that a detailed analysis of these two key policy areas in Canada’s
three main urban centres will confirm what my preliminary research already indicates:
open federalism is not likely to be an effective intergovernmental framework to respond

to important urban issues.

It is anticipated that the combined evidence presented through the historical
review and the case studies will show that earlier provincial experiments in
‘disentanglement’ have generally failed to achieve their stated objectives, and have done
nothing to advance solutions to complex urban problems. The research is expected to
show that open federalism’s focus on watertight jurisdictional compartments does not
reflect the growing interdependence of urban policy problems, and does not accurately
reflect the importance of municipal governance in a new global economy. More broadly,
I expect to find that open federalism has not taken lessons from previous periods of
federalism in Canada. Intergovernmental collaboration has returned few positive results
in the absence of any federal leadership, and it appears unlikely that municipal
governments will see any positive or sustained change in their collective circumstances if

simply left to their provincial masters. In this regard, an open federalism that relies on
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strong, independent provinces to achieve national goals is likely to be the wrong

approach for an urban age.

I expect to find a divergence between open federalism and national government
initiatives elsewhere. In particular, I expect to find that Europe is already progressing to
greater recognition of their urban reality, and structures to accommodate urban voices
and concerns are emerging and solidifying. A move to subsidiarity is likely to be
occurring regardless of whether the state is a federation, unitary state, or supra-national
organization such as the European Union. In the United States, it is likely that the wide
state-level differentiation of policies towards cities will make it difficult to glean many
lessons, but that in key areas such as housing and transportation, significant federal

involvement — primarily monetary — has become the norm.

As an alternative to open federalism, I expect to find that strong arguments exist
for a return to an updated form of cooperative federalism, where federal leadership
provides for broad national standards and objectives, but remains sensitive to jurisdiction
and particular provincial/municipal circumstances. Based on preliminary research, it
appears an explicit national urban policy (or policies) is warranted to provide broad
direction and coherence towards national goals. By articulating broad directions, the
federal government could allow provinces and municipalities significant policy
experimentation while simultaneously recognizing the importance of urban issues in
determining overall national health. A formal devolution of power is likely not an option

in the Canadian context, but developing mutual policy goals that involve the expertise
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and funding mechanisms of all levels of government appears to be a workable approach.
Such changes in approach do not require substantial reforms to the structure of Canadian

federalism, and would continue to the tradition of successful non-constitutional renewal.

This paper is organized as follows: to set the context, Chapter II provides a brief
review of intergovernmental relations in Canada, tracing their evolution over time and
focussing on the post-WWII era. The next Chapter specifically addresses the nature and
scope of open federalism as proposed by the current federal government. Chapter IV
then details the relationship between municipal governments and the federal and
provincial levels. This chapter also highlights the relevant literature on fiscal federalism
and the nature of the fiscal arrangements between and among all levels of government.
Based on these important contextual chapters, Chapter V contains the case studies
themselves. Beginning with an overview of the range of issues facing urban
governments, the chapter examines the specific issues of public transportation and
housing and the policy responses from governments to date. Chapter V provides
international comparisons to show how other countries have adapted to address urban
issues and to demonstrate how greater intergovernmental cooperation — not less — has
emerged elsewhere as the preferred response. Finally, Chapter VI will discuss the results
of my analysis and provide some tentative conclusions about the likely impact of open

federalism on municipal governance and the resolution of key urban issues.

! Statistics Canada, Census of Population 1851-2001

? Federation of Canadian Municipalities (2005) Cities: Partners in National Prosperity (FCM Big City
Mayors Caucus, see: www.fcm.ca/english/documents/pnp.pdf)

* Sancton, Andrew (2002) “Municipalities, Cities and Globalization: Implications for Canadian Federalism”
in Bakvis, Herman and Grace Skogstad (eds.) (2002) Canadian Federalism: Performance, Effectiveness,
and Legitimacy (Don Mills: Oxford University Press), p.265
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* Courchene, Thomas, J. (2005) “Citistates and the State of Cities: Political-Economy and Fiscal-
Federalism Dimensions” Institute for Research on Public Policy Working Paper Series no. 2005-03

® Courchene, Thomas J. (1995a) “Glocalization: The Regional/International Interface” Canadian Journal of
Regional Science 18 (1)

7 Sassen, Saskia (2006) Cities in a World Economy (Thousand Oaks, CA: Pine Forge Press)
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Multilevel Governance Systems (Montréal: McGill-Queen’s University Press)
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IT) THE EVOLUTION OF INTERGOVERNMENTAL RELATIONS IN CANADA

After a brief discussion of relevant federal theories, this chapter focuses on the
evolution of federal-provincial relations. Such an overview is necessary because, as we
shall see, federalism in Canada has been dynamic, fluid, and flexible. When responding
to exogenous forces — whether political, social or economic — the processes of
intergovernmental relations have adapted. Thus, there is a history of successful
adaptations (as well as some spectacular failures) on which to base the analysis of the
prospects for open federalism with respect to municipal governance. The particular
lessons that relate to urban issues and governance can be found in all stages of Canadian
federalism, both in terms of what could be done and what should be avoided. As this
overview demonstrates, open federalism stands as somewhat unique, since the driving
force behind this new direction appears to be solely political (or more precisely,
ideological), rather than a combination of social, economic and political pressures that

have shaped previous eras.

1) Federal Theory

At its simplest, federalism refers to a structure of government where sub-national,
territorially-based units share power with a national government. This definition is
incomplete, however, given that federalism is as much about process as it is structure.
Within these structures are processes that include venues for negotiation, fiscal

arrangements, informal associations, and inter-jurisdictional policy making. The

14



diversity sometimes fostered by federal systems adds another layer of informal process,
through which regional or municipal groups might have a voice. The precise
mechanisms for the separation of power and authority, and the relations between the
national and sub-national (including municipal) units vary considerably among federal
states. The distribution of powers between levels of government in a federation naturally
involves questions of financing, as well as the equality of treatment of sub-national units
by the federal government, and there is no one set of ‘federal rules’ among states in this

regard.

Thus, federalism is more than just the sum of its parts; it is a structure of
government combined with processes of governance that add up to a “complex stew”* of
values that prop up an entire way of life. Federal systems often develop a federal
mindset, continually aware of the need to protect sub-national authority while remaining
committed to a larger national state. Problems and solutions are viewed through this lens
— ajurisdictional lens that can, at times, turn to bickering and postulating among levels of
government. But, each level can admit to a certain degree of interdependence within an

otherwise autonomous sphere'.

All federal systems are, therefore, analyzed by the degree to which they can be
said to be centralized or decentralized. In this regard, it is not only important to assess
the division of legislative authority, but also the fiscal arrangements. Indeed, there is a
literature devoted to “fiscal federalism’ that studies the mechanisms through with federal

systems collect, transfer and spend tax dollars'®. In many cases these mechanisms do not
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correspond to the legislative authority of each unit. For example, it is often the case that
greater tax levers are available to, or occupied by, the federal government, while the bulk
of program spending needs rest with the sub-national units. This so-called ‘vertical fiscal
imbalance’ leads to negotiations among governments over the precise nature of those
transfers. As new issues arise and political circumstances change, the fiscal arrangements
that underpin fiscal federalism also change, and can move between centralized and

decentralized.

Thus, as Friedrich noted, to be successful federalism must be dynamic; the
processes by which the structures of federalism are made to work must be fluid, flexible,
and undergoing constant change'’. A brief review of intergovernmental relations in
Canada highlights this fact. The test of the effectiveness and appropriateness of any of
the periods of Canadian federalism could be an assessment of its ability to effectively
meet the policy objectives of governments and the program delivery needs of Canadians.
For example, the processes of intergovernmental relations adapted in the post WWII era
as a result of public pressure for government intervention led to the creation of the
welfare state. This was achieved through the creation of national programs with
provincial implementation, programs that have become deeply entrenched and have
undergone remarkably little substantive change to the processes that allow for their

delivery and execution.
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2) Canadian federalism in operation

For a variety of reasons, both political and socio-cultural, the framers of the
Canadian constitution created a federal structure which lacked some of the ‘essential’
features defined by Wheare'®. Indeed, the absence of an amending formula, the specific
allocation of certain shared powers (as opposed to ‘watertight’ jurisdictions), and the
recourse to an external source of judicial review (the Judicial Committee of the Privy
Council in London), led Wheare to characterize Canada as a ‘quasi-federal’ country.
Nevertheless, as Riker concluded, Canada soon operated as a federal system'®. Al of
these exceptions to the classic federal model would prove central to the evolution of
Canadian intergovernmental relations. Unable to amend the constitution, for example,

federal and provincial governments have opted to negotiate administrative agreements to

achieve their policy objectives.

Canadian federalism has therefore been marked by periods of ‘cooperative’,
‘collaborative’, ‘competitive’ and ‘executive’ intergovernmental relations. The major
debate historically has been over the appropriate role of the federal government in areas
of provincial jurisdiction, with Ottawa attempting to assert its desire to govern for all of
Canada, and provinces resisting federal encroachment into their constitutionally-
mandated areas of authority. Rather than strict ‘watertight’ jurisdictions, Canadian
federalism has developed into an integrated and conjoined system of governance. Indeed,
some experts argue that intergovernmental relations have become the “defining

characteristic” of Canadian governance®.

17



The evolution of these processes, however, has not been a straight line. The
recent move towards ‘open federalism’ in Canada represents yet another innovation in the
processes of Canadian federalism, one of a long line of attempts to work around the
structures of the federation as outlined in the Constitution. And, while none of these
various post-war approaches demonstrates a federal approach to municipalities per se,
they do indicate the willingness of the federal government to become involved in affairs
outside its immediate jurisdiction in the name of the national interest. They also

demonstrate, to quote Courchene, the “incredible flexibility”21

of Canadian federalism to
respond to new pressures without fundamentally altering the basic structures of the

federation.
Classic federalism: A Bygone Era

Canada was not always a nation characterized by intricate and flexible
intergovernmental relations. As Simeon and Robinson (1990) point out, Canada came to
resemble a classic federal state shortly after Confederation in 1867, despite the founders’
intentions. While Canada was initially conceived as a centralized federation, several
judgements at the Judicial Committee of the Privy Council in London tilted the union in
favour of the provinces and promoted the notion of provincial sovereignty. The absence
of a strongly developed national character meant that Canada soon resembled the classic,
American tradition of federalism, with roughly watertight jurisdictions and little

penetration of the federal government into provincial affairs. This trend was reinforced
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by the fact that the demands placed on both levels of government were minimal, allowing

the two levels to operate in isolation without difficulty.

However, the Great Depression changed the nature of Canadian federalism by
changing the ways in which Canadians saw the federal government and their expectations
for government programs and services’>. Economics and social well-being began to
drive federal debates. The role of the state, then, became a central question, and reform
movements across the country began to argue for an increased state presence in the
nation’s economy and society. But, with many of the key areas of jurisdiction assigned
to the provinces while the federal government had the greater revenue raising capacity,
both levels of government were required to work together, abandoning the concept of

watertight jurisdictional compartments.

Cooperative federalism: The ‘Golden Age’

The post-war era ushered in a period of ‘cooperative federalism’, where federal
leadership and provincial cooperation became hallmarks. The development of a post-war
Keynesian welfare state was in large part driven by the federal government, both in terms
of policy initiatives and financing. The provinces occasionally voiced opposition, but
were at other times essential to the successful implementation of programs (such as
equalization, unemployment insurance and old-age security) or for initiating programs
that were taken up later by the federal government (such as Medicare). Tax collection

agreements and conditional grants to facilitate the welfare state expanded the scope of the

19



federal government such that Canada became more centralized than at any time since the
nation building efforts immediately following Confederation®>. The previous era of

‘layer cake’ federalism in Canada had been transformed into ‘marble cake’ federalism.

Yet this fundamental restructuring of the relationship between the federal
government and the provinces involved no formal changes to the distribution of powers;
rather, of necessity it took place in the realm of administrative process. Cooperative
federalism marked the federal government’s broad use of its greater spending power to
accomplish what it could not otherwise do if it had adhered to the strict letter of the
constitution. Absent an amending formula, negotiations between the two levels of
government were necessary to achieve the objective of minimum national standards for

provincially administered programs.

Cooperative federalism also marked the entrenchment of asymmetrical federalism
as a process in Canada, as the federal government began to accommodate Québec’s
resistance to federal intrusion in its areas of jurisdiction. Notably, Québec opted to
establish its own income tax in the mid 1950s, to which Ottawa responded by making tax
room available. While the federal government collects income tax on behalf of all other
provinces, Québec collects its own. Structural asymmetry, rather than program
asymmetry, has been a feature of Canadian federalism from the beginning, and the
evolution of federal processes to meet certain provincial demands, allowing them to opt
out of federal programs, demonstrates the flexibility of Canadian federalism**. The key

to the approach taken in this period was that asymmetry appeared only in the context of
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implementation — there was no asymmetry in the program goals or national standards.
Where provinces chose to opt out of a federal program, they did not simultaneously opt
out of that program’s intended outcomes. Federal goals and expectations remained

symmetrical, but provinces could choose their specific approaches to deliver them.

There are two important lessons from this period. First, the federation can
withstand an approach that does not advocate one-size-fits-all. Broad national policy
objectives can be articulated without paternalistic, top-down parameters for provincial
programs designed to meet these objectives. Second, cooperative federalism was
specifically designed to address regional disparity by creating national programs. Indeed,
the inability of some provinces to pay for many of the elements of the welfare state — the
existence of a horizontal fiscal imbalance — was a driving factor behind the federal
government’s efforts to effectively ensure programs could be delivered in all parts of the

country.

Despite (or because of) its successes, the period of cooperative federalism had
unintended consequences which made it increasingly difficult for the federal government
to exercise leadership and expect provincial acquiescence. To begin with, the increasing
size of the federal state was being replicated at the provincial level, with provincial
bureaucracies growing to meet the demands of administering new social programs. With
significant state apparatus of their own, provinces became more vocal players in the
development of federal policy. In addition, cooperative federalism had been able to

respond to the problems and pressures of the welfare state effectively, such that attention
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began to focus on other matters that had been shelved during the immediate post-war
years. Regional concerns, Québec’s role in the federation (driven by the Quiet
Revolution), and the mechanisms through which this new found interdependence
occurred came into question again. The demands of cooperation necessarily meant that
federal and provincial governments would work more closely together, and
accommodating these working relationships led to procedural innovations such as regular
First Ministers meetings and the creation in a number of jurisdictions of new ministries
for intergovernmental affairs. These changes effectively spelled the end of cooperative
federalism by the mid-1960s. In its wake, an era of executive federalism, or ‘federal-

provincial diplomacy’zs, was ushered in.

Executive federalism: Intergovernmental Diplomacy

Executive federalism refers to the increasing use of federal and provincial
leadership to conduct the business of managing interdependency. Unlike cooperative
federalism, which was largely driven by bureaucratic interfaces, executive federalism
involved direct participation of and negotiation by the Prime Minister and Premiers. It is
both celebrated and dismissed, sometimes simultaneously. For some, executive
federalism enabled many of the successes of the later cooperative federalism period. For
others, executive federalism has had disastrous consequences. Donald Smiley, for
example, argues strongly that executive federalism fosters secrecy, shuts out public
participation, weakens government accountability, and leads to unnecessary conflicts

among governments%.
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At the time these critiques were levelled, executive federalism had not yet
produced the Constitution Act 1982, the Meech Lake Agreement, or the Charlottetown
Accord. While the Constitution Act was successful, in part due to threats of unilateralism
by the federal government, the failures of Meech and Charlottetown brought executive
federalism under even harsher criticism. As Brooke Jeffrey notes, the decade of
intergovernmental affairs under the Mulroney Conservatives “left executive federalism
thoroughly discredited”?’. Nevertheless, some authors who are willing to concede both
the successes and failures of executive federalism admit that it is a permanent feature of
Canadian federalism®®. The existence of the Council of the Federation, comprised of
provincial premiers, in addition to the more established First Minister’s meetings appears
to be evidence of this fact. Municipally, there appears to be a similar phenomenon, as
‘Big City Mayors’ are increasing seen as the primary interlocutors with provincial
premiers and the Prime Minister. Thus, the question has become how Canadian
federalism will evolve to recognize the limits of executive federalism while accepting its

presence as a fact.
Collaborative Federalism: More Talk than Action

In an attempt to distance himself from the soured notion of executive federalism,
Prime Minister Jean Chrétien came to power in 1993 promising new relations between

the federal government and the provinces. However, whatever the plans for this new

relationship were, they became guided by several factors that ultimately produced

23



‘collaborative federalism’, a form of federal process that sowed the seeds for open
federalism. Faced with an enormous federal debt load, rising Québec nationalism, and a
new party system, Chrétien opted to reduce the scope of the federal government in the
early years of his mandate. The decentralization that accompanied the 1995 federal
budget, where massive spending cuts were coupled with a reduction in the number of
conditions applied to federal transfers to the provinces. Since the federal government no
longer assumed primary funding responsibility for many programs, the imposition of
national standards was questioned by many provinces. Notwithstanding the fact that
many provinces replicated the federal efforts with their own municipalities —
downloading responsibilities and funding authority without relinquishing the right to
impose conditions — provincial premiers criticized the federal government and began
demanding a new, collaborative approach to Canadian social policy. The existence of a
neo-liberal federal opposition (Reform), as well as in the governments of Ontario and
Alberta, who advocated forcefully for a reduction in state involvement in a number of
social policy areas, further facilitated the road to collaborative federalism. Despite the
federal government’s success in eliminating the deficit and attempts to return to an era of
using the federal (surplus) spending power to shape Canadian social and economic
policy, the federal government was unable to shift the decentralizing momentum

generated by its 1995 budget.

Thus, in 1999 a framework agreement called the Social Union Framework

Agreement (SUFA) was signed by the federal government and all provinces except

Québec. It is perhaps the document that best reflects the objectives of collaborative
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federalism. The agreement sought to formalize the emerging collaborative federalism
position, effectively saying that federal leadership was not assumed, but rather close
relationships among equal, non-hierarchical levels of government would produce
consensus on policy issues. Governments committed to consult one another on policy
changes, and to increase accountability through reporting. The federal spending power in
areas of provincial jurisdiction was not squashed, but rather limited by requiring
provincial consent and consultation. In this sense, the question was not whether the
federation would move towards centralization or decentralization, but rather towards
efficiency and collaboration, allowing for policy experimentation and the sharing of best

practices across jurisdictions.

At the time, collaborative federalism and the SUFA were hailed as a fresh and
dynamic approach to the processes of federalism in Canada. Stephane Dion, the federal
Minister for Intergovernmental Affairs, called it a “new and promising approach for

»2  Yet collaborative federalism was less a vision and more a

managing interdependence
reluctant response on the part of the federal government. It has therefore been plagued by
inaction and outright ignorance. The federal government, flush with cash and looking to
resume its commitments on social policy, pursued unilateral policies aimed at individuals
to by-pass the provinces, including the National Child Benefit, and the Millennium
Scholarship Fund. The provinces have reacted at times with their own unilateralism,
refusing to take up federal cash offers, clawing back any benefits received from federal

funding, and generally not fulfilling reporting and accountability requirements laid out

the in the agreement. Thus the real outcome of collaborative federalism has been a ‘dual
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unilateralism’, where both levels of government talk glowingly about collaboration while
ultimately going their own ways on social policy3 , Subsequent social policy agreements,

such as the 2000 and 2003 health accords, have failed to even reference the SUFA.

For many, the unfulfilled expectation of collaborative federalism and the SUFA
were to be expected, since the idea of collaborative government — in the sense that it was
presented - ran against conventional practice and political necessities. As Delacourt and
Lenihan point out, collaborative relationships require a willingness to share decision
making authority and a long-term outlook — both requirements that are difficult to meet
given different mandates, political stripes, and regional needs®!. Cameron and Simeon
point out the acrimonious ideology-driven negotiations between Ontario and Ottawa
regarding labour-force training that appears to back up these assertions>>. The former
Auditor General of Canada not surprisingly raised concerns about the ability of
collaborative government to meet accountability requirements, since goals may be
unclear among participants and more players are involved*>>. Moreover, the SUFA and
collaborative federalism more generally have fallen into the executive federalism trap —
negotiated behind closed doors with little public input. Executive federalism also
involves both levels of government protecting their areas of jurisdiction, seeking credit
and passing blame, often to win political points at home. If collaborative federalism is to
be linked with the SUFA, therefore, it would be deemed a failure. As Roger Gibbins
wryly observes, “if SUFA were to die, few Canadians would notice the obituary, much

less mourn its passing™*.
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In the later days of collaborative federalism the federal government indicated a
renewed willingness to extend the federal spending power into areas of provincial
jurisdiction. The problem with the approach taken was its significant degree of
asymmetry. Far from collaboration, the tack taken by the Martin Liberals has been a
series of one-off deals on a number of policy issues, ranging from equalization
agreements to child care agreements. This appeared to mark the abandonment of
traditional asymmetry (in the form of opting out with compensation) for a negotiated, or
‘treaty’ form of federalism®. The result is a patchwork of policies, and little sense of

national standards.

At the same time, the federal government began to show a renewed and expanded
interest in asserting itself into areas traditionally outside its jurisdiction and announced a
return to urban affairs. Building on existing infrastructure programs, Finance Minister
Paul Martin announced his intention to develop a ‘New Deal’ for Canada’s cities,
including a refund on GST payments and sharing a portion of the federal gas tax. When
it was announced in 2004, after Martin had become Prime Minister, the plan was
implemented using individual agreements with the provinces based on general guidelines.
These included general stipulations that the funding should be used for sustainable

infrastructure such as green technology and public transit.

The point to be made here is that the federal government did not chose to create a

federal program to which provinces could opt in or out, but rather struck agreements with

provinces individually, similar to its approach to the child care agreements. This
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approach, as will be demonstrated later, did not lead to a reduction in the disparity among
provinces in terms of program delivery. In fact, in some cases provinces chose to take up
federal offers for cost-sharing agreements and in others they did not. Unlike cooperative
federalism, which took the horizontal imbalance into consideration and sought to reduce
the gap in program delivery capacity among provinces, collaborative federalism led to an
increase in unilateral action and greater disparity. In this sense collaborative federalism
most closely resembles the open federalism approach advocated by Prime Minister

Harper.
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III) OPEN VS. DEEP FEDERALISM

The recent shift to what he has termed ‘open federalism’ by Prime Minister
Stephen Harper has arrived on the heels of this somewhat mixed record for collaborative
federalism. In some ways open federalism appears to build on several of the
developments of the collaborative federalism period, but it also incorporates strong
positions linking it back to the classic federalism of the pre-WWTII era. Given its very
recent addition to the Canadian federal discourse, much ambiguity remains regarding the
specifics. The term ‘open’ itself raises many questions. It is possible, however, to sketch
an outline of the main characteristics of open federalism based on the Conservative
Party’s platform, statements, and approach to governing. Political Scientist Robert
Young has developed such a sketch, and argues that open federalism comprises six key
componen'ts3 % First, open federalism seeks to establish order in intergovernmental affairs
by discontinuing ad hoc arrangements or one-off deals. Harper’s position on the Liberal
approach, particularly under Paul Martin, was clear. As early as 2004 he complained that
the Liberal government was pursuing “ad hoc arrangements after chaotic
intergovernmental meetings™’. The Conservatives saw the Liberal approach as

scattershot, unprincipled, and beyond the competencies of the federal government.

Second, open federalism envisages strong provinces>®. Without acknowledging
that Canadian provinces are among the strongest sub-national units among federal states
in the world, the Conservatives had criticized Liberal “attacks™ on the provinces. In their

campaign platform, the Harper Conservatives went even further and promised a ‘Charter
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on Open Federalism’, designed to formalize the involvement of the provinces in areas of

federal jurisdiction where provinces also had an interest™.

Third, open federalism seeks a clariﬁgation of the roles and responsibilities of the
federal and provincial governments as per the division of powers in the constitution. In
this sense, open federalism harkens back to the classic federalism of Canada’s by-gone
era. It is perhaps this element of open federalism that breaks most from the history of
federalism compiled since WWII. Rather than recognize the role the federal government
can play in achieving national objectives by working cooperatively with provinces, the
aim here is to remove the federal government from areas it does not belong according to
the constitution. Harper is on record stating that he’d like to see “Ottawa do what the

federal government is supposed to do”*

, and focus its attention to the constitutionally
assigned areas of national defence and international relations. These sentiments were
echoed months later in a Harper speech to the Federation of Canadian municipalities,
where he stated that he felt Ottawa had “stuck its nose into provincial and local matters,
into areas where they didn’t have much expertise, while at the same time neglecting what

it had to do™. The idea is that if Ottawa more effectively executed its constitutional

duties, provinces could better discharge their responsibilities with less interference.

Fourth, the Conservatives have made a special case for rectifying the fiscal
imbalance, and this too is taken to be a component of open federalism. For the
Conservatives, the vertical fiscal imbalance exists and must be addressed, despite some

evidence to the contrary*?. Their 2006 campaign platform suggested a Conservative
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government would seek to permanently fix the fiscal imbalance through a comprehensive
agreement. In their first Speech from the Throne in 2006, the Conservatives echoed their
-platform, promising to “ensure fiscal arrangements in which all governments have access
to the resources they need to meet their responsibilities”. So far, proposals for reducing
the fiscal imbalance include increasing transfers, reforming equalization, federal tax

reductions to leave room for the provinces, and/or transferring tax points to the provinces.

Fifth, despite the first element of open federalism, which seems to advocate
equality of treatment for all provinces, and despite a longstanding western tradition of
supporting provincial equality within the federation, open federalism proposes special
treatment of Québec. It is unclear what exactly the long-term affects of this treatment
will be, but at present the Conservative’s open federalism subscribes to the view that
Québec is distinct within Canada. In the 2006 election, as Young outlines, the
Conservative Party acknowledged the “special cultural and institutional responsibilities”
of Québec*. This approach was given more concrete terms, albeit under some duress,
when the Harper Conservatives officially recognized the Québécois as a nation within

Canada.

Finally, and importantly, open federalism means that municipalities are seen as
falling exclusively within provincial jurisdiction. In keeping with several other elements
presented here, open federalism views the federal government’s responsibility for
municipalities as extremely limited. While not outright abandoning municipalities (the

Conservatives have promised to retain the New Deal commitments to share a portion of
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the federal gas tax), it is their intention to reduce the scope and breadth of the federal
government’s activities as much as possible. As Harper lamented in 2006, “Ottawa has
gotten into everything in recent years, not just provincial jurisdiction but now municipal
jurisdiction™. Perhaps this element is best viewed as the cumulative affect of the
previous elements (with the exception of the treatment of Québec); if the federal
government brings order to intergovernmental arrangements, facilitates strong provinces,
reduces the fiscal imbalance, and returns to the constitutional separation of powers,
provinces and municipalities will be better equipped to deal with their own problems in

manners as they see fit. Or so the argument seems to go.

There are some optimists among the early reviewers of open federalism. Simeon,
for example, argues that open federalism’s attempt to distance itself from the top-down
approach of previous processes is welcome, given that provincial and — to a growing
extent — municipal officials are equally professional and committed to effective service
delivery®. He also points out that the constitution and convention in Canada places the
federal government and the provinces on an equal footing in so far as policy making is
concerned. Committing to excel at areas within their respective areas of jurisdiction
better recognizes this fact. Noel points out that open federalism has the benefit of
simplicity, which can make it appealing*®. Banting notes that open federalism’s newness
and lack of specificities in a number of areas demonstrates the success of ‘creative

ambiguity’ in Canadian federalism®’.
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There are also some pessimists, or at least some who are more cautious in their
optimism. Leslie suggests that pursuing open federalism to its logical extreme may
undercut the federation, leaving the federal government unable to affect national policy in
the face of strong provinces48. Ottawa would not know when to engage in provincial
policy — and press for that engagement — and when to sit it out. Such circumstances
could leave the federal government “rudderless in turbulent seas™®. Indeed, such
circumstances point to one of the enduring difficulties of collaborative federalism, where
governments were required to give up some decision making authority over areas they
might well wish to play a role in. There are no guarantees that, failing to arrive at a
policy consensus or an inability to share long-term policy goals, jurisdictions would not

again turn to unilateralism.

As well, the Conservative portrayal of open federalism overlooks many factors.
For instance, there is by no means agreement on the issue of fiscal imbalance, nor does
the approach acknowledge the positive aspects of the federal spending power. Federal
governments in the past have used the federal spending power to create programs that are
now entrenched in the Canadian psyche, such as universal health care. Similarly, the
focus on ‘disentanglement’ overlooks several previous attempts to sort out governmental
responsibilities, including the failed Meech Lake Agreement and Charlottetown Accord
(as well as less publicized program review initiatives), not to mention similar failed
exercises in several provinces. Open federalism’s approach to Québec may be welcome
in terms of potentially placating Québec nationalism, but it is difficult to assess the

potential impact on western alienation, given the west’s traditional advocacy for
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provincial equality. Finally, it should be remembered that collaborative federalism also
took as one of its driving impulses the need to streamline government and become more
efficient in program delivery, with sadly mixed results. In fact, Jeffrey argues that it has
had the opposite affect®®. While efficiency and efficacy are certainly worthwhile goals, it
remains unclear whether it can be achieved through the collaborative mechanisms
envisioned in open federalism. Some have even argued that efforts to streamline
government by eliminating overlap are misguided. Overlap should not be viewed as
necessarily wasteful, but rather a natural feature of complex systems, particularly systems

dealing with complex public policy issues’’.

For others, open federalism appears to run against the current needs of Canada’s
urban centres, as well as against the emerging consensus among urban observers. It
appears to ignore the emerging place of Canada’s cities in both the national and
international order. It assumes that the provinces will effectively discharge their
responsibilities toward municipalities, when evidence seems to point to the contrary (see
Chapters IV & V). It assumes that the problems and challenges of our urban centres are
not of national, or federal, interest. It appears to be constructed for a simpler time, or —
more cynically — to offer “don’t-hurt-my-head solutions to complex social problems”*.

Indeed, the simplicity of open federalism belies the complex processes and issues

confronting our cities.

For example, the fiscal squeeze confronting Canadian municipalities is occurring

at an important juncture in the evolution of the global economy. As Courchene argues,
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economic power is paradoxically being pulled into a global economy driven by a series of
global city regions53 . This combination has been termed ‘glocalization’, where economic -
imperatives often transcend national borders while at the same time becoming focussed in
large urban regions. These urban regions are not geographically based in the same sense
that defined them in previous eras; Saskatchewan’s urban connection to the global
economy is arguably Vancouver (or Calgary), while for residents of Syracuse, NY, it may
be Toronto. Traditional boundaries are rendered meaningless in such circumstances. In
addition, the economy is being driven by different resources than previously. Ours is no
longer a resource based economy, but a knowledge-based economy. In such an economic
environment, human capital becomes more important, and the ability of cities to attract
and retain such talent is key not only to their success but, by extension, to national
prosperity as well. Richard Florida has argued that the ‘creative class’ have important
roles to play in creating environments that foster economic growth in cities®*. Cities that
are tolerant, technologically advanced, and talented have an advantage in the knowledge
based economy where place of residence is increasingly a choice of lifestyle.

Standing in contrast to open federalism is what Leo calls ‘deep federalism’>.
While not typically included in academic analyses of federalism in Canada, deep
federalism seeks to find national policies that reflect and, importantly, take into account
local differences and necessities. Noting that Canadian federalism has always included
asymmetry, Leo notes that many successful policy initiatives have occurred at the “nexus
of negotiation and compromise unencumbered by the rigidity of constitutional

provisions” . Furthermore, he argues that there are examples where this logic has

36



continued into the development of national programs with local flavours — such as the
Neighbourhood Improvement Programme, Winnipeg’s Core Area Initiative, and the
Vancouver Agreement addressing that city’s downtown east side. These examples, and
others, point to the existence for some time of national policies with local differences. In
each case the problem was local, yet the implications of the problem challenged a
national objective (liveable neighbourhoods and economically viable downtown areas).
Thus, in response, national programs were developed that allowed for a significant degree
of local input. In some cases most of the drive and expertise came from locai authorities,

who were better positioned to make assessments and decisions on the ground.

As interpreted by Neil Bradford, deep federalism “[extends] the
intergovernmental principle that one-size-policy-does-not-fit-all to include cities...
[generating] a menu of federal programs to be bundled in accordance with local
priorities™’. The process benefits not only the immediate areas addressed, but rather
exposes all levels of government to alternative sets of expertise, connections, and points
of view. Thus, deep federalism calls for national policies that must reflect local
differences, and suggests that such an approach is not entirely foreign to Canadian
federalism. While open federalism purports to encourage greater cooperation among
governments, the central tenet of reducing the scope of the federal government makes it
unclear whether future such problems could count on the support of the federal
government in developing solutions and managing their implementation horizontally

among governments. The ultimate conclusion to be drawn suggests that any change in the
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federal processes in Canada that ignores broader social and economic trends stand little

chance of solving any problems that arise as a result of these trends.

The periods of Canadian federalism can be summarized by their demand stimulus,
which order of government played the primary role in terms of initiative and political
capital, which mechanisms governed the processes of intergovernmental relations, and
which policy outcomes can be reasonably said to reflect the period. Table 3.1 attempts to
summarize these criteria for each of the periods described above, and includes a
somewhat hypothetical mention of ‘deep’ federalism. Of note is the increasing
prevalence of politics — not policy — as the demand stimulus. While any interpretation of
the significance of any given demand stimulus is subjective, and my conclusion that any
given period is driven by politics is difficult to empirically demonstrate, a careful
comparison of the stages discussed appears to point to a lack of any evidence that open
federalism is designed to accomplish any other goal than to placate restless premiers in an
era of federal budget surpluses. Unlike, for example, cooperative federalism, where
policy aims were clear (i.e. building the framework of the welfare state) and innovative
adaptations were initiated in order to achieve them, there is no mention of policy goals in

any of the justifications for open federalism.

Indeed, the level of analysis upon which open federalism appears to be based
harkens back to traditional, well-trodden territory. As Rocher and Nimijean point out,
traditional analyses of Canadian federalism have been based on three considerations: the

relationship between English and French Canada, Canada and the United States, and the
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relationship between the central and provincial governments®®. However, the forces of
globalization and economic integration have changed the framework within which one
must view Canadian federalism, and related to this is the re-emergence of the city-state as

a fundamental building block of western societies.
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IV) THE PLACE OF MUNICIPAL GOVERNANCE IN CANADIAN FEDERALISM

The delicate back and forth between Ottawa and the provinces that has
characterized Canadian federalism is being replicated more recently between municipal
governments and their provincial masters. The similarities are striking: there are
demands for more authority, greater resources, and more stable and predictable
intergovernmental arrangements. In many ways municipalities are armed with stronger,
more legitimate grievances against the provinces than the provinces have typically had
towards the federal government. As well, municipalities are in a position to take their
concerns to both higher levels of government, which they have done and continue to do.
In fact, much recent lobbying has been directed at the federal government and not the
provinces. This may be in part a function of the fact that it is the federal government that
is posting the largest fiscal surpluses and the municipalities are simply hedging their bets.
It may also be a result of decades of provincial duplicity, ineffective tinkering, and a
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“culture of non-recognition and neglect”™” to municipal needs.

Municipal-Provincial Relations

In what has been described as a constitutional shrug’®®, municipal governments
were left out of the constitutional division of powers at the time of confederation. They
are left, therefore, as creatures of the province without any formal constitutional standing
and not recognized as an ‘order’ of government on par with the federal or provincial

governments. Their powers are delegated by the province, and the fiscal levers available
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to them are limited. This is, of course, a generalization, given that no one framework
applies to all cities and their respective provinces, or even to all cities within a given
province. In recognition of the differentiation among cities, the awkward yet useful
‘hyper-fractionalized quasi-subordinate’ has been employed to summarize the patchwork,

complex, and incongruous state of provincial-municipal relations®.

Each province has a municipal act governing local governments, and a department
is mandated to oversee the act. Often, the responsible ministry is combined with other
departments, sometimes with no clear policy link (as is the case with the Department of
Community, Aboriginal and Women’s Services in British Columbia), or there are a
number of departments with unclear distinction between roles (such as the existence of
both a Ministry of Community and Social Services and of Municipal Affairs and Housing
in Ontario). Although one might expect wide differences among provinces in their
treatment of municipalities the spread is actually quite small from province to province in
terms of municipal areas of authority, with a few notable exceptions. For example,
municipalities in Ontario are the only ones that have been delegated responsibility for
social services — the result of provincial re-organizing and a series of downloading efforts
starting in 1995. Otherwise, there is a great deal of consistency in the areas of
jurisdiction that have been assigned to municipal levels of government, including waste

disposal, water and sewer, city planning, and transit.

More complex, however, are the specific intergovernmental arrangements

designed to deliver these services. In some, cost sharing mechanisms are in place, in
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others municipalities are responsible for the entire costs of program delivery; in some
cases joint decision-making structures, special purpose bodies, or consultative
mechanisms are in place, in others they are absent. In all cases, such arrangements are

determined by the province.

This general consistency of areas of jurisdiction remains despite several efforts in
all provinces to ‘disentangle’ the respective responsibilities of provinces and
municipalities®?. Such efforts were initially driven by similar impulses across the
country. These included the desire to step back from the increasing complexity of cost-
sharing programs that had been built up in the post-war period, as well as the complex
intergovernmental relationships necessary to sustain such a system, and the growing
attraction of the principle of subsidiarity. Most provinces set up commissions or panels
to study how best to achieve a degree of disentanglement, and their approaches differed
based on the specific situation in each province. Some provinces, such as Alberta and
Manitoba, have approached disentanglement with legislation that grants municipalities
greater authority in a broad range of areas, rather than within strictly confined ‘local’
areas of interest with significant provincial oversight. This approach is becoming more
common, but is a recent phenomenon. British Columbia has granted Vancouver a greater
range of powers and authority than other cities in the province in the late 1990s, and
Ontario in 2005 passed the Stronger Toronto for a Stronger Ontario Act to provide

Toronto with some greater legislative authority and tax sources.
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In general, however, it has been argued that efforts at disentanglement have been
unsuccessful. The Ontario experiment, in particular, is often used to demonstrate the
uselessness of such experiments, since the entire exercise ultimately did nothing to
reduce the complexity of provincial-municipal relations. Under the Harris Conservatives
in the mid 1990s, Ontario chose to pursue an approach of trade-offs, taking back some
areas of jurisdiction while downloading others to the municipalities. The province took
back control and funding for education, children’s aid, and women’s shelters, while
assigning to municipal governments full responsibility for housing, transit and some
community based public health. In addition, municipalities gained responsibility for
sharing a portion of the funding for welfare, child care funding, and nursing homes.
According to Graham et al and Garcea & Lesage, the province was attempting to retain
those programs with fixed or declining expenditures, while downloading to
municipalities those programs with increasing costs®. At times, neither funding nor
funding mechanisms immediately accompanied these new program areas. In some cases
the province stated its intention to maintain overall program development authority while
expecting municipalities to bear the burden of program delivery. Such an approach fit
with the Conservative Harris government’s ideological approach to smaller government,
but did not reflect a means-tested approach to alternative service delivery. Indeed, the
Ontario approach to disentanglement flew in the face of several reports commissioned by
the government, which generally argued for revenue-neutral exchanges, if they were

required at all.
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In some cases, functional reform proposals were accompanied by the
amalgamation of municipalities. Toronto (1998) and Montréal (2002) have both
experienced a degree of amalgamation, with varying degrees of success. Indeed,
Montréal has recently gone through a process of de-amalgamation, reversing previous
amalgamation efforts. Amalgamation was seen in most instances as a way to rationalize
service delivery across urban municipal boundaries. In other cases, notably Ontario,
amalgamation accompanied the radical reorganization of service delivery in the province
under the ‘Common Sense Revolution’ of the Harris government, and expressly sought to
further reduce expenditures by reducing the number of governing bodies and centralizing
operations. These more recent efforts built on pervious urban reform movements in the
1960s and 1970s, where large western centres such as Winnipeg, Calgary, and Edmonton
expanded and amalgamated with outlying towns, effectively becoming ‘uni-cities’, where
the vast bulk of both urban and sub-urban residents live within the city limits.

Vancouver, notably, has avoided such geographic reform movements, and has instead
maintained its two-tier structure, with the Greater Vancouver Regional District (GVRD)
serving as the region-wide governing body, including representatives from twenty-two

municipalities in the area.

Many experts question the efficacy of such amalgamations — even apart from any
other structural or functional reforms. Sancton, for example, points out that cost savings
are rarely realized, and that regional arrangements may be just as effective in delivering
services while maintaining a closer local connection to residents®®. Others have noted

that amalgamation helps cities, through sheer size, to become better advocates for greater
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fiscal and policy responsibility. Moreover, at a 2002 symposium, several local officials
representing recently amalgamated municipalities noted that in some cases, expenditure
reductions have been achieved, and in the Toronto case, greater size had the appearance

of placing Toronto more firmly on the ‘world stage’®

. In any case, structural reforms
have been implemented by the province, which, as Sancton points out, reinforces their

primacy in the municipal-provincial relationship®.

Thus, the characterization of the relationship between municipalities and their
provincial masters as ‘quasi-subordinate hyper-factionalized’ appears to be apt.
Provincial governments, particularly in Ontario, have exerted their dominance by
unilaterally changing boundaries, dictating the terms under which municipalities can
operate, and seeking to ‘sort out’ responsibilities in ways that particularly benefit the
provincial, not local, level of government. It is not surprising, then, that municipalities
have historically looked to the federal government to provide overall direction and

support, and continue to do so today.

Municipal-federal relations

The federal government, as per the Constitution, historically has not played a
large role in urban affairs. However, this is not to suggest that the federal government
has had no role to play concerming municipalities in Canada. It is important here to note
the distinction between explicit federal intervention in municipal affairs, and implicit

intervention”’. Indeed, federal government areas of jurisdiction are often de facto areas of
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urban or city interest, as is the case with immigration and housing68. But the federal
government may choose not to present or package such policies in terms of their
municipal implications, or even view them through an ‘urban lens’. Such implicit federal
policies have been the norm, but the federal government has at times more explicitly

articulated an urban policy agenda.

The first urban venture for the federal government occurred in 1970, with the
creation of the federal Ministry of State for Urban Affairs (MSUA). In part as a
consequence of the prevailing attitude of nation building that had marked the previous
decades®, and in part because urban problems were already at that time quite visible’,
the federal government attempted to affect the nature of urban public policy in Canada
through this new Ministry. Careful not to tread on provincial jurisdiction the MSUA had
no program responsibilities, and was thus tasked only with coordination, relationship
building, and integration of policies. The department was successful in coordinating
several tri-lateral meetings among federal, provincial and municipal partners, but little
concrete was achieved. Even this minimalist approach, however, angered many
provincial governments, who saw the federal government as attempting to interfere in a
sphere of provincial jurisdiction. Eventually the provinces refused to attend the meetings,

and withdrew their support for MSUA generally.
Without provincial support, and lacking any direct programs, the department was

terminated in 1979, and the federal government retreated from an explicit role in urban

issues for nearly 20 years. While most observers describe the MSUA experiment as
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“fleeting”, they also point out that little distinction was made at the time between

71 I
7", In other words, urbanization itself was

“problems of the city and problems in the city
the intended problem area, not the problems that occur in urban areas. Others take a

different view, noting that whatever the distinctions in problem assignment might be, the

MSUA was a ‘courageous experiment’ by the federal governmentn.

It was not until the late 1990s that urban issues again captured some attention of
federal leaders. At that time, urban issues were becoming even more prevalent, and calls
for redress were becoming more vociferous following years of budgetary cutbacks from
both the federal and provincial governments. As well, by the late 1990s the federal
government had experienced some critical success with the $6B Canada Infrastructure
Works Program, which the federal Liberals had introduced in 1994 based on requests
from the FCM. The program was a 1/3 cost sharing program, where each level of
government would be required to pay an equal portion of the projects’ cost. An early
review of the program noted that it had achieved a high degree of intergovernmental
cooperafion and successfully funded thousands of projects, with only a few instances of
pork-barrel politics”. An additional $600 million was added to the program in the 1997

budget.

In 2000, the federal government rolled-up the Canada Infrastructure Works
Program into the Infrastructure Canada Program, dedicating $2.65 billion over six years
to assist in funding capital expenditures in municipalities through the Strategic

Infrastructure Fund. In addition, two complementary funds (the Green Municipal
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Investment Fund and the Green Municipal Enabling Fund, together worth $250 million)
were created and placed with the FCM for management. Building on these programs,
and reacting to greater pressure from the FCM and several big city mayors, not to
mention urban members of the Liberal caucus, Prime Minister Chrétien announced a
Caucus Task Force on Urban Issues in 2001, artd included some of the Task Force’s
recommendations in the 2002 Throne Speech, particularly in relation to investing in

competitive and healthy cities.

At the same time, Finance Minister Paul Martin was engaging the FCM to discuss
their concerns and to indicate the federal government’s willingness to expand its presence
in municipal affairs. Indeed, Martin announced his intention to proceed with a ‘new deal’
for Canada’s cities as early as 2002, while still the Minister of Finance’*. Martin
continued this theme throughout the Liberal leadership campaign in 2003, where the
‘New Deal for Canada’s Cities’ was a key platform feature, and sought to deliver on this
promise once he became Prime Minister. In the 2004 and 2005 budgets, therefore,
measures were included to transfer a portion of the gas tax collected by Ottawa, as well
as a GST exemption for municipal purchases. Additionally, thé federal government
agreed to consult with municipalities during the preparation of the budget. However, at
the time these initiatives were announced, they had been repackaged into a ‘New Deal for
Cities and Communities’. The addition of ‘communities’ to the package was likely a
result of pressure from members of the rural caucus, who had already been successful in
ensuring that their constituencies were not overlooked in the development of the $1B

Municipal-Rural Infrastructure Fund (announced in 2003).
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The New Deal signalled a realization at the federal level that municipalities were
ill-equipped to deal with the plethora of issues confronting them without federal help. It
also signalled an explicit urban policy from the federal government, although one that
was poorly defined and broad in scope. No new federai department accompanied the
New Deal (which in any case became somewhat watered down with the addition of
‘communities’, effectively making the program so broad as to be nearly useless in
addressing the compounded problem of large cities), although a Cities Secretariat was
created at the Privy Council Office and eventually moved to a new Portfolio of Transport,
Infrastructure and Communtties. While not a department on its own, the addition of a
‘communities’ link to Transport Canada marks the first federal incursion into urban

affairs since the MSUA.

The latest rounds of federal involvement in urban affairs were precipitated to a
large extent by the active involvement of the FCM. The FCM is Canada’s foremost
advocacy group for municipal issues, and comprises municipal officials from across
Canada, as well as provincial municipal associations. The FCM was involved in the
discussions that led up to the first federal experiment in urban affairs in 1970, but had not
yet developed a common position or solutions’>. At that time, the FCMs insistence on
being included in constitutional negotiations of the late 1970s and early 1980s as a third
level of government was met with resistance by the provinces, and therefore ultimately
relegated the FCM to the sidelines. However, the FCM was instrumental in lobbying for

more infrastructure funding from the federal government throughout the 1980s and early
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1990s, eventually influencing the inclusion of infrastructure funding in the Liberal

Party’s 1993 campaign platform.

Yet it was not until the real effects of downloading and budget cuts were felt that
the FCM was able to lobby with renewed urgency. In 1991, the Conservative
..government of Brian Mulroney capped transfers under the Established Program
Financing provisions to the provinces, most of which similarly transferred less funding to
their municipalities. These financial restrictions were exacerbated by the Chretien/Martin
budget of 1995, which altered the funding mechanisms between the federal and
provincial governments, and drastically reduced the overall level of payments. Again, in
most cases, provinces passed these cuts on to municipal governments. It is in this context
that the FCM once again began to advocate for larger changes to the structure of
Canadian federalism, particularly with respect to municipal financing. A measure of their
success can be seen in the New Deal itself, in addition to the fact that the FCM has been
tasked with management responsibilities of the Green Municipal Fund provided by the

federal government.

Since the election of the Harper Conservatives in 2005, the fate of the New Deal
has been in question. As noted in the previous chapter, the Conservative government has
articulated a vision of federalism that relies on strong provinces, particularly with respect
to their constitutional authority over municipal affairs. A broad funding scheme that
involves the federal government in municipal funding would appear, therefore, to be

contrary to the Conservative platform. However, Prime Minister Harper has not
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dismantled the Infrastructure and Communities Branch of Transport Canada, nor has he
withdrawn the provisions of the New Deal gas tax transfer. The 2006 federal budget
continued these programs, adding $2B to the Strategic Infrastructure Fund and $2.2B to
the Municipal-Rural Infrastructure Fund (the weight given to the Municipal-Rural fund
reflects, no doubt, the Conservative Party’s link to rural areas of the country). In 2007

the Build Canada Plan was announced, touting $33B in federal funding for infrastructure. -
Much of the funding, however, is comprised of existing monies made available through
the New Deal, and given the lack of specificity and focus it is unclear how much funding

will actually make its way into urban areas.

What is clear 1s that the thrust of open federalism has meant that the Conservative

government has “substantially scaled back the federal urban agenda’®

. More pointedly,
the Toronto Star recently summarized Harper’s approach with the headline “PM to cities:
Drop Dead”’’. Rather than pursue the New Deal with vigour, or add to it in any way, the
Conservative government has opted instead to direct the thrust of its urban agenda to
rectifying the fiscal imbalance with the provinces. As the FCM notes, by focussing its
priority in this way, the federal government has defined its role in Canada’s urban areas
very narrowly’®. Thus, while the core elements of the New Deal remain, it has been

characterized as a program in transition, with the goals and intent of the program largely

truncated and the overall policy direction in limbo™.
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Fiscal federalism

It is within this context of intergovernmental relations that municipalities are
confronted with their greatest challenge: responding to their increasing responsibilities
within the present fiscal framework. Indeed, no discussion of the federal structure in
Canada is complete without serious reference to the revenue-generating capacity of each
level of government and their corresponding expenditures. While federal/provincial
squabbles over the so-called ‘fiscal imbalance’ have become commonplace in Canadian
political discourse, there is much evidence to suggest that in reality, it is municipalities
that are critically under funded and who have a more legitimate basis to advocate for
more fiscal autonomy®. As one author puts it, “Canadian cites are among the most
fiscally restrained in the world”®!. As another argues, it is the dire fiscal situation
confronting municipalities that is responsible for putting urban affairs back on the public

policy agenda®.

As creatures of the province, municipal tax levers and spending responsibilities
are strictly controlled. Local authorities must, by provincial law, balance their budgets
and negotiate with the province to borrow for any capital expenditures. In addition, most
municipalities are limited to property tax as a source of revenue, although provincial and
federal grants, as well as occasionally other tax levers, are minimally available. As
Tables 4.1, 4.2 and 4.3 illustrate, on average, municipalities raise over 52% of their
revenues from property taxes, while grants account for just 17% of revenues. The

proportion of grants has been declining and varies widely, from 24.9% (largely in the
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form of conditional grants) of Toronto’s budget to 2% of Vancouver’s. User fees make
up an additional 23% of revenues®. This heavy reliance on property taxes, combined
with legislated balanced budgets, leaves municipal governments with little room to
manoeuvre. Balancing budget expenditures may require municipalities to reduce service
delivery, or to raise taxes and potentially chase away residents or business. Others point
out that property taxes are among the least effective and flexible — they are highly visible,
do not reflect economic performance, tend to favour unsustainable land-use patterns

(single family dwellings), and make no differentiation based on ability to pay84.

The increasing calls for greater municipal access to sources of revenue have been
slowly taken up by provincial governments in Canada. Vancouver, for example, has
recently been granted the authority to tax hotel room stays, where 4% of the cost of the
stay is returned to the city to be spent on tourism. Since 2005 the province transfers the
city’s share of all traffic fine revenues back to the city. Even so, BC’s funding support
for Vancouver remains lower today than it had been in 1996. In fact, between 1996 and
1997 provincial support decreased from $20.5M to $5.8M*°. Ontario’s recent The
Stronger City of Toronto for a Stronger Ontario Act (2006) grants Toronto a wider,
although still limited, array of tax options. Other funding arrangements also exist, such as
Québec’s vehicle licensing sharing scheme for Montréal. The federal government has
also recently expanded its role with respect to urban financing, as noted, through the New
Deal/Build Canada provisions and other infrastructure financing funds. Previous federal

involvement was usually predicated on project specific goals (Winnipeg’s ‘Forks’) or
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mega-projects (such as the Olympic Games or World Expositions), and required

provincial consultation and approval.

Such fiscal structures do not make a compelling case for reform on their own.
Certainly flexibility and accountability are desirable, but nothing in the structure itself
indicates that it is not otherwise working. It is only when these limitations on municipal
financing are stacked up against the types of demands placed on cities in Canada that the
picture becomes complete. Not only have municipal governments generally been most
negatively affected by senior level government downloading throughout the 1990s, they
are also confronted with a broad array of challenges that are unique to Canada’s large
urban centres. Canada’s largest cities continue to attract a disproportionate number of
immigrants®, are homes to our centres of innovation and industry, and bear the brunt of
environmental degradation, homelessness and poverty87. The scale of infrastructure

requirements in large centres cannot be compared to smaller centres or rural areas.

The combined effect of downloading on the one hand, and increasing pressures on
the other, has prompted municipalities to renew their efforts to seek changes to the
structure of fiscal federalism in Canada. The FCM has often led the way, conducting
comparative studies and presenting options to Parliamentary committees (including the
caucus Task Force). The Big City Mayors Caucus of the FCM has similarly advanced
positions outlining financial constraints as the key issue®. At times, individual mayors
have taken the initiative to press for greater funding. Former Winnipeg Mayor Glen

Murray was an outspoken advocate for greater municipal authority, and Toronto mayor
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David Miller took the initiative in 2007 to call for a portion of the GST to be allocated to
cities with the “One Cent Now!” challenge. Despite these activities, municipalities
remain fiscally restrained. They remain under the control of provincial governments with
little recourse to policy innovation, and are increasingly unable to meet the demands for

current infrastructure improvements, let alone new or forward-thinking infrastructure.

Underlying these demands is a rich literature on fiscal federalism that generally
focuses on cost benefits and economic efficiencies®®. In this literature, authors tend to
restrict their analysis to questions of the ‘optimal’ vertical and horizontal fiscal gap
between levels of government. But, as Lazar points out, such analyses are often
incomplete in that they overlook the non-economic goals of fiscal federalism®. In
Canada, for example, the period of cooperative federalism outlined in Chapter II was
only partly driven by considerations of economic efficiency. Equally as important was
the desire to foster a sense of pan-Canadianism through the construction of national
programs. This goal is what Lazar refers to as the ‘quasi constitutional” impacts of fiscal
federalism, which are more difficult to measure but no less important than simple models
of economic efficiency within the federation. Thus, what drives the debate on municipal
fiscal imbalance should not only be viewed in light of what might serve economic

efficiencies, but also by the potential impact on the overall national interest.
The question now is whether the proposed intergovernmental arrangements of

open federalism will respond to these demands: calls from municipalities for increasing

authority and fiscal resources to meet growing areas of responsibility. Using the two
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specific issues of housing and transportation it is possible to illustrate where the needs

are, and what sort of responses one might expect under open federalism.
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V) THE CASES OF PUBLIC HOUSING AND PUBLIC TRANSPORTATION

The preceding chapters have outlined the evolution of federalism in Canada and
the place of municipalities within this federal context. Where these two strands meet is in
the cities themselves. The federal structure and processes of Canada and the place of
municipalities within this framework are most clearly evident when simply assessing the
state Canada’s urban centres.ﬁ While the focus of this l‘chapter will be on public housing
and public transportation, it is first necessary to assess the overall state of affairs in

Canada’s cities.

In the urban context, infrastructure is an imprecise word, covering everything
from sewer and water systems, roads and community centres, sidewalks, parks and public
transit, etc. While it is difficult to determine the precise cost of repairing and updating
municipal infrastructure across the country, the Conference Board estimates the figure at
$120 billion?'. Another estimate by the TD Bank shows that there is a $2B
‘infrastructure gap’ in ongoing maintenance and upgrade funding each year’>. Already in
1983 the FCM estimated the cost for infrastructure repairs to be $12 billion®, and in
November 2007 the FCM found an estimate similar to the Conference Board’s, arguing
that the cost for infrastructure upgrades is now $123 billion®*. In part, such high figures
are due to the fact that much of Canada’s municipal infrastructure is due for renewal or
replacement. As well, they have generally been neglected, or simply been maintained to
a level of basic functionality, for decades. Infrastructure costs are also high because

cities have been driven to build property tax bases further away from their central cores.

58



The utilities and transportations connections between urban and sprawling suburban areas

are thus extensive.

Of course, such assessments of infrastructure are generalizations, since there is no
uniform state of infrastructure in Canada. In the older centres of Montréal and Toronto,
infrastructure is naturally older and more extensive and therefore in need of repair. By
contrast, Vancouver is not generally confronted with the problems of ageing but rather
with the need for rapidly expanding infrastructure. In short, there is a wide
differentiation from place to place, but taken together the infrastructure gap in Canada
remains significant. Given the sheer size and cost of infrastructure renewal in Canada’s
municipalities, there appears to be an obvious role for higher levels of government, with
the most common argument calling for the comparably large spending power of the

federal government®>.

Housing and transportation have been identified as issues for analysis not only
because they are predominantly urban in nature, but also because there is a growing trend
to link performance on such policy issues to broader policy outcomes such as quality of
life and economic competitiveness. In fact, such links between urban infrastructure,
transit, environment, and housing, on the one hand, and overall quality of life and global
economic competitiveness on the other are commonly made in most reports and
observations on the issue’®. Some organizations have quantified these links in terms of
overall quality of life. For example, Mercer Consulting and the Economist Intelligence

Unit have ranked cities worldwide based on a number of specific criteria which include
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housing and transportation’’. Often, such assessments include comparisons based on
ratios of income to average house prices, or percentage of time required to commute, on
average, from home to work. While Canadian cities typically fare well in these rankings,
it is largely due to other factors that receive higher survey weight, such as political

stability and low crime rates.

1) Housing

Notwithstanding links between housing and urban competitiveness, as Tom Kent

notes, affordable housing in Canada is the “greatest of urban deficiencies™®

. Moreover,
he argues that without some attention to the housing issue in our urban centres the
advantages of civic (read: urban) life are diminishing. At present, roughly 6% of
Canadian households live in non-market social housing (compared to nearly 40% for the
Netherlands, for example). Significantly, Canada is the only developed country in the
world without a national housing policy. The result is that “Canada has the most private-

sector-dominated, market based housing system of any Western nation””.

That housing is an urban concern is not in doubt: as Moore and Skaburskis
demonstrate, housing needs based on the percentage of income spent on housing (using a
30% and 50% threshold) are far greater in Canada’s urban areas than in rural areas'®.
They also show that the rate of those in dire need of affordable housing rose by a greater

rate between 1991 and 1996 in urban areas as opposed to rural areas. Moreover, housing

needs were demonstrably higher in Ontario, Québec and British Columbia, where
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Canada’s largest cities are located, than in the Maritimes or the Prairies. Similarly, TD
Economics reported in 2003 that Vancouver, Toronto, and Montréal were the first,
second and third place locations with the highest rates of housing affordability problems

in 2000'°!,

Housing, like infrastructure, is an imprecise term. In its broadest sense, housing
refers to the entire stock of housing units, whether owned or rented, market or non-
market. For the purposes of this paper, however, housing refers to housing that is
publicly owned or supported, as well as ‘affordable housing’, which includes housing that
is subject to rent controls, rent supplements, or other regulations that protect the tenant
from market fluctuations. Also, housing as a policy issue consists of two different
strands. First, affordable housing is an issue for many people who actually have
accommodation, but spend more than 30% (the traditional figure used by government and
not-for-profit agencies in determining housing needs) of their income on shelter and are
at risk of becoming homeless. Second, housing is also obviously an issue for those who
do not have shelter at all, the already homeless. These two categories are increasingly
linked, as rental costs continue to grow at higher rates than wages generally, and those

who are housed but at risk of homelessness become priced out of the housing market.

In terms of the provision of affordable, low income, or other social housing, as

Hulchanski points out, all levels of government bear some responsibility'°?. But he
further notes that despite jurisdictional responsibilities, it is the federal and municipal

levels of government that have played the most important roles with respect to housing
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policy and implementation. Provincial activity in housing has been ‘an exception’.
Others have noted the same, but emphasized that the federal government has made
several advances into housing policy, often providing leadership and facilitating

.. .. . 1
provincial and municipal action 0,

- 1.1) The federal role:

The federal government has had a large role to play in the provision of public
housing, as well as in assisting homeowners. The federal government first entered the
housing policy field through the Canada Mortgage and Housing Corporation (CMHC),
which was created in 1946. While the CMHC had been instrumental in the post-war
period for providing mortgage insurance and assisting in the boom in home ownership
(particularly in suburbs, which then later became a problem), it did not actively pursue
non-market social housing until 1964. At that time, amendments to the National Housing
Act provided for a municipally run housing program, fully funded by the federal
government. Similar to the MSUA experiment, which came on the heels of a period of
intense nation building by Ottawa, the National Housing Act was a way for the federal
government to by-pass the provinces and establish a federal presence in pursuit of a
national housing policy — ostensibly in the name of national interest. Following
recommendations from a federal Task Force in 1969, the federal government increased
its spending on social housing, such that between 1969 and 1980, 70% of all houses
purchased were insured federally, and 28% of all new construction proceeded with a

government subsidy'®. Non-market social housing and co-operative housing programs
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were also introduced 1n this time since, as the federal minister for urban affairs noted in

1973, housing was seen to be an issue of national importance'®’.

The 1950s through the mid 1970s was a period of extensive intergovernmental
coordination in the delivery of housing services, as well as of increasing pressures on the
housing market as baby-boomers sought to purchase homes similar to the detached
homes they had grown up in. Some provinces also jumped in to offer similar subsidy and
insurance programs as the federal government, generally elbowing their way into
increased jurisdiction over the issue. As Carroll notes, since housing needs were not
uniform across the country, provinces felt best positioned to deliver on their housing
needs. Competing provincial and federal subsidies, combined with unfavourable market
conditions, led to an eventual glut of federally constructed housing, and forced the federal
government to redefine its role in housing policy in the late 1970s. The federal
government then abandoned its broader programs dealing with neighbourhood

improvement and introduced a block municipal grant in 1978.

These events, combined with effective private sector lobbying, convinced the
Mulroney Conservative government in 1984 that non-market housing was unfair, and

thus began a period of decreasing funding for housing106

. In 1986 the federal government
signed agreements with provincial governments to turn over authority for the remaining

federal housing programs (including residential rehabilitation, non-profit and co-

operative housing, as well as aboriginal housing policies) to the provinces. By 1993,
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federal funding for new housing had been entirely eliminated (remaining funding was for

existing housing stock).

In 1993, the newly elected Liberal government was faced with a number of
economic and political considerations that made re-entry into the housing market a
difficult issue. But, with the elimination of the federal deficit in 1997 and the negotiation
of the SUFA in 1998, the federal government sought to return to an active role. Federal
efforts were met, however, with provincial resistance. For example, when the federal
government announced in 2001 the Federal-Provincial Affordable Housing Framework,
which would have reached $1B in federal funding by 2007-08, the provinces resented the
requirement to provide provincial matching funds for any programs or initiatives.'”’
Provincial reluctance to participate in the federal housing initiative was so great that the
federal government threatened to extend funding directly to municipalities and housing

providers as a way to by-pass the provinces.'%®

In summary, the role of the federal government in public housing can be
characterized as historically significant but, more recently, unpredictable. While its
traditional role has been to provide assistance to homeowners, this narrow focus began to
expand to cover public housing in the 1960s and 1970s. More recent decades have been
marked by retrenchment and renewal. However, the federal government’s renewed
interest in public housing in the early 2000s did not go so far as to articulate a national
housing policy. Such a goal has long been the desire of a range of housing and

homelessness advocates, who were given institutional backup in November 2007 by a
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UN Special Rapporteur who recommended unequivocally that Canada develop and
implement a national housing strategy'®®. The approach proposed by open federalism
stands to leave Canada as the only developed nation in the world without one, and leave

municipalities to the changing priorities of their provincial masters.

1.2) Toronto / Ontario

Ontario has a long history of involvement in affordable housing programs,
including rent controls, provincially mandated restrictions on demolitions and
conversions, and the creation of rental standards. The bulk of administration of housing
programs, however, falls to municipalities. In most cases an agency is tasked with
administering municipal housing programs. In Toronto, the Toronto Community
Housing Agency manages the majority of the city’s social housing, owning a total of
58,194 units (in 2005). The Agency is managed by a board appointed by the City
Council and reports directly to the Council. In addition to owning and managing the
largest proportion of social housing units in the city, the agency also manages a variety of
rent supplement programs on behalf of the city. A range of other providers are also key
players, including not-for-profit housing organizations (20,907 units), co-operatives

(7,045 units), and private sector housing groups (3,260 units).

The city’s involvement in social housing has grown since the mid 1990s. The
federal government’s retreat from social housing in 1993 was seen by some provinces as
an opportunity to become further engaged in the housing issue. In Ontario, however, the

Harris Conservative government chose in 1995 to use the opportunity to pursue market
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oriented principles and effectively get the government out of housing. Ontario cancelled
all funding for existing or future projects, transferred authority over social housing to
municipalities, and simultaneously made it easier for private sector developers to enter
the social-housing market. In total, the provincial government backed out of or cancelled
17,000 planned units, as well as over 3,000 rent controlled and 3,300 subsidised units.
Figure 5.1 illustrates the effect of this withdrawal. Furthermore, in 2000, the provincial
government passed the Social Housing Reform Act, transferring responsibility for social
housing to municipalities. By 2001, through a two-stage process, all of the provincially
owned social housing stock, as well as the responsibility for managing it, were
transferred to the City of Toronto. Therefore, the City of Toronto is now responsible for
44% of the funding for social housing, while the province accounts for only 4%. A
significant amount (34%) is received from the federal government, largely for the
maintenance of units already owned federally through the CMHC. Toronto has been
forced to turn to private sector housing providers to make up the funding slack. When
federal funds were made available again in 2001, based on matching criteria, Ontario

refused to accept the funding, preferring to leave it untouched.

As a result, waiting lists have grown and homelessness continues to be a problem
(see Figure 5.2). Social housing waiting lists are over 71,000 in Toronto alone (over
122,426 for Ontario as a whole) and the average wait time is almost 8.5 years''®. As
Toba Bryant argues, the effect of the Ontario government’s downloading and private-
sector dominated approach to housing has been that homelessness and housing problems

have ‘exploded’, and that the entire premise of the Harris government’s approach was
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‘pathetically false’” *. Moreover, as Hackworth and Moriah note, the reforms in Ontario
between 1995 and 2001 were more ideologically based than means-tested' . The
Conservative government was pursuing neo-liberal policies across the board (including
its efforts to disentangle from municipal governments) and government-subsidized social

housing was ripe for privatization. In effect, the Harris government was revisiting similar

efforts by the federal Conservatives under Mulroney.

The election of the McGuinty Liberals in 2003 brought some change to housing
policy. The provincial government, for example, took up the federal government’s offer
for cost-shared programs. But, while the 2005 Canada-Ontario Affordable Housing
Program has added $380M to the construction of new subsidised and social housing,
critics maintain that the program is too little, too late. Also, the Homelessness Action
Group in Toronto argues that some funds have not gone to the program’s stated goals.
They suggest that the province’s 2007 budget allocated 60% of the federal funding to rent

subsidies for existing housing stock, not new housing initiatives as intended''?.

The Toronto experience in housing represents a clear illustration of the effects of
the federal and provincial downloading exercises of the mid 1990s. The experience has
been marked by policy schizophrenia, an exacerbated housing problem, and new
pressures on the city. While steps have been taken recently to provide better solutions,
there appears to be a limited willingness from the federal government to re-engage in the
housing field. Indeed, open federalism appears to rely on a strong provincial response

when the evidence here suggests that such a response is far from guaranteed.
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1.3) Vancouver — British Columbia

British Columbia has a somewhat better record of delivering on social housing
than Ontario. The province has demonstrated a greater willingness to maintain an active
presence in the housing field. In fact, while Toronto has been assigned responsibility for
housing, in Vancouver the province is the main provider and policy maker. Nevertheless,
the province has only recently announced a comprehensive strategy and increased
funding to deal with the continually increasing levels of homelessness and prohibitive

housing prices.

Following the federal retrenchment from the social housing field, British
Columbia continued to increase funding to social housing. In fact, total funding went
from $44.5M in 1992 to $139M in 2004'"*. Much of this funding was administered by
BC Housing, the provincial agency with responsibility both for social housing and rent
supplement programs. While the City of Vancouver and the Greater Vancouver Regional
District (GVRD) play key roles in the support of housing programs, their involvement is
less than in Toronto since the provincial government has not undertaken a downloading
exercise similar to Ontario’s. The City has been a leader, however, in using the tools at
its disposal to affect the development of social housing. For example, the council has
implemented a requirement that 20% of all new large residential development be
allocated to affordable housing. The Greater Vancouver Housing Corporation manages a

proportion of the city’svsocial housing stock, and a variety of not-for-profit and private
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sector players are also involved. The GVRD, for its part, has developed a regional

homelessness plan to coordinate region wide efforts.

It is the province, however, that plays the lead role in housing policy and funding.
In 2006, the provincial government spent over $200M on shelter and housing initiatives,
and announced that 3,500 new units were under construction. In 2007, under a Provincial
Housing Strategy, the Campbell Liberals announced $2B in new spending over four

years, as well as a housing endowment fund for ‘innovative’ housing projects.

While these developments are signs of active provincial involvement, it must be
remembered that the strategy is not specific to Vancouver, and the overall plan for
delivering housing remains directed by the province, not Vancouver or the GVRD. Also,
there is some evidence to suggest that the provincial government has taken a broad view
of its contributions to housing. John Irwin finds evidence that new funding offered by the
federal government was actually diverted by the province into the health care system'".
Rather than being used for construction of new units or the improvement of existing
units, the province decided to use the funding to support existing ‘assisted-living” units
for senior citizens. There are merits, of course, in supporting the elderly, but such units,
he argues, are more rightly seen as a component of the health care system, not the

housing system.

In addition, even when sustained funding has been made available, the rate of

homelessness in Vancouver has risen. The 2005 Homeless Count revealed that between
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2002 and 2005 there was a 238% increase in ‘street homeless’ in Vancouver, with an
additional 33% increase in the number of homeless in shelters or social housing''®. Also
of note, Vancouver is home to one of the country’s most notoriously under-privileged
urban areas: the Downtown Eastside. The most recent and comprehensive plan to deal
with the housing and other problems in this area is a tri-level (federal-provincial-

municipal) initiative, the very kind open federalism appears to reject.

Thus, while Vancouver has not experienced the same degree of policy
polarization and reversals as Ontario, it remains susceptible to housing pressures and
increasing levels of homelessness. As a result, the GVRD noted in 2007 that any local or
regional housing strategy is ultimately dependant on the provincial and federal

governments committing to partnerships with the City of Vancouver and the GVRD'!".

1.4) Montréal — Québec:

The Montréal experience is somewhat akin to Vancouver’s, in that the provincial
government, too, has largely avoided the policy schizophrenia of Ontario with respect to
housing. In fact, Québec was among the first provinces to sign housing agreements with
the federal government when funding was re-established in 2001. Interestingly, CMHC
partnerships feature prominently in the intergovernmental arrangements to deliver
housing in Québec and Montréal. A total of 8% of Québec households received some

sort of rental assistance in 1999, up from 3% in 1981 18
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Two provincial government programs largely cover the social housing
component: AccésLogic and Affordable Housing Québec. Both provincial programs
grant financial assistance to housing co-operatives, non-profit organizations and
municipal housing authorities in support of affordable housing initiatives. While
generally managed provincially, agreeinents have been signed between the provincial
government and the City of Montréal to allow it to manage AccésLogic and Affordable
Housing Québec within its jurisdiction. Municipally, the city has mandated the Société
d’habitation et de développement de Montréal and the Société de développement de
Montréal (combined under one umbrella in 2007) to work with the province in delivering

on these programs.

It is through such partnerships that the city developed the Opération Solidarité
5,000 initiative, launched in 2002. Under the initiative, the city of Montréal aimed to
create 5,000 affordable housing units by 2007. The city provided 15% of the funding and
30% of the building lots, with both provincial programs and CMHC contributing to the
remaining funding (estimated at $300M combined). The program encouraged proposals
from not-for-profit and co-operative housing organizations, as well as the Office
municipal d’habitation de Montréal. The program was so successful that the city has now
reported that Solidarité 5,000 has been expanded to become Opération Solidarité 15,000,
with a goal of creating 15,000 new affordable housing units by 2009'*°,
While these successes and remarkable absence of federal-provincial-municipal

confrontation appear to paint a picture of an effective status quo, it is important to note
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that Montréal’s initiatives are heavily dependent on higher levels of government. The
city has been successful at using such devices as land-use zoning and well established
inter-agency relationships to advance several initiatives, but without federal and
provincial funding such initiatives would be severely curtailed. The first
recommendation of the city’s most recent housing plan is to secure guarantees from the
province for continued funding, and the second recommends that the city continue to
lobby the federal government for funding increases'*’. Also, Montréal’s generally lower
housing and rental prices are at the greatest risk of rising faster than elsewhere, where
prices and rents are already high. Such an increase would pose problems for an economy
already more depressed than in Toronto and Vancouver. Finally, it is not insignificant, as
Bunting, Walks and Filion argue, that the number of ‘housing stressed’ households in

Montréal remains greater than the entire household population of Saskatoon'?'.

1.5 Housing Summary and Assessment

While provincial governments in British Columbia and Quebec have shown a
sustained commitment to public housing initiatives, the same cannot be said for Ontario
and the federal government. In the latter two cases, housing policy has been marked by
unpredictability and instability. The retrenchment had a double effect in Toronto, which
was forced to bear the brunt of policy reversals at both higher levels of government.
Montreal and Vancouver have fared better, and successive provincial governments there
have attempted to compensate for the loss of federal interest and investment. Yet neither

has escaped the housing crisis. Both Montreal and Vancouver, like Toronto, have large
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homeless populations, and housing affordability pressures continue to put more residents

at risk of homelessness.

Moreover, there is little policy cohesion in the approach to public housing across
jurisdictions. Toronto is far more private sector dominated than elsewhere, and largely
responsible for public housing on its own. Montreal has seen some success in
provincial/municipal partnerships, while in Vancouver the province has staked out the
largest policy and program delivery role. Such policy differences are laudable on the one
hand, demonstrating the ability of governments to experiment and tailor programs and
services to their specific needs. On the other hand, this experimentation has not yielded

significant results, in that housing remains a pressing and growing issue.

There have been some proposals for federal intervention in the housing policy
field that attempt to reconcile these two features. Among others, the FCM has advocated
for a national housing strategy that remains sensitive to local needs'??. In their view, any
housing strategy must meet a number of policy goals, including: meeting long term rental
demand; meeting needs in growing communities; ensuring that new rental supply is
suitable and affordable; providing housing for special needs; reinvesting in disadvantaged
communities; and, renovating and adapting existing buildings. Such criteria form a

useful baseline by which to measure the current open federalism approach.

How is open federalism likely to meet policy goals such as these? The short

answer is that it is designed precisely not to meet these objectives, since they are largely
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in provincial jurisdiction. In the same way that the federal Conservatives do not see the
federal government as ‘in the pothole business’, it would equally see itself as not ‘in the
renovation business’. Beyond such platitudes, however, lies an ideological thrust and
policy decision: the federal Conservatives have taken the approach to housing that puts
the emphasis on home ownership. Their 2005 platform mukes this emphasis clear, and

- while it includes references to addressing homelessness, the thrust is on tax relief and tax
incentives'?. As outlined in table 5.7, such an approach not only fails to deliver a
national housing strategy, it can only marginally address the discrete policy goals
contained within such a strategy as outlined by the FCM. For example, while using tax
breaks and incentives may reduce the burden of housing affordability and induce some
private-sector development, the Ontario experience suggests that such expectations may
be misplaced. Similarly, the Vancouver experience demonstrates that consistent
municipal insistence on public housing quotas on new developments can increase overall
stock, but without sustained federal and provincial support overall housing affordability
remains problematic and homelessness continues to grow. Open federalism does not
appear to offer solutions to such problems, and its insistence on jurisdictional clarity

ignores the need to address overlapping policy goals in the area of public housing.

2) Transportation
There is perhaps an even greater, more explicit link between economic

competitiveness and public transportation than is the case with public housing. As the

Société de Transport de Montréal points out, traffic congestion can lead to billions in lost
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revenues due to delivery delays'>*. The Canadian Urban Transit Association (CUTA)
similarly reports that not only can public transportation positively impact the economy by
reducing congestion, it also stands to increase property values, influence the location of
business within the city, reduce energy consumption, reduce transportation times (saving
costs associated to long commutes but also allowing workers to be more productive while
commuting), and produce transit-related employment'>>. Thus, transportation not only -
encompasses a wide range of issues, it can also be addressed from many angles. Initial
treatments of transportation focussed on the efficient movement of goods and people
from an economic perspective'?®. While these concerns still exist and are no less
important, additional environmental concerns have added salience to the transportation
issue, particularly in terms of public transit and alternatives to automobile use. Such
concerns spill over into urban and regional planning discussions, as well as discussions

on neighbourhood development and land use.

Moreover, while housing is a quality of life issue for those who are homeless or at
risk of becoming homeless (and there are spill-over affects for select areas of the city),
transportation is increasingly recognized as a quality of life issue for the vast majority of
Canadians because of the link to environmental degradation. Urban transportation is
such a multi-faceted issue that the Conference Board of Canada has claimed: “when it
comes to advancing the economic, social, and environmental sustainability of our cities,
the highest connective infrastructure priority is urban transportation”'*’. In many ways,
public transportation is becoming recognized as a solution to a variety of problems, both

economic and environmental. While the scope of such problems is in no way limited to

75



urban centres, it is only in larger cities where mass-transit solutions stand to have any real
impact. It is also the case that Toronto, Montréal and Vancouver operate the largest
transportation systems in Canada, and together represent the bulk of the Canadian

economy.

It is ofien difficult to isolate the state of public transportation from the larger issue
of infrastructure. Public transportation is linked to an entire system of transportation that
includes roads, highways, airports, marine ports and the like. But, it is estimated that a
huge proportion of infrastructure costs is tied up in transportation — both public and
private. TD Economics estimates that of the total infrastructure gap, however it is
calculated, trénsit and transportation accounts for fully 60%!2. In addition, the
Canadian Urban Transit Association estimated in 2004 that the infrastrucfure
requirements of Canada’s transit systems was $21 billion for the four year period from

2006-2010'%.

Despite its importance, transportation in Canada’s cities has generally been left to
municipalities to fund. This is particularly true with respect to public transit. According
to 2001 statistics, transportation accounts for almost 20% of municipal spending, but it is

argued that such expenditures are insufficient'*°

. In addition, such spending may not
include other, less apparent, transportation infrastructure such as bike lanes, walking
paths, and the like. Canadian public transit operations rely predominantly on passenger

fares for revenues, with municipal and provincial revenues accounting for the rest (see

Figures 5.3 — 5.6). There is no direct federal subsidy for public transit operations in
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Canada — the only G8 nation without such a subsidy — and there is no federal long-term

public transportation funding.

2.1) The Federal Role:

Unlike housing, the federal government has not, historically, played a large role in
the financing or devclopment of urban transportation systems. It has tended to focus, as
per the Constitution, on transportation areas within its jurisdiction, such as ports,
waterways, and rail infrastructure. But, the federal government has not been entirely
absent from urban transit issues. It has been a one-time capital funding partner, for
example, in the construction and expansion of rapid transit lines in Toronto, Montréal and
Vancouver — often in conjunction with federal spending for the hosting of mega-events
such as the World’s Fair or the Olympics. More recently, in 2005 the federal Liberal
government announced the Public Transit Fund and the Public Transit Capital Fund,
worth $1.3 billion, to assist provinces and municipalities to maintain or expand their
existing public transit systems. These funds were in addition to any transit funding
secured through the New Deal gas tax transfer, the Green Municipal Fund, or other
infrastructure programs. In addition, Transport Canada operates several programs
designed to share best practices and research on public transit solutions, such as the

Urban Transit Showcase Program.
The current Conservative government has continued these programs, and in fact

announced in March 2007 that it would provide $960 million in funding to Toronto for

rapid transit (Ontario had already set aside $670 for the project, under cost-sharing
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provisions). In October of 2007, the federal government announced the Building Canada
Plan, bundling $33B in federal funding to be directed at infrastructure. The Plan,
however, includes only limited reference to public transit. Public transit is listed under a
range of target programs under the program goal of building a cleaner environment, one
of three overarching program goals. Finally, the federal Conservatives also introduced a
tax credit for transit users, representing an indirect investment in transit of about $150

million annually.

However, as with infrastructure generally, such funding is welcome but
insufficient. For the sake of comparison, it should be noted that the U.S. federal
government has allocated $453 billion over the last 10 years to urban public transit
initiatives through the Transportation Equity Act (see Chapter V). As of 2002, that
amount represented an investment 100 times greater than from Canada’s federal

gove:rnment13 !

. Moreover, the latest federal direction does not represent the national
transit strategy called for by the FCM, the CUTA, the Standing Senate Committee on
National Finance, and others. While the new federal funding represents an increase in
capital spending from 0% in 2001 to 18% in 2005"*, it does not represent a long-term
and dedicated urban transit strategy. Even the Council of the Federation, comprising
provincial premiers typically resistant to federal encroachment, recommended in 2005

that the federal government dedicate long-term and stable resources to urban public

transportation'*”.

2.2) Toronto — Ontario:
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Even in this situation, where federal funding has not been typically available and
municipalities are dependant on provincial support, provinces have not always provided
consistent and reliable funding. As with housing, the Toronto experience offers some of

the clearest lessons.

Public transit in Toronto is managed by the Toronto Transit Corporation (TTC),
the largest transit body in Canada. Prior to 1998, the TTC received about 75% of its
capital investments in transit from the provincial government. In fact, since 1972 the
provincial government had financed the bulk of both capital expenditures for the TTC but
also shared the operating losses (the difference between revenues generated by fare intake
and operating expenditures) with the City, covering up to 68% of the losses between
1981 and 1993. At times, such heavy reliance on the provincial treasury produced
undesired outcomes for the TCC, in that the provincial government would occasionally
use its funding as leverage to influence the direction and decision making of the TTC"*.
But by 1998 those transfers had been eliminated by the Harris Conservative government
in the disentanglement trade-off. The provincial government ceased to provide either
capital or operating subsidies to the City for the maintenance of the TCC. The province
also made the municipal government responsible for the transit systems’ operating losses,
which in 1998 were estimated to be $159M annually. At the same time, the Ontario
government chose to expend considerable resources focussing on road networks to
reduce traffic congestion, without consideration for reducing the amount of vehicular

traffic'®.
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The capital transfers did return in 2001 under the Ontario Transit Renewal
Program (OTRP). Although they had been redesigned to require matching funds, the
investments ultimately helped to reduce the total municipal transfer to the TTC, which
was — and is — largely supported through property taxes. The Province provided $62M
under the prograni in 2002 and 2003, but reduced the amount to $51M in 2004 under a
re-named OTRP, the Ontario Transit Vehicie Program. In 2005, a total 