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Preface

The Canada Project had its genesis in 2002 at 
The Conference Board of Canada’s annual 
Canadian Conference—a meeting of senior 

public and private sector leaders at which participants 
are invited to share their most pressing concerns about 
Canada’s present challenges and future prospects.

Many of the leaders at this meeting raised the same 
underlying issue: that Canada was floundering in a state 
of public policy drift at a time that called out for national 
strategic action in the face of rising global competition.

And thus, The Canada Project was born.

Now, almost four years later—thanks to the $2.4 mil-
lion invested by business and government organizations, 
the $1.0 million contributed by the Social Sciences and 
Humanities Research Council of Canada and the effort and 
expertise invested by some of Canada’s top researchers and 
professionals—we present this four-volume compendium of 
the results of our work. The ambitious task of synthesizing 
all the research and analyses produced under the banner 
of The Canada Project required us to focus on what was 
both essential and new. Much of the original research has 
been released over the course of the project in 27 separate 
studies and reports. (See Appendix “The Canada Project 
Research and Dialogue Activities.”) Mission Possible: 
Sustainable Prosperity for Canada summarizes our 
findings in a comprehensive overview. It delivers an 
integrated set of 76 recommendations in support of seven 
closely linked strategies for moving forward. Many of 
these recommendations are consistent with emerging 
public policy thinking; others are more provocative.

I want to thank my exceptional team of colleagues who, led 
by Brenda Lafleur, Director of The Canada Project, con-
tributed to this enterprise. All were diligent and thorough 
in analyzing and weighing policy choices and in selecting 
priorities for emphasis. Special thanks to my volume 
co-captains, Glen Hodgson and Gilles Rhéaume.

I also want to thank Janice Gross Stein for agreeing to 
write the Foreword. Her thoughtful thematic summary 
of our key messages will help readers absorb this 
research-laden body of work.

The timeliness of this publication—coinciding with new 
governments and new leadership in Ottawa and in many 
provinces and cities across the country—is fortuitous. 
It arrives at a moment when there appears to be an emer-
ging consensus among Canadians on two themes: that 
Canada must strive for a global-best level of excellence 
in embracing the competitiveness challenge, and that it 
must adopt a sustainability perspective in so doing.

I hope that Mission Possible will be widely read by 
leaders at all levels and in all sectors. Above all, I hope 
it succeeds in driving policy debate in constructive dir-
ections and contributes to a national resolve to under-
take the actions necessary to build a sustainable and 
prosperous future for Canada. 

Anne Golden
President and Chief Executive Officer
January 2007
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Canada’s future economic prosperity is at risk. 

This is a hard argument to make in a country 

that today enjoys low unemployment, a strong 

dollar, declining debt and a booming resource economy. 

Canadians are likely to be skeptical of an argument that 

points to serious challenges ahead and makes an urgent 

case for strategic investment today to assure sustainable 

prosperity tomorrow. Yet this is precisely the argument 

The Conference Board of Canada makes in this four-

volume report. It does so in compelling language as 

it examines the challenges Canada faces in the global 

economy, in our resource sectors, and in our cities. 

In all three areas, our performance is slipping.

Canada lags behind most developed economies 
in productivity growth.

We are becoming less competitive. In just two years, we 

have slipped from 3rd to 12th place in comparative meas-

urements of macroeconomic and microeconomic perform-

ance, according to the results of benchmarking by the 

Conference Board. Canada lags behind most developed 

economies in productivity growth. Our resource sectors 

require significant new strategic investment if they are to 

meet global competition, and our biggest cities are starved 

for investment in comparison with global cities elsewhere. 

In vital sectors of our economy, we are not keeping up 

with our competitors.

Foreword 
by Janice Gross Stein
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The future demands not only an improvement in pro-

ductivity, but a productivity that is sustainable. Across 

the board, Canada must invest in development that 

meets the needs of the present without compromising 

the ability of future generations to meet their needs. 

A central theme running through every volume is the 

imperative to design sustainability into the economic 

architecture that we are building for the future. Across 

the country, Canadians understand that protecting the 

environment from further damage is not a problem for 

tomorrow, but a challenge for today. Our record, unfortu-

nately, does not reflect this awareness. Here too, Canada 

is underperforming and underperforming badly. Without 

serious attention to economic and environmental sustain-

ability, Canada puts its society and its quality of life at 

risk. This report speaks with a clear voice. Sustainability 

matters. It must become one of the yardsticks against 

which we measure productivity.

Sustainability matters. It must become one of the 
yardsticks against which we measure productivity.

Mission Possible, a large-scale and in-depth review of 

Canada’s economic performance and potential, issues 

a clarion call. It calls for strategic investment by gov-

ernments, corporations and people. Canada must be 

“smart” in its choice of priorities, its policies and its 

investments if Canadians are to retain their quality of 

life. It is not the federal government alone that faces 

the challenge. It is all three levels of government—fed-

eral, provincial and municipal—and all sectors of soci-

ety—public, private and voluntary—that have to work 

together to develop priorities, translate these priorities 

into strategies, and make the kinds of strategic invest-

ments that are required. We need to develop new habits 

of collaboration across the three levels of government 

and with society, and we need to do it quickly. The 

mission is possible only if the mission is national.

GLOBALIZATION AND SUSTAINABLE 
PROSPERITY IN CANADA 

Globalization—the connections and processes that cross 

borders—is the hallmark of the 21st century. The global 

economy rewards knowledge, innovation, investment and 

trade. The signature of this phase of the global economy 

is the integrated global supply chains that distribute pro-

duction around the globe in search of higher efficiency 

and lower costs for each component of the final product 

or service. Close to one-third of world trade today is 

intra-firm trade. In this globally integrated economy, 

Canadian companies must compete vigorously for inter-

national investment and trade if they are to prosper.

North American economic integration is slowing, 
and, in a much more anxious security environment, 
the United States is thickening its borders.

Because of our geography, our rich resource endowment 

and our heavy dependence on the U.S. market, many 

believe that Canada has very little direct exposure to 

globalization. We are insulated, Canadians believe, by 

the North American market. This report tells us otherwise.

Growth in our exports to the United States has slowed 

in recent years, and the growth that has occurred was 

largely due to the energy and other resource sectors. 

The growth in exports that are unrelated to energy—in 

the automotive sector and in manufacturing—has been 

weak. North American economic integration is slow-

ing, and, in a much more anxious security environment, 

the United States is thickening its borders. The North 

American Free Trade Agreement (NAFTA) has lost its 

dynamism, its momentum and, in part, its legitimacy, 

at least for the moment. The Canada–U.S. relationship 

will continue to deepen, but the glittering promise made 

by the architects of North American free trade has 

not been fully achieved. Canadian investors are look-

ing increasingly to other dynamic markets, notably in 

Europe, Latin America and Asia.

Canadians know that we must pay attention to the 

United States—that we must manage our relationship 

carefully and well. The United States is simply too 
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important to our collective well-being for us to do other-

wise. But the Conference Board tells an unexpected 

story. It tells us clearly that we need to wear bifocals: 

we need to look out to the world, without taking our 

eyes off the United States.

In this generation, Canadians are looking beyond 
North America to the world. Our competitors are 
global. So are our market opportunities.

Canada is experiencing globalization in all its critical 

sectors. Volume II of this report demonstrates over and 

over again that in the resource sectors—forestry, agri-

culture, mining and energy—our competitors are global. 

So are our market opportunities. China, India, Russia 

and Brazil, to mention only the obvious, are shaping 

our markets and competing with our firms. Our most 

competitive firms are tightly linked into global supply 

chains. Our cities benchmark themselves against global 

competitors. And we measure our productivity against 

the performance of others. In this generation, Canadians 

are looking beyond North America to the world.

THE BALKANIZATION OF OUR 
ECONOMIC SPACE 

Every volume of this report emphasizes the adverse 

consequences to Canadians of chopping up our national 

economic space. The non-tariff barriers to interprovincial 

trade, mobility and investment are at times so severe that 

they inhibit the kinds of east–west connections that char-

acterize our deep connections outside Canada. People 

cannot move easily to work, some industries cannot 

recruit easily, students face difficulties in transferring 

credits from one post-secondary institution to another, 

and supply chains across provincial borders can face 

obstacles that global supply chains have eliminated. In 

an age of global mobility, it simply makes no sense to 

add degrees of difficulty to the movement of people, 

goods and services from one province to another.

The costs and consequences of this balkanization of 

our national economic space are not always obvious. 

The Conference Board tells a striking story about our 

cities. Hub cities within provinces play an essential role 

in sparking economic growth in their own province. 

This pattern of convergence within provinces—not 

across provinces—is at least partly due to the chopping 

up of Canada through interprovincial barriers.

Canadians living in the early part of the 21st century, 

in an era where markets are global, where the Internet 

is ubiquitous, and where people move and travel at 

unprecedented rates, have nevertheless allowed a thicket 

of provincial barriers to stand largely untouched. In the 

21st century, the irony should be obvious: we are divid-

ing and separating ourselves even as we are connecting 

more deeply with others. Our national economy is being 

stifled by barriers that we ourselves have allowed to 

stand. As a result, we have a “chopped-up” economy, 

poorly suited to compete and prosper in a global econ-

omy. This is a problem that governments in Canada can 

and must fix.

STRATEGIES TO MOVE CANADA FORWARD 

In a globally connected world, how can Canadians build 

sustainable prosperity? This report highlights seven 

important strategies: 

putting in place a comprehensive national strategy 

to increase our lagging productivity;

creating an integrated national market; 

investing in and supporting a workforce that is 

equipped to meet the challenges of the global economy; 

adopting strategic investment and trade policies; 

sharpening our foreign policy priorities; 

investing in our resource industries so that they are 

competitive and sustainable; and 

investing strategically in our major cities so they 

can fulfill their potential as engines of sustainable 

national growth.

Common to all seven strategies are the imperative to 

increase productivity in sustainable ways, the neces-

sity to develop knowledgeable and skilled workers and 

managers, the importance of redesigning our fiscal and 

regulatory architecture, and the urgency of special treat-

ment for our major cities.

•

•

•

•

•

•

•
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A NATIONAL STRATEGY TO INCREASE 
PRODUCTIVITY 

Canada must develop a comprehensive national strategy 

to increase our productivity in ways that are sustain-

able. The data in this report are alarming. Compared 

to the U.S. economy, only one-fifth of the Canadian 

economy is more productive, while the other four-fifths 

are less productive. How can Canadian productivity 

be improved? There is a great deal that we can do. 

We need to open industries to competitive pressures, 

we need to improve the level and quality of capital 

intensity, we need to encourage organizational and 

managerial innovation, and we need to reform our tax 

system to encourage lower-income Canadians to stay 

engaged in the labour market. We do not, by and large, 

need to work longer; we are a hard-working country. In a 

global knowledge economy, we need to work “smarter.”

To work smarter, Canadian governments and compan-

ies must invest in research and development and work 

together to create a climate that is even more supportive 

of risk-taking and innovation. We are better at innovation 

than we generally think. Canada ranked fourth globally 

on a measure of innovation in 2004 and, according to 

benchmarking by the Conference Board, slipped to fifth 

in 2005 behind only Finland, Sweden, the United States 

and Iceland. 

We do not, by and large, need to work longer; we are a 
hard-working country. In a global knowledge economy, 
we need to work “smarter.” 

Canadians are good at diffusing innovation through our 

openness to foreign ideas, technological cooperation 

and partnering with foreign inventors on patents. We 

also have high penetration of broadband technology, an 

important platform for exchanging ideas. These are all 

important assets in the global market for ideas. But we 

lag behind the top global performers in business invest-

ment in research and development and in the commer-

cialization of inventions and ideas. We are not leaders 

in scientific and engineering publications, and we invest 

significantly less than some of our competitors in our 

universities. We need research scientists in universities 

working with their counterparts in the corporate sector 

to bring innovative products to market and carve out a 

place for Canadians at the high end of the value chain. 

If we want to maintain our current standard of living, 

raising productivity through significant strategic invest-

ment in research and development and in post-second-

ary education is an imperative.

Improving the quality and access to training 
and education is a refrain that is replayed in 
the discussion of the Canadian economy, our 
resource industries and our cities. 

Working smarter also means investing in the research 

and development of sustainable technologies that reduce 

damage to the environment and society. Volume II, on 

resources, speaks about the importance of sustainable 

extraction, management and renewal of our resource 

endowments. Whether it is forestry, agri-food, mining 

or energy, all require a full accounting that considers 

the consequences of resource extraction for the environ-

ment. Volume III, on cities, underlines the importance 

of sustainability in the rebuilding of our badly frayed 

urban infrastructures.

A SKILLED AND KNOWLEDGEABLE 
WORKFORCE 

The Conference Board pays a great deal of attention 

in this report to the importance of a skilled and know-

ledgeable workforce. This kind of workforce is critical 

to increasing our productivity, to the development of 

sustainable technologies, and to the re-engineering of 

our resource industries. Without a high-quality work-

force, none of these will happen. It is no surprise that 

improving the quality and access to training and educa-

tion is a refrain that is replayed in the discussion of the 

Canadian economy, our resource industries and our cit-

ies. Every volume speaks to the importance of strategic 

investment in education, in lifelong learning, and in the 

development of the skills that Canadians will need as 

global value chains proliferate and deepen.
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The Conference Board also worries about an aging 

demographic that threatens every sector of the Canadian 

economy and could compromise the quality of life of 

the next generation. Although immigration can help to 

address the looming shrinkage of the workforce, it alone 

cannot solve the shortfall caused by an aging population. 

But we can do much better at integrating immigrants and 

helping them to take full advantage of the skills they 

bring. This report speaks to the importance of immigrants 

in Canada: their contribution to our productivity, their 

global connections, and the contributions immigrants can 

make to the quality of Canadian life if their credentials, 

education and training are properly recognized.

Although immigration can help to address the looming 
shrinkage of the workforce, it alone cannot solve the 
shortfall caused by an aging population. 

To compensate for an aging population, governments 

at all levels and businesses will have to create incen-

tives so that educated and experienced people continue 

to work. Educational institutions will have to become 

more flexible so that lifelong learning becomes a shared 

experience across the generations. Governments will 

have to invest significant resources to provide the best 

available education to our young people. Although 

governments have increased funding for post-secondary 

education in the last several years, Canada’s universi-

ties are still significantly under-funded compared with 

those of our international competitors. The German 

government has just chosen three among its many 

universities to receive special funding so that they can 

become internationally competitive. In a globally com-

petitive environment where post-secondary institutions 

educate young people, contribute to lifelong learning, 

spark research and development, jump-start innovation 

and build global connections, one size can no longer fit 

all. Here, as elsewhere, Canada will have to abandon a 

cherished myth of equal treatment for all its institutions. 

The importance of strategic investment in education, of 

differential treatment to build excellence, jumps out of 

every volume of this report.

REDESIGNING OUR FISCAL AND 
REGULATORY ARCHITECTURE 

Canada is living with 19th-century architecture in the 

21st century. Its fiscal arrangement grows out of a rural 

experience, and is not responsive to the massive shift of 

population to Canada’s major cities and to the settlement 

of immigrants in the largest cities. A rigid fiscal structure 

has produced ongoing arguments about redistribution and 

health spending while urban infrastructure decays, fund-

ing for education declines relative to other countries, and 

Canada invests less than it should to prepare itself for 

the coming century. Despite years of effort, governments 

have been unable to adapt fiscal structures or to innov-

ate. They usually give up in frustration and make do. The 

fiscal framework has been the handmaiden of the balkan-

ization of the Canadian economy. There is no doubt that 

institutional rigidities have been a significant drag on our 

capacity to innovate and to excel.

Governance is the default factor in Canada’s success 
in the next decade. Without good governance, nothing 
will go right. 

Every volume of this report bemoans the regulatory mess 

in Canada. Overlapping and misaligned regulations at 

the federal and provincial levels impose serious costs, 

do not contribute as well as they might to public safety 

and environmental stewardship, hamper the mobility of 

people and capital, and stifle innovation and experimen-

tation. The burden of costly and inefficient regulation 

will drag productivity down and discourage investment 

and immigration. In essential areas—capital markets and 

securities—we have failed, largely because of provincial 

rivalries, to build the kind of national regulators that 

global investors have come to expect and depend upon.

Governance is the default factor in Canada’s success in 

the next decade. Without good governance, nothing will 

go right. Good governance is about far more, however, 

than governments. It is the coming together of corpor-

ate leaders, voluntary organizations and governments 
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to work together on sustainable forests and environ-

mentally responsible mining. It is coalitions of citizens, 

corporate leaders, university presidents, and city offi-

cials working together to improve the quality of life in 

our major cities. It is giving our major cities the requi-

site money and power to become powerful engines of 

the national economy. Everything that needs to happen 

in Canada will happen only when all three sectors of 

society actively work together to change public policy, 

innovate and create value.

We are living with architecture built for our earlier 
rural past—an architecture that fits badly with the 
new urban Canada.

INVESTING IN CANADA’S MAJOR CITIES 

The Conference Board makes clear in this report that 

strategic investment in our major cities is urgent. 

Nowhere is the gap between Canada as a global society 

and our political, fiscal and regulatory architectures 

more apparent than in our largest cities. Canada, like 

other societies, has transformed itself from a rural to 

an overwhelmingly urban society, but we are living 

with architecture built for our earlier rural past—an 

architecture that fits badly with the new urban Canada. 

Urbanization is likely to accelerate. Immigrants who 

bring valuable skills with them and compensate—at 

least in part—for our aging population, generally settle 

in Montréal, Toronto and Vancouver. Yet these cities 

have little voice in settlement policy or immigration pol-

icy. Indeed, Canada’s cities are not officially recognized 

in federal–provincial discussions and are considered 

creatures of the provinces. This may have made sense 

a hundred years ago, but it makes absolutely no sense 

today. Not only do cities have no official representation, 

they have no access to taxes that grow as the economy 

grows. Less than 12 per cent of total government rev-

enues goes to municipalities. Generally reliant on prop-

erty taxes and user fees, Canadian cities cannot make 

the kinds of basic investments in urban infrastructure, 

transportation and waste management required to build 

sustainable ecologies for the future.

If Canada’s largest cities are to become world-class cen-

tres of design, architecture and culture, and attract young, 

talented, creative people, they will have to do more than 

invest in physical infrastructure. They will have to sus-

tain vibrant cultures and become centres of excellence in 

education so that they can take advantage of the global 

networks that power great cities and drive Canada’s 

economy forward. Cities today are the principal sites of 

innovation and production of knowledge-intensive goods 

and services. They must have the resources—from their 

province and the federal government—to invest in people 

so that they are socially as well as environmentally and 

economically sustainable. The reality of Canada’s cities 

today is far from this picture of excellence. What can be 

done to help Canada’s cities?

Canada’s prosperity depends on the success of 
our major cities. Governments at all levels must 
flow resources to major cities, which have special 
potential and face distinctive challenges.

The Conference Board makes the argument clearly and 

unequivocally: Canada’s prosperity depends on the success 

of our major cities. Above all, Canadians must recognize 

that the major cities need and deserve special assistance, 

and that these investments will benefit everyone. As the 

German government did recently with its universities and 

as European countries are doing with their core cities, gov-

ernments at all levels must flow resources to major cities, 

which have special potential and face distinctive challen-

ges. If they do not, neither our cities nor our economy will 

be globally competitive. We are also unlikely to sustain the 

arts and culture that are so important to Canadian identity.

No longer, the Conference Board insists, can we con-

tinue to interpret equality as equal per capita. That is not 

a popular argument to make in this country, where “fair” 
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is intuitively understood as “the same for everyone.” 

If we continue to invoke old language and avoid dif-

ferentiation, we will continue to starve our cities, and 

everyone will lose. This is a tough but compelling argu-

ment. It deserves very serious attention.

Nor can Canada allow itself to be hobbled by an outdated 

fiscal and political architecture. Governments at all lev-

els, the private sector and the voluntary sector must pool 

resources to work together on the shared challenges of 

urban finance, urban infrastructure, urban ecology and 

urban governance.

Urban transportation is in especially urgent need of 

investment. People, goods and services must be con-

nected in ways that are both efficient and sustainable. 

The gridlock we currently face is a drag on our pro-

ductivity, a disincentive to come to our big cities, and 

deeply damaging to the environment. Without major 

investment in the transportation infrastructure of our 

biggest cities, Canada will meet none of its basic goals.

People, goods and services must be connected 
in ways that are both efficient and sustainable.

The Conference Board also underlines the importance 

of viewing cities as urban ecosystems and developing 

industrial processes to promote the reuse of industrial 

by-products and waste. Cities contribute significantly 

to air and water pollution, greenhouse gas emissions, 

and overflowing landfill sites. Eco-industrial systems 

transform open-loop systems—where resources become 

waste—to cyclical closed-loop systems—where waste 

products become inputs for new processes. Governments 

at all levels will have to work together to align incen-

tives and regulation so that industry can experiment 

with innovative eco-industrial systems.

How can we be truly excellent? That is an important 
question for Canadians to ask.

STRATEGIC INVESTMENT 

This report by the Conference Board speaks with a 

refreshing voice because, in the final analysis, it is about 

excellence. It does not ask: what does Canada have to do 

to maintain the status quo? It asks: what do Canadians 

have to do to excel? In a world where we are competing 

with the very best, where yardsticks are now globally 

made, how can Canadians do much better than we have 

done in the past? How can we be truly excellent? That is 

an important question for Canadians to ask.

To be excellent, we need to get the fundamentals right. 

We are richly endowed, with natural resources, with 

people, with cities that could be the very best even if 

they are not now, with a few world-class post-secondary 

educational institutions. Our challenge—and our respon-

sibility—is to make the most of these endowments, to 

provide the highest-possible level of stewardship of our 

resources, our people and our institutions, to differenti-

ate when we need to build excellence, and to measure 

our performance against the very best in the world. 



HIGHLIGHTS

This volume, the first 

of four that make up 

the final report of The 

Canada Project, looks at 

what Canada must do to 

prosper in the 21st cen-

tury’s global economy. 

• This volume describes the 

dominant structural forces 

that are driving the global 

economy today; examines 

the risks and opportunities 

presented by these forces; 

assesses Canada’s per-

formance in adapting to 

them; and makes recom-

mendations on how we 

can do better.

• Five major strategies and 

numerous sub-strategies 

are identified. These strat-

egies would strengthen the 

capacity of the Canadian 

economy to generate 

sustainable wealth.

•
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This volume is one of four comprising Mission 

Possible: Sustainable Prosperity for Canada, 

the final report of The Canada Project. Together, 

these volumes synthesize the results of The Canada 

Project’s three-year program of research and dialogue, 

which was undertaken by The Conference Board of 

Canada to strengthen leaders’ capacity to respond to 

major challenges facing this country. 

The present volume provides both a comprehensive 

analysis of the global economic environment and rec-

ommendations for what Canada must do to prosper in 

that environment. Its aims are to describe the domin-

ant structural forces driving the global economy today; 

diagnose the risks and opportunities presented by these 

forces; assess Canada’s performance to date in adapting 

to emerging economic realities; and offer guidance on 

how Canadian governments and business can do better.

Section I of the volume analyzes the drivers of change 

in the global economy and Canada’s response to date. 

Chapter 1 begins by looking at Canada “from the outside 

in,” taking stock of where Canada stands in the global 

economy and highlighting key opportunities, risks and 

uncertainties. Chapter 2 assesses Canada’s success to 

date in adapting to global economic changes, drawing 

on the benchmarking methodology that the Conference 

Board has used for a decade in our annual Performance 

and Potential reports. The chapter examines major forces 

reshaping the global economy: the rise of China and other 

key emerging markets; today’s international business 

system, which uses global supply chains driven by foreign 

direct investment (FDI); and the uncertain future of the 

North American Free Trade Agreement (NAFTA) as a 

driver of North American integration.

Major forces are reshaping the global economy and 
shifting Canada’s competitive position. 

Chapter 3 presents a detailed analysis of the major global 

economic risks and challenges facing Canada today. 

It identifies four key issues: sustainability (i.e., the rela-

tionship between economic growth and the physical 

environment); global economic imbalances; the suspen-

sion of the Doha Round of World Trade Organization 

(WTO) negotiations in mid-2006; and the emergence 

of new markets that present both competition and busi-

ness opportunities. All four of these issues are shaping 

Canada’s reaction to global forces, and highlight the 

need for changed approaches on the part of both gov-

ernment and business.

Section II of this volume shifts from analysis to action, 

identifying five strategies that must be adopted if 

Canadians are to enjoy long-term prosperity—including 

good jobs, adequate public health care and sustained 

pensions—in the decades ahead. Chapter 4 begins by 

presenting an overarching strategy to embrace produc-

tivity and competitiveness, which sets the framework 

for the subsequent chapters. Chapter 5 details how a 

Introduction

CHAPTER 1 
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single Canadian market should be created through com-

prehensive regulatory reform and alignment, as well as 

increased competition. Chapter 6 presents the need to 

rethink the Canadian workforce, while Chapter 7 makes 

the case for revitalizing international investment and 

trade policies. Chapter 8 offers guidance for refocusing 

Canada’s foreign policy priorities to support economic 

success. The volume concludes with a chapter summar-

izing major recommendations.

For the recommendations of this volume to succeed in 

advancing Canada’s sustainable prosperity, their imple-

mentation must be conjoined with the recommendations 

in the other volumes of Mission Possible. Volume II, titled 

Mission Possible: A Canadian Resources Strategy for 

the Boom and Beyond, examines the present condition 

and future prospects of four major Canadian resource 

sectors: forest products, agri-food, mining and energy. 

It proposes strategies for government and business to 

renew these sectors through strategic investments, the 

development of more skilled workers, better regulatory 

processes and the introduction of new technologies. 

Volume III, titled Mission Possible: Successful Canadian 

Cities, examines how the potential of Canada’s major 

cities can be realized through initiatives in four main 

policy areas: the knowledge economy, urban transpor-

tation, industrial ecology and social sustainability. It 

also assesses how cities’ fiscal situations and govern-

ance must be improved in order to make major cities 

stronger drivers of Canada’s national economy and 

long-term prosperity. 



SECTION I 

Setting Canada 
on the Global Stage





At first glance, there is much about Canada’s 

recent economic performance to celebrate. 

Economic growth has been solid, stimulated 

by domestic consumption and investment. Inflation has 

been well contained within the Bank of Canada’s target 

range, centred at 2 per cent. Unemployment levels are 

at a 32-year low. Canada has enjoyed a trade surplus 

with the United States, its dominant trading partner, for 

a number of years, and has an overall current account 

surplus. Government debt has fallen in both relative and 

absolute terms, as Canada has been the only Group of 

Seven (G7) country consistently operating in the black.

Based on recent macroeconomic performance, things 

look very rosy for Canada. However, Canada’s future 

economic prospects will be determined not just by how 
we do, but by what we do vis-à-vis others in the fast-

changing global economy. And here Canada faces enor-

mous challenges.

Canada is facing a remarkable dichotomy today. Even 

as we post impressive macroeconomic results, our micro-

economic performance is a source of deep concern. As 

a result, Canada has suffered from weak productivity and 

income growth for much of the past 20 years. The con-

cerns about our micro-economy and related productivity 

and income growth are only going to increase, due to the 

profound structural changes taking place within the global 

economy. These global changes will place even greater 

pressure on sectors and firms to improve their international 

competitiveness in order to survive, let alone thrive. Similar 

pressure will be placed on international trade and invest-

ment policy, which has lacked strategic focus.

The following two chapters of this volume will address 

these issues by examining Canada’s economic place in 

the world (in Chapter 2) and by assessing the opportun-

ities, risks and uncertainties posed by four major global 

economic issues (in Chapter 3). 



HIGHLIGHTS

The Canadian economy 

is performing sufficiently 

well to rank among the 

best in the world; however, 

we are stalling or losing 

ground in areas critical 

to our ability to compete 

globally. These areas 

include per capita income, 

productivity, exports of 

value-added goods and 

services, and innovation. 

This decline will affect 

our future prosperity. Our 

long-term success depends 

on our ability to tap into 

new growth opportunities 

in a global economy that is 

becoming more integrated.

•

•

This new era of “integrative 

trade” is based on global 

supply chains and is driven 

by foreign direct invest-

ment (FDI). Canada needs 

to restructure production, 

trade and investment strat-

egies to attract more FDI 

into Canada and to increase 

outflows of FDI as well.

North American economic 

integration has grown 

under the North American 

Free Trade Agreement 

(NAFTA), creating a strong 

regional platform from 

which to compete in the 

global economy. However, 

signs that NAFTA may be 

reaching its limits are 

increasing.

•

•

Exports to the U.S. are 

growing more slowly, and 

export growth is increas-

ingly sustained by the 

energy and resource 

sectors. Imports of U.S. 

goods and services have 

been tailing off. While our 

relationship with the U.S. 

is vital, it is changing in 

response to shifts in the 

global economy.

•

2



OUR GLOBAL ECONOMIC STATUS

SLIPPING IN THE RANKINGS 

Since The Conference Board of Canada introduced 

its international benchmarking a decade ago, 

Canada has consistently ranked well when com-

pared with the other major industrialized countries. But 

our relative ranking on income per capita—a commonly 

used measure of a country’s standard of living—has been 

slipping relative to other countries. Among countries 

of the Organisation for Economic Co-operation and 

Development (OECD), Canada ranked in fifth place 

in 1990, behind Luxembourg, Switzerland, the United 

States and Iceland. The most recent year of data, 2005, 

puts Canada in 10th spot—now also surpassed by Norway, 

Ireland, the Netherlands, Denmark and Australia.

Canada is stalling or losing ground in areas critical 
to its ability to compete globally. 

How important is such a decline? Fluctuations in year-

over-year measures are not necessarily critical. But 

they can be indicative of a trend which, once underway, 

could quickly accelerate and become very difficult to 

turn around. The Canadian economy is performing 

sufficiently well to rank among the best in the world; 

we are still in the gifted class among nations. We have 

the advantages of huge natural resource wealth, skilled 

human capital and free trade with the U.S., the most 

dynamic economy on earth. Today, with a strong loonie, 

we are holding the resources trump card in an era of 

exploding commodity demand, and we enjoy relative 

safety in a world rife with risk. But we are slowly being 

pushed to the back of the class. We need to recognize, 

admit and come to grips with the factors that are caus-

ing us to stall or lose ground in areas critical to our 

ability to compete globally.

First, we are laggards on productivity, which directly 

affects our standard of living. Not only is there a persis-

tent and growing productivity gap between Canada and 

the U.S., but Canada also lags behind most OECD coun-

tries in productivity growth. Between 1995 and 2000, 

Canada’s average annual productivity growth ranked 

13th among OECD countries. In the more recent period 

of 2000 to 2005, Canada’s ranking dropped to 20th. 

(See Chart 1.)

Second, other industrialized countries are not standing 

still. Many are outperforming us, even in areas that have 

been a source of strength for Canada. Our recent strong 

growth in employment still ranks below that of many 

other countries, including Spain, Ireland, Australia and 

the United States.

And third, and of increasing consequence, we are failing 

to keep pace with the sweeping changes taking place in 

the global economy, led by the spectacular rise of China 

and other major emerging market countries like India and 

Brazil. (See box “Nomenclature: The Emerging and 

the Emerged.”)

Taking Stock: Canada’s 
Economic Place in the World

CHAPTER 2
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FUNDAMENTAL CHANGES IN THE GLOBAL ECONOMY
Canada’s slipping overall economic performance occurs 

at a time when the engine of global economic growth is 

shifting from aging industrial economies to China and 

the larger emerging economies, the U.S. being a notable 

exception. Many factors are contributing to this shift, 

with demographics and reforms to economic policy 

being two of the main ones.

In many industrialized countries, long-term growth 

potential is declining as aging populations reduce 

the growth rate of the labour force; more workers are 

retiring, with fewer new workers to replace them. This 

problem is compounded by significant fiscal deficits, 

rising public debt and rigid microeconomic policies 

that inhibit adjustment, lessening the attractiveness of 

these countries as future export and investment markets. 

Although real incomes and individual purchasing power 

will remain high in Western Europe and Japan for dec-

ades to come, their economic growth potential—that is, 

the highest economic growth that is sustainable over the 

long term—has dipped to 2 per cent or lower, and will 

fall further in the coming years.

Chart 1
Growth in Labour Productivity in OECD Countries, 2000–05
(per cent; average annual growth rate)

Note: The data for Turkey are not available.
Source: OECD.
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Nomenclature: The Emerging and the Emerged

In recent years, it has become fashionable to refer to “the 
BRICs,” a term coined by Goldman Sachs to capture the 
growth potential of four large economies: Brazil, Russia, 
India and especially China. 

However, even as this concept is being popularized, it 
is becoming passé as a shorthand term for emerging 
economies. China has become the world’s fourth-largest 
economy at current exchange rates. Furthermore, China 
is the second-largest economy if purchasing power parity 
is used (which better reflects long-term exchange rates), 
inevitably pushing Japan aside as the dominant Asian hub. 
Sixty per cent of the Chinese economy is now estimated to 
be in private hands, and it is becoming deeply integrated 
into the global manufacturing system. It is an increasingly 
sophisticated global trade and financial player. China is no 
longer emerging; it has emerged. 

This report therefore generally refers to “China and other 
emerging economies”—the latter including the large econ-
omies of India, Brazil and Russia, as well as other smaller 
but important market-oriented economies like Central and 
Eastern Europe, Mexico and South Korea.

Source: The Conference Board of Canada.
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The U.S. is an anomaly among industrialized countries: 

it will maintain potential economic growth at 3 per cent 

until at least 2020. This is due to higher fertility rates 

among Latinos and African Americans and strong 

immigration, which contribute to strong labour force 

growth and to an economy that is more flexible and 

more innovative than many others.

There is a fundamental shift in global economic 
tectonic plates.

Meanwhile, many emerging market countries have sig-

nificantly boosted their underlying economic growth 

potential by embracing market-oriented reforms and 

integrating into the global economy. With lower labour 

costs, as well as a rising middle class of consumers 

with disposable income, their rates of economic growth 

are outstripping those of more mature economies. (See 

Chart 2.) China’s extraordinary rise leads the way, 

catalyzed by the country’s entry into the World Trade 

Organization (WTO) in the late 1990s. It is joined 

by India, Russia, Brazil and Mexico, as well as other 

countries in Asia, Central and Eastern Europe, Latin 

America and even a few in Africa, which are now on 

a stronger upward growth trajectory.1

1 The September 2006 World Economic Outlook published by the 
International Monetary Fund (IMF) forecasts that 21 countries, 
all of which are in the developing world, will produce economic 
growth of 7 per cent or greater in 2007.

The result is a fundamental shift in global economic 

tectonic plates. Using conventional measures based on 

current market exchange rates, Canada’s economy cur-

rently stands eighth in the world, behind the rest of 

the Group of Seven (G7) countries plus China.2 (See 

Chart 3.) Using the more stable measure of purchas-

ing power parity (PPP)—a conversion rate at which 

purchasing power is equalized—Canada slips to 11th, 

2 Canada and Spain have essentially the same level of national gross 
domestic product (GDP), so their respective rankings in eighth 
and ninth place can change with market-driven movements in 
exchange rates of the Canadian dollar and the euro.

Chart 2
Projected Economic Growth in Major Emerging 
Markets, 2007
(per cent; growth in real GDP)

Source: International Monetary Fund.
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Chart 3
Country Shares of Global GDP: Current Exchange Rates Valuation, 2005
(per cent)

Source: International Monetary Fund.
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behind the four BRIC countries. China moves up to 

second, ahead of Germany and Japan, and India jumps 

to fourth.3 (See Chart 4.)

It will, of course, be many years before the leading emer-

ging economies catch up fully to those in the industrial-

ized world. Even the most optimistic observers do not 

expect that China will reach the size of the U.S. econ-

omy until sometime around mid-century. Nor are total 

economic size and growth rates the only factors. China 

and India account for a third of the world’s population, 

and Brazil is also a populous country. As a consequence, 

income per capita in these countries is still very low in 

relative terms. Nonetheless, each has a growing middle 

class that has a strong stake in rising living standards 

and stable future economic growth.

The basic direction is clear. First, powerful forces 

are at play that will change the distribution of global 

status, power and influence in the coming decades. 

And second, Canada⎯with an aging population and 

relatively slower rates of sustainable annual economic 

growth⎯will find it hard to avoid falling further in the 

global rankings. In relative global terms, Canada, like 

many other industrialized countries, is getting smaller 

in terms of its economic influence.

3 Note that GDP estimates in developing countries like China are 
subject to greater variability and can be less accurate than in more 
industrialized countries. There is, however, no compelling evidence 
that these data systematically overstate (or understate) ongoing 
economic growth. 

Shrinking economic weight in the world, however, 

should not be confused with shrinking economic per-

formance. As many countries have shown, it is pos-

sible for a medium-sized or even a small country with 

a highly successful economy to produce much higher 

living standards for its citizens. But Canada will remain 

highly successful only to the extent that we realize the 

new growth opportunities inherent in the global econ-

omy, while mitigating its adverse impacts.

Powerful forces are at play that will change the 
distribution of global status, power and influence.

KEY CANADIAN SHORTCOMINGS 

The significance of the shift taking place in the global 

economy due to the rise of China and other emerging 

economies is compounded by the extraordinary break-

throughs taking place in information and communi-

cations technology. Together, they are changing the 

structure of the global economy, which is becoming 

more investment oriented, more trade oriented and more 

Chart 4
Country Shares of Global GDP: PPP Valuation, 2005 
(per cent)

Source: International Monetary Fund.
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services oriented. It is also becoming more knowledge 

and innovation oriented. Canada is at risk of falling 

short on all these fronts.

WEAKNESS IN FOREIGN DIRECT INVESTMENT
One of the causes of our sliding economic perform-

ance relative to others is insufficient inward foreign 

direct investment (FDI).4 This shortfall is happening at 

a time when FDI investment is growing rapidly around 

the world, outpacing growth in production and in inter-

national trade. (See Chart 5.) Since 1990, gross domestic 

product (GDP) has increased by an average of 4.6 per 

cent per year, and exports by 7.3 per cent; the flow of FDI 

worldwide grew by a whopping 12.2 per cent per year.

Consistent with global trends, Canada’s FDI, both 

inward and outward, has grown rapidly in dollar terms. 

(See Chart 6.) From 1990 to 2005, the stock of inward 

FDI rose by more than three times, to $416 billion, while 

our stock of outward FDI rose even faster, turning us 

into a net outward investor. Nonetheless, our share of 

world FDI stock has fallen, due largely to weak inward 

FDI. Our share of global inward FDI stock fell from 

10.2 per cent in 1980 to 6.4 per cent in 1990, and to 

3.4 per cent in 2004 (the last year for which global FDI 

data are available). (See Table 1.) Our global share of 

outward FDI has also fallen marginally, from 4 per cent 

in 1980 to 3.9 per cent in 2004. The fall in inward FDI 

stock in Canada is in sharp contrast to the situation in 

the U.S., which has largely sustained its share between 

16 and 22 per cent, and in Europe, whose share has 

been maintained at around 45 per cent⎯due mostly to 

closer market integration. At the same time, emerging 

economies are drawing increasing amounts of FDI: 

China’s share of global FDI stock grew from 0.2 per 

cent in 1980 to 2.8 per cent in 2004. 

Although Canada’s FDI inflows are still impressive in 

nominal terms, we are lagging behind the top global 

performers. The FDI Performance Index provides coun-

try shares of global FDI inflows and outflows compared 

with each country’s share of global GDP. (See Chart 7.) 

The FDI Performance Index thus captures a country’s 

relative success in taking advantage of global FDI, both 

inward and outward, for wealth creation. Although 

4 Rhéaume, Open for Business? p. i.

Chart 5
Growth in Selected World Economic Indicators
(per cent; average annual growth rate)

Sources: United Nations Conference on Trade and Development; 
World Trade Organization; United Nations.
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Chart 6
Canada’s Stock of FDI: Inward and Outward
(CDN$ billions)

Source: Statistics Canada.
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Table 1
Distribution of World FDI Inward Stock
(per cent)

1980 1990 2000 2004

Developed economies 75.1 79.4 68.8 72.7

Western Europe 45.5 45.2 38.0 45.3

United States 15.7 22.3 21.7 16.6

Canada 10.2 6.4 3.7 3.4

Developing economies 24.9 20.6 30.0 25.0

China 0.2 1.2 3.3 2.8

India 0.1 0.1 0.3 0.4

Source: United Nations Conference on Trade and Development.
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Canada’s index ranking in 2004 was high, at sixth 

place, we nevertheless lagged behind comparable coun-

tries like Sweden, the United Kingdom and Australia, 

mainly because of the declining share of global FDI 

flowing into our country.

Canada’s share of world FDI stock has fallen, and 
confidence in Canada as an investment destination 
continues to decline. 

Canada has also lost some of its lustre as an FDI des-

tination. The FDI Confidence Index, based on a survey 

by the Global Business Policy Council of A.T. Kearney, 

points to probable trends in future FDI flows. Countries 

like China, Mexico, Poland and Brazil achieved the 

strongest confidence scores; confidence in Canada as a 

destination for investment was much weaker. Similarly, 

the influential World Economic Forum ranked Canada 

16th in global competitiveness in 2006⎯down signifi-

cantly from eighth place in 2002.5 Senior executives 

surveyed by the Conference Board most commonly 

described Canada as an “average” place to invest, due to 

factors as varied as our labour force’s skills and ability 

5 World Economic Forum, The Global Competitiveness Report 
2006–2007. 

to adapt, tax competitiveness and persistent barriers to 

foreign investment.6 At a time when competition for 

international investment dollars is skyrocketing, “average” 

clearly will not cut it.

UNREALIZED FOREIGN MARKET POTENTIAL
The global shift taking place among the world’s major 

economies is mirrored by a shift in the structure of inter-

national trade. Total trade between industrialized coun-

tries and developing countries (so-called North−South 

trade) rose from 29 per cent in 1998 to 33 per cent in 

2004. Total trade among developing countries (so-called 

South−South trade) grew from 41 per cent to 47 per cent 

over the same period. Trade among industrialized coun-

tries has fallen.7 

When it comes to trade in goods, Canada has broadly 

echoed the global pattern. Exports to the U.S. over the 

past 15 years have expanded substantially under NAFTA, 

to 84 per cent of total exports, making our economic 

integration increasingly regional, as opposed to global. 

(See charts 8 and 9.) The share of our trade with China 

and other emerging markets has taken off (albeit from 

a low base), while that with our traditional non-U.S. 

partners, Japan and Europe, has declined or stagnated. 

6 Rhéaume, Open for Business? p. 12.

7 International Monetary Fund, Direction of Trade Statistics 
Yearbook 2005.

Chart 7
FDI Performance Index
(per cent)

Note: The FDI performance is the country’s share in global FDI inflows and outflows compared with its share in global GDP.
Sources: United Nations Conference on Trade and Development; International Monetary Fund.
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The result has been a reshuffling in our trade partner 

rankings, in which China has replaced Japan in the 

number two position—partly due to rising exports, 

but due even more to skyrocketing imports from China. 

(See charts 10 and 11.) 

UNDERACHIEVING IN SERVICES
Services exports are another story of underachievement. 

The broad structural shift in the global economy toward 

services, particularly in industrialized countries, is echoed 

within Canada. Services now account for about two-thirds 

of Canadian GDP and 7 of 10 jobs, including some of 

our best-paying jobs in knowledge-intensive industries 

like financial services, architecture and engineering.

Unfortunately, the high services profile of our economy 

is not being fully translated into international trade. Our 

services exports are only 12.8 per cent of total exports—

considerably below the 2004 world average of 19.6 per 

cent and the U.S. share of 29.1 per cent.8 (See Chart 12.) 

Our share is also well below the service exports share 

of countries with a similar economy, like Australia, at 

about 22 per cent.9 (See Chart 13.) In short, our econ-

omy has become substantially more services based, but 

our trade has not.

MISSING OPPORTUNITIES IN KNOWLEDGE 
MANAGEMENT AND INNOVATION
With strong capabilities in areas like medical research, 

and information and communications technology, and 

with high levels of education, Canada should be well 

poised to succeed in an increasingly knowledge- and 

innovation-driven world.

8 There are structural reasons for this low share, such as the current 
high energy and commodity prices that are driving energy and 
other commodities as major Canadian exports. Still, even taking 
these factors into account, as well as the expectation that official 
data understate the true dimensions of services trade, Canada’s 
services trade is less well developed than it might be.

9  Note that there is an inconsistency between Chart 12, which shows 
Canadian services exports falling slightly between 1994 and 2004 
as a share of total exports, and Chart 13, which shows them rising 
slightly. This may be due to methodological issues in how services 
trade data are recorded for international comparisons. However, 
the relative share of Canadian services exports to total exports is 
roughly the same in both cases, at around 13 per cent. Regardless 
of the methodological differences, Canada has not felt the surge in 
services exports that other countries have experienced.

What are our areas of strength? One is our openness to 

foreign ideas; another is the amount of technological 

cooperation between companies. We have also achieved 

high penetration of broadband technology. All of these 

strengths indicate good capacity for trading in the 

global market for services.

Canada needs to open itself to breakthrough discoveries 
in targeted priority sectors. 

Again, however, there are areas for concern. We lag 

behind the top global performers in business investment 

in research and development. We certainly do not 

measure up in commercialization—extracting the max-

imum value from our innovation investments by taking 

Chart 8
Canada’s Merchandise Exports, by Country, 1990 
(per cent; share of total merchandise exports)

Source: Statistics Canada.

5.5

2.4
1.1

0.4 1.6
0.9

1.0

U.S.
(74.9) 

Other (12.2)

Japan

U.K.

China

Mexico

Germany

France

South Korea

Chart 9
Canada’s Merchandise Exports, by Country, 2005
(per cent; share of total merchandise exports)

Source: Statistics Canada.
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new ideas to market and turning them into improved 

products and services. We are not doing as well as we 

could when it comes to industry collaboration with gov-

ernments and universities, as well as in scientific and 

engineering publications. We are also lagging in the pro-

portion of researchers in our workforce and in register-

ing our own (triadic) patents. Of particular interest for 

Canada’s ability to improve its standard of living, we 

rank 13th among OECD countries in the contribution 

that information and communications technology makes 

to productivity.

Looking ahead, we will need to think beyond incremental 

improvements in a variety of sectors and open ourselves to 

breakthrough discoveries in targeted priority sectors, iden-

tified through evidence and analysis, as discussed in the 

Conference Board report Picking a Path to Prosperity: 

A Strategy for Global-Best Commerce. Some suggest the 

world may be on the cusp of a transformative leap for-

ward that will usher in a new knowledge era as breath-

taking as the advances of previous centuries, and one 

that may well involve China, India and other emerging 

economies. If so, it effectively means that while we are 

still trying to figure out how to succeed in the economy 

Chart 11
Canada’s Merchandise Imports, by Country, 2005
(per cent; share of total merchandise imports)

Source: Statistics Canada.
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Canadian Services Exports 
(per cent; share of total exports)

Source: Statistics Canada.
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Chart 10
Canada’s Merchandise Imports, by Country, 1990
(per cent; share of total merchandise imports)

Source: Statistics Canada.
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we know, another new economy is already rapidly 

coming upon us, one that will change basic assump-

tions about production, consumption and comparative 

advantage.

THE ERA OF INTEGRATIVE TRADE

These drivers of structural change within Canada and 

globally are part of a larger phenomenon, fundamen-

tally changing the way the world does business. This 

phenomenon is captured in the concept of “integrative 

trade,” a term that reflects the use of global supply 

chains, driven by FDI, as the ascending international 

business model.10 Integrative trade incorporates all the 

elements used by firms today to achieve the lowest pos-

sible cost and maximize return: exports, imports used 

10 First introduced by Hodgson, “Trade in Evolution: The Emergence 
of Integrative Trade,” p. 3.

to create exports, inward and outward FDI that is used 

by firms to develop global value chains, sales from 

foreign affiliates and offshore outsourcing. Traditional 

trade in end goods and services continues to take place, 

but integrative trade has taken on much greater import-

ance as lower international trade barriers allow firms to 

reposition elements of their business model around the 

globe, wherever it makes the most business sense. (See 

Table 2.)

GLOBAL SUPPLY CHAINS
The ascendancy of integrated global supply chains—

in which production is distributed around the globe in 

search of higher efficiency and lower costs for each 

component of the final good—is revolutionizing global 

manufacturing. In sectors such as automotive, ground 

transportation, telecommunications and aerospace, 

Table 2
Traditional Versus Integrative Trade Paradigms: A Comparison

Traditional Trade Integrative Trade

Comparative advantage: countries specialize in particular 
goods and services available to them and trade to raise 
overall wealth.

Dynamic comparative advantage: countries specialize in what 
they produce best through firms shifting elements of produc-
tion globally, resulting in greater overall wealth.

Trade encompasses sale and shipment of physical goods. Trade encompasses both physical goods and services.

Trade is largely between firms located in different countries. There is much more intra-firm trade.

Foreign markets are primarily end-users of exported 
products.

Exports and imports are no longer separate but integral parts 
of same global supply chains, especially in manufacturing.

FDI is seen as “trade substitution,” to avoid tariff barriers 
(e.g., branch plant phenomenon).

Outward FDI is associated with “trade creation,” through 
development of new exporting (and importing) opportunities. 

Inward FDI enhances recipient country’s ability to expand 
production, resulting in more economic activity, more jobs 
and income gains.

There is increasing reliance on sales from foreign affiliates, 
not exports, to meet needs of foreign clients.

Contracting out, or outsourcing, is to company down 
the street.

Offshore outsourcing takes advantage of lower cost produc-
tion and wages in other countries.

Source: The Conference Board of Canada.
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semi-finished products typically now travel repeatedly 

back and forth across borders before completion of the 

final product; close to one-third of world trade today is 

intra-firm trade.

Where does Canada fit in global supply chains? We 

know that integration has grown: the domestic content 

of total Canadian exports fell from 72 per cent in 1987 

to 64 per cent in the mid-1990s, and rose slightly to 

65 per cent in 2002, the latest year for which data are 

available. Our further examination of Canada’s trade 

over the past two decades indicates a growing integra-

tion into global supply chains with emerging markets. 

(See box “Canada and Supply Chains.”) 

Even more revealing is the sectoral distribution of domestic 

(and foreign) content in exports. Since Canada is a highly 

open economy, all business sectors rely on foreign inputs 

in production, but the level of foreign content and of its 

reciprocal—domestic content—varies significantly among 

exporting sectors. Using 2002 data, domestic content of 

Canadian exports exceeds 70 or even 80 per cent for certain 

resource industries, such as mineral fuels (i.e., oil and gas). 

(See Chart 14.) Domestic content is also above 80 per cent 

for many services exports, such as financial services and 

tourist accommodation.

Canada and Supply Chains 

As a step toward building better analytical tools, Canadian exports to and imports from 10 countries and regions over the 
1990–2005 period were evaluated using a new classification system developed by the Conference Board. Goods are classified 
based on their point of entry into another country’s supply chain (i.e., from the importer’s perspective rather than the traditional 
exporter’s perspective).

This work shows that, when measured in real terms (i.e., when the impact of price inflation is removed), the share of raw materials in 
total Canadian exports decreased from 40 per cent in 1990 to 31 per cent in 2005, and the share for intermediate goods increased 
from 28 to 32 per cent. (See chart “Composition of Canadian Exports, From the Importer’s Perspective.”) This shift away from raw 
products towards intermediate goods has occurred to an even greater extent in the BRIC countries. For example, the share of raw 
material exports to China dropped from 70 to 52 per cent, while the share of intermediate goods increased from 11 to 30 per cent.

When it comes to exports to the U.S., however, these proportions have remained fairly stable. The share of intermediate goods in 
Canadian exports to the U.S. declined slightly, from 33 to 32 per cent, and the share of raw products to the U.S. fell from 30 to 28 per 
cent. (See chart “Composition of Canadian Exports to the U.S., From the Importer’s Perspective.”) The minimal movement in the 
share of raw materials in Canadian exports to the U.S. is largely a reflection of ongoing U.S. reliance on Canadian energy exports.

Source: The Conference Board of Canada.
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Note: Only the top 25 export categories for each year have 
been used.
Sources: The Conference Board of Canada; Statistics Canada.
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In contrast, sectors that have become deeply integrated 

into the North America economy, particularly in man-

ufacturing, have seen their domestic content slide to 

50 per cent or lower. For example, exports of electrical, 

electronic and communications products had Canadian 

content of 51 per cent in 2002. The Canadian content 

of motor vehicles, transport equipment and related parts 

was 45 per cent—in other words, Canadian production 

of automobiles and parts that are then largely exported 

to the United States relies more on foreign inputs than 

it does on Canadian inputs. Further disaggregation reveals 

even lower levels of Canadian content for specific manu-

facturing subsectors, firms and products. This is clear evi-

dence of the tight integration between Canadian imports 

and exports—integrative trade in action.

The perceived benefits of FDI far outweigh its 
drawbacks. This is fundamentally changing the 
way we look at trade and investment. 

The broad direction is clear. First, the old “exports 

good/imports bad” perspective of international trade is 

giving way to a new realization that for many firms and 

industries, both exports and imports are critical to an 

integrated production process. And second, Canadian 

companies must compete vigorously for this kind of 

international trade and investment.

FDI AS A DRIVER OF TRADE
Not only is the shape of international trade changing, 

so are the relationships between trade and FDI. Although 

Canadians are increasingly recognizing the benefits of 

free trade, FDI continues to suffer from popular miscon-

ceptions. It is still susceptible to being viewed with 

suspicion—a sign of economic weakness and loss of 

control, in the case of inward FDI—and as potential 

job losses due to a shift of investment offshore, in 

the case of outward FDI. Much of the reason for this 

suspicion is historical: FDI was often a substitute for 

exports, a way of getting around trade barriers to enter, 

and potentially dominate, a foreign market. (See box 

“The Benefits of FDI—In and Out.”)

With trade liberalization and the rise of global supply 

chains, however, FDI has increasingly become a much 

sought-after means of generating wealth and stimulat-

ing trade—in both directions. We should be not only 

attracting more FDI into Canada, but also doing more to 

facilitate growing outflows of FDI. (See box “Outward 

FDI and Trade Creation: The Evidence.”) In other words, 

international opinion has shifted significantly; the per-

ceived benefits of FDI far outweigh its drawbacks. This 

is fundamentally changing the way we look at trade and 

investment, and the relationships between them. Indeed, 

in future we should perhaps speak less in terms of 

“international trade and investment”—and more about 

“international investment and trade.”

The Benefits of FDI—In and Out

Why We Need to Attract FDI
An increased pool of capital for investment: Rather than 
replacing domestic investment, FDI supplements capital shortfall 
and helps to develop home capital markets by creating additional 
export possibilities. 
Acquisition of new knowledge and technologies: Subsidiaries 
acquire these from their international parent. Domestic firms that 
interact with these subsidiaries also benefit from these transfers 
of technology and knowledge. Ultimately, FDI leads to higher pro-
ductivity, improved quality of products and increased competi-
tiveness. Foreign-controlled firms, on average, are 10 to 20 per 
cent more productive than domestically controlled firms because 
of their superior technological and managerial know-how.
Increased revenues for government: These revenues are 
achieved both directly through taxes paid by foreign investors, 
and indirectly through additional employment income taxes and 
sales taxes generated by increased consumer spending. 

Why We Need More Outward FDI
Access to overseas markets, resources and opportunities: For 
this reason, most developed countries actively promote outward 
FDI by providing information and technical assistance, risk insur-
ance or guarantees, and loans to multinationals, as well as par-
ticipation as co-investors.
Tendancy to increase international trade: Specifically, FDI 
tends to increase exports of goods and services from the capital 
exporting country. 
Benefits to the capital exporting country: Benefits include repatri-
ated profits, intellectual property royalties and similar payments.

Source: Hodgson and Paris, The Benefits of Foreign Direct Investment.
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SALES FROM FOREIGN AFFILIATES
Associated with the surge in Canadian outward FDI 

have been growing sales of goods, and more particu-

larly of services, from Canadian-owned foreign affili-

ates. Canadian businesses—faced with negative factors 

such as trade or regulatory barriers, or positive factors 

like serving new foreign customers—are turning to for-

eign investment as a way of enhancing access to markets 

and serving them. Such sales in 2004 were in the order 

of $370 billion, a figure comparable with total Canadian 

goods exports in that year. (See Chart 15.) The direct 

benefits of these sales, in the form of dividends and 

profits that eventually return to Canada, are still rela-

tively minimal. But the indirect benefits, in terms of 

making Canadian businesses more competitive inter-

nationally, are potentially enormous. This phenomenon 

is just beginning to be captured in Canadian trade statis-

tics. Canada needs to produce more focused intelligence  

if we want to be a world leader in providing relevant, 

accurate and timely data on trade in services, including 

data on sales from foreign affiliates.

FDI, CORPORATE RESTRUCTURING AND 
“HOLLOWING OUT”
While attracting our fair share of FDI is critical to 

Canada’s future prosperity, the nature of that invest-

ment, the corporate form of multinational enterprises 

(MNEs)⎯both Canadian and foreign controlled⎯
operating in Canada, and the specific head office and 

other business functions that are situated in Canada are 

no less important.

Fears that free trade would spur an exodus of FDI 
and jobs from Canada have not been realized.

During the 1980s debate on the benefits and risks of 

free trade, one negative prediction was that lowering 

long-established tariffs would lead to an exodus of FDI 

and manufacturing jobs from Canada. The argument 

was that “tariff factories”—previously set up by MNEs 

to bypass Canadian tariffs—would no longer be neces-

sary or viable. Instead, firms would transfer production 

to lower-cost plants in the U.S. and abroad, thus servi-

cing the Canadian market through imports rather than 

through local manufacturing. This fear was reinforced 

by the belief that smaller Canadian plants were less 

Outward FDI and Trade Creation: The Evidence 

A 1999 OECD study concluded that, on average, each dollar of out-
ward FDI generated double that amount in additional exports from 
the originating country to the recipient. The trade multiplier was 
stronger when the recipient was a developing country rather than 
a mature economy. FDI to a developing country could boost trade 
for the investing country by three to six times the amount of the 
original investment.1

Export Development Canada (EDC) research concluded that flows 
of FDI from Canada to the U.S. and other mature economies led to 
follow-on export sales of about 60 per cent of the initial investment, 
or a multiplier of 0.6. The multiplier used by EDC jumps (conserva-
tively) to 2.0 for Canadian FDI flowing to developing countries.2

A correlation analysis undertaken by the Conference Board assessed 
the relationship between outward Canadian FDI and exports between 
1990 and 2004. This analysis produced a strong positive correlation 
(0.95).

On a country basis, the correlation between outward Canadian FDI 
and exports was strongest for the U.S. (0.97), which is not surprising 
in view of the close integration of the two economies. Also strong 
was the correlation for Mexico (0.83) and for China (0.73), with 
positive but progressively weaker correlations for India, Russia and 
Brazil. The exception was Japan, where a negative correlation (−0.12) 
suggests that outward Canadian FDI to Japan might act as a substi-
tute for higher Canadian exports to the Japanese market.

1 Fontagné, Foreign Direct Investment and International Trade, p. 21.

2 Hodgson and Evans, The Quiet Creator of Canadian Wealth, p. 6.

Source: Beckman and Hodgson, “Making Connections.”
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efficient than the larger American factories. The latter 

were assumed to be better prepared to benefit from 

economies of scale and lower labour costs.

Under this scenario, it was feared that Canada would 

essentially become a “warehouse economy” where 

the primary purpose of foreign-owned subsidiaries 

would be to market and sell products manufactured 

and imported from abroad. Alternatively, MNEs would 

rationalize production by having their Canadian plants 

manufacture or assemble final products made primarily 

from core components produced in the U.S., resulting 

in a “hollowing out” of the Canadian economy and the 

loss of competitiveness over the long term.

Despite these concerns, the available aggregate data 

do not suggest a hollowing out problem for Canada. 

Statistics Canada data indicate that from 1999 to 2005, 

the number of head offices in Canada grew by 100 on a 

net basis, to 4,161—representing net growth of 4.2 per 

cent.11 Similarly, head office employment grew by 11 per 

cent over the same period, with positive employment 

growth occurring in both domestically controlled and 

foreign-controlled enterprises.

It is similarly noteworthy that while Canadian manu-

facturing employment has been in decline over the 

past two years, with net losses of around 200,000 jobs, 

Canadian manufacturing employment in 2006 is still 

roughly comparable with 1998 levels. In contrast, the 

U.S. has lost nearly 20 per cent of its manufacturing 

jobs over that same period, offering much stronger evi-

dence of a corporate hollowing out in U.S. manufactur-

ing than is the case in Canada. The job loss in the U.S. 

is strongly related to the transfer of large-scale, stan-

dardized manufacturing functions to China and other 

lower-cost manufacturing centres, guided by outward 

U.S. FDI to China.

Canada’s cities have a keen interest in the evolution of 

corporate structures, and are concerned about the risk of 

hollowing out. Major cities and regions can be affected in 

multiple ways by changes to corporate functions within 

11 Statistics Canada, “Head Office Employment.”

head offices. There is the direct impact on highly skilled 

employment in head offices themselves and in well-paid 

professional services that support head offices—such as 

legal, financial, accounting and management advice. 

Retaining and growing these functions is a key element 

of keeping cities and regions dynamic and vital. There 

are other functions and jobs—both within and outside a 

corporation—that can be affected by decisions on head 

office location. And there can be an impact through the 

capacity of cities and regions to attract and retain the 

creative classes that are so important to the future of 

cities. The key success factors for Canadian cities will 

be examined in depth in Volume III of this final report.

From 1999 to 2005, head office employment grew 
by 11 per cent.

Recent Statistics Canada data indicate significant 

differences in head office employment trends among 

major Canadian cities, offering aggregate evidence of 

hollowing out in a few specific cases—even as head 

office employment in other cities continues to grow. 

On the positive side of the ledger, head office employ-

ment grew by 64 per cent in Calgary, 28 per cent in 

Ottawa and 19 per cent in Toronto from 1999 to 2005. 

However, over the same period, it was flat in Montréal, 

declined by 7 per cent in Winnipeg and shrank by a 

startling 29 per cent in Vancouver, representing a loss 

of nearly 5,000 head office jobs in the latter city.12 

Much of the decline in Vancouver’s head office 

employment can be attributed to foreign acquisition 

of Vancouver-based Canadian corporations.

Surprisingly, the data also indicate that foreign-controlled 

firms accounted for about two-thirds of the net increase 

in head office employment, and all of the growth in 

the number of head offices. Undertaking more exten-

sive analysis on a sectoral basis would provide deeper 

insights into where Canada has captured growth in head 

office employment, and where hollowing out may be 

evident in specific sectors.

12 Ibid., p. 1.
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BEHAVIOUR AND IMPACT OF 
MULTINATIONAL ENTERPRISES
In partnership with the Social Sciences and Humanities 

Research Council of Canada, The Canada Project 

engaged academic researchers to undertake original 

work on the behaviour and impact of MNEs. One 

study examined the changing roles and characteristics 

of MNEs operating in Canada during the period after 

the North American Free Trade Agreement (NAFTA) 

took effect—including both foreign-owned and Canadian-

owned subsidiaries—using a detailed survey of senior 

management representatives from 62 MNEs currently 

operating in Canada.13 The survey looked at the initial 

FDI motivations for setting up operations in Canada, 

the subsidiary’s initial role within the parent company, 

and the way that free trade has affected the subsidiary’s 

specific set of competencies and resources.

Fears of hollowing out are often based on the assump-

tion that bypassing tariffs was MNEs’ primary—or 

even the sole—motivation for setting up operations in 

Canada. However, this assumption does not take into 

account that MNEs often had other reasons for setting 

up in Canada and that subsidiary roles and competen-

cies could change over time.

The study found that, after an initial period of rational-

ization and consolidation following the signing of the 

Canada−U.S. Free Trade Agreement (FTA) and NAFTA, 

the majority of foreign-owned subsidiaries participating 

in the survey capitalized on firm-specific competencies 

and the strategic importance of the Canadian environment 

to carve out roles within their MNEs that went beyond 

bypassing tariffs to access the Canadian market. Many 

have since become strategic leaders within or key 

contributors to their company’s global network.

Most MNEs that were surveyed believe that the FTA-

NAFTA have had either a positive or neutral impact 

on their organization. Only one U.S.-based and one 

EU-based MNE reported that the impact has been nega-

tive on their organization; two EU-based MNEs said 

that the impact has been both positive and negative. 

No Canadian-based MNE reported a negative effect.

13 Verbeke et al., The NAFTA Effect.

The value-chain activities that were most often identified 

as having benefited from the FTA and NAFTA were 

back-end activities like purchasing and logistics, as well 

as production activities. Relatively fewer benefits were 

reported for support activities (such as coordination and 

control, financial management and human resources 

management) and customer-end activities (sales and 

marketing, and after sales service).

Many foreign-owned subsidiaries operating in 
Canada have become strategic leaders in their 
company’s global network.

There is, however, a striking gap in the study’s findings 

between EU-based and U.S.-based MNEs operating in 

Canada. For many of the U.S.-based firms in the study, 

the Canadian operations are among the most respected 

subsidiaries in the company’s global network. But 

EU-owned subsidiaries in Canada rated themselves as 

weaker than both their most important local competitor 

and the most respected subsidiary within their MNE. 

EU-owned subsidiaries appear to be predominantly 

implementers, rather than strategic leaders. Also, 

U.S.-based MNEs have been able to transfer key know-

ledge and skilled personnel within the home NAFTA 

region more easily than have EU-based firms. The 

U.S.-owned subsidiaries have been able to draw upon 

regional strengths and, in some cases, augment their 

parent companies’ specific set of competencies through 

the development of subsidiary-specific competencies 

within the Canadian market.

Differences between the U.S.- and EU-owned subsidi-

aries were also evident when survey participants were 

asked to rank the Canadian subsidiary against the most 

respected subsidiary within the company. The Canadian 

subsidiaries of U.S.-based MNEs generally ranked them-

selves on par with the most highly respected subsidiary; 

the EU-based firms tended to rank themselves much 

lower. This is particularly evident in the areas of coordin-

ation and control, production, sales and marketing, 

and logistics.
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Another study surveyed 168 of the most senior human 

resource managers in Canadian- and foreign-owned 

MNEs operating in Canada.14 Two contrasting types 

of Canadian operations of MNEs emerge from the 

study. The first comprises MNEs primarily focused 

on the Canadian market that do little or no research 

and development (R&D) in their Canadian operations. 

Managers have less autonomy and are unlikely to 

be innovating in their employment practices or to be 

exporting their practices elsewhere in their worldwide 

company. These MNEs are less likely to have substan-

tial links with networks in Canada, particularly with 

educational institutions or in the area of standards for 

corporate conduct. These firms are also more likely 

to be hollowed out, since the absence of main offices 

in Canada limits their interactions with networks and 

institutions in Canada.

The second type comprises MNEs whose Canadian 

operations seek to penetrate international markets. These 

operations do engage in R&D. Managers feel they have 

autonomy to develop human resource and employment 

policies, and they regularly innovate, notably in partner-

ships with employees. Such innovations seem to be essen-

tial prerequisites for MNEs to compete successfully in 

global markets, and their innovations are often picked up 

elsewhere in their worldwide operations. These firms report 

significant organizational capabilities in their Canadian 

operations and are making links with educational insti-

tutions, leveraging public policy resources and discussing 

standards for corporate conduct with the community. Such 

firms also have more significant main offices in Canada 

that help to influence the institutional environment.

Both of these types of MNEs operating in Canada have 

viable business models, but the second offers greater 

potential for Canadian prosperity and well-being in a 

global economy. The key question therefore is how 

to foster the development of these MNEs. This study 

offers some insight into which MNEs are more likely 

to engage in practices that foster sustainable prosperity 

in Canada.

14 Bélanger et al., Employment Practices in Canadian 
Multinational Enterprises.

Canadian-owned MNEs operating in Canada are 

more likely to have an international market orienta-

tion than are foreign-owned MNEs.

U.S.-owned MNEs, which make up almost two-

thirds of the foreign-owned MNEs in Canada, 

tend to grant less autonomy to their Canadian 

subsidiaries to develop new products, processes, 

and employment policies and practices than their 

Canadian counterparts.

Canadian-owned MNEs, highly transnational firms 

and the Canadian operations of MNEs competing 

in international markets are more likely to be at the 

forefront of management development and to see 

their innovations in employment practices emulated 

elsewhere in their worldwide firm.

The Canadian-owned MNEs, European-owned 

MNEs and MNEs competing in global markets are 

the ones that tend to do more R&D.

Canadian- and foreign-owned MNEs with main 

offices in Canada, and firms with an international 

market orientation are all more likely than firms 

with a domestic focus to build local networks 

through industry associations, forums for labour 

market training, educational alliances and standards 

for corporate conduct.

Innovation is an essential prerequisite for MNEs 
to compete successfully in global markets.

Two key policy conclusions result from the study. 

First, main offices in Canada and greater investment in 

Canadian networks and institutions help Canadian oper-

ations to play a more significant role within their world-

wide companies. Second, public policy cannot be a 

cheerleader on the sidelines; it is an important resource 

in this “global game,” helping to develop firm-specific 

capabilities and differentiating the role of the Canadian 

operations within their worldwide companies.

•

•

•

•

•
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OFFSHORING, OUTSOURCING AND NEARSOURCING
“Offshore outsourcing,” also called “global outsourcing” 

or “offshoring,” is not a new phenomenon. But the grow-

ing significance of offshore outsourcing in the global 

economy is new as India and, to a growing extent, China 

and other developing countries like Vietnam establish 

themselves as preferred suppliers to companies seeking 

to lower costs and improve their competitiveness.

Although offshoring has become a lightning rod for job 

losses in the U.S. and elsewhere in the manufacturing and 

information technology (IT) sector, the evidence thus far 

suggests that the connection exists more in popular imagin-

ation than in reality. Job losses are typically small in rela-

tion to the overall size of the economy and to domestic 

outsourcing. They also tend to involve lower-end functions, 

releasing talent to higher value production that provides 

a competitive edge, or to employment elsewhere in the 

labour force.

Offshoring is not for every industry and business, but 

Canadian industry may be taking too little advantage of 

this option for improving efficiency. Meanwhile, there 

has been a resurgence of interest in “nearshoring”—as 

factors like professional experience, technological skills 

and quality increasingly drive European and U.S. com-

panies to shift operations from India and similar long-

distance locations to destinations closer to home, 

including Central Europe, Ireland, Mexico, parts of 

Latin America, and Canada. (See box “Offshoring 

Versus Nearshoring: The Canadian Experience.”)

Offshoring Versus Nearshoring: The Canadian Experience

To better understand how Canadian busi-
nesses perceive offshoring, the Conference 
Board carried out a survey in 2004 of com-
panies potentially interested in offshoring 
their business processing—i.e., back office 
operations or customer interaction services 
(call centres). The survey results revealed 
that 58 per cent of the firms sampled are 
not involved in offshoring. Of those that are, 
most are in the manufacturing, software 
and user support areas. Few firms have a 
strategic management plan for offshoring, 
and future investment in offshoring was 
also expected to be low. (See chart “Planned 
Offshoring Over the Next Three Years.”)

In contrast, there is evidence that a growing 
number of companies are locating such 
operations in Canada. KPMG’s 2006 edition 
of its biannual study Competitive Alternatives 
found that Canada ranks second, behind 
Singapore, as the most cost-competitive 
place to do business among nine industrial-
ized countries. For international cities with a 
population of more than 2 million, Singapore 
ranks as the most cost-competitive overall. Montréal is the most cost-competitive large city in the G7, followed by Atlanta, 
Toronto and Tampa. A 100-person software design company would have annual costs of less than $13.2 million in Montréal, 
compared with $14.9 million in Boston and $15.7 million in New York—an 11 to 16 per cent cost saving. Annual costs in 
Singapore would be $9.7 million—a cost advantage over Montréal of 27 per cent.

Sources: Balsom and Nadeau, Business Process Offshore Outsourcing; KPMG, Competitive Alternatives.

Planned Offshoring Over the Next Three Years
(per cent; frequency of response) 

Source: The Conference Board of Canada.
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REACHING THE LIMITS OF NORTH 
AMERICAN ECONOMIC INTEGRATION

Over the past two decades, Canadians have largely 

bought into the unavoidable reality that our future eco-

nomic prosperity is heavily reliant on close economic 

relations with the United States. There is little doubt that 

bilateral economic integration has grown. Firms’ supply 

chains criss-cross our border, with as much as 40 per cent 

of bilateral trade now being intra-firm, (i.e., involving 

different parts of the same company). Many of our com-

panies operate continentally; our electricity infrastructure 

is also largely integrated along continental lines. Not only 

have such linkages multiplied, but Canada’s most success-

ful companies now view the North American economy 

as a single platform from which to compete in the global 

economy. Canadians have a strong interest in eliminating 

remaining obstructions to the efficient movement of goods, 

services, investment and people within the continent. And 

the publics in both countries need to appreciate the enor-

mous economic benefits of mutual interdependence.

At the same time, however, we need to recognize that 

the structure of Canada–U.S. economic integration is 

changing in important ways. Our exports to the U.S., 

the most commonly cited integration measure, have 

grown much more slowly in recent years. During the 

1990s, Canada’s exports to the U.S. rose dramatically as 

a result of a combination of three key factors: a remark-

ably strong U.S. economy, a relatively weak Canadian 

dollar and the trade-liberalizing effect of the FTA and 

NAFTA. The U.S. share of Canadian exports grew from 

74.9 per cent in 1990 to 83.9 per cent in 2005. Between 

2000 and 2003, export growth to the U.S. tailed off due to 

a series of jolts, including the “tech wreck,” 9/11 and the 

appreciation of the Canadian dollar. Exports to the U.S. 

bounced back in 2004 and 2005, but were under pressure 

again in 2006, particularly exports of manufactured goods. 

(See Chart 16.) The anticipated U.S. slowdown could 

once again delay the hoped-for recovery in real export 

growth. (See the discussion on global imbalances in 

Chapter 3.)

The profile of our exports is also changing. Current 

export growth is increasingly sustained by the energy 

and resource sectors, incorporating a strong upward oil 

and natural gas price component—a feature that is likely 

to continue in an energy- and resource-hungry U.S. econ-

omy and a global economy with a growing resource 

appetite. In contrast, our recent non-energy trade growth—

including in automotive and most non-resource-based 

manufactured goods—has been discouragingly weak.

We need to recognize that the structure of Canada–U.S. 
economic integration is changing in important ways.

Other key features of bilateral economic integration 

show a similar pattern of slowing growth or even decline. 

Canadian imports of U.S. goods and services, which grew 

at a less dramatic pace through the 1990s, have been 

gradually tailing off both in absolute terms and as a 

share of total Canadian imports. And growth in Canada–

U.S. FDI stocks, which was high in the mid- to late 1990s, 

Chart 16
Canada–U.S. Merchandise Trade
(CDN$ billions)

Source: Statistics Canada.
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has slowed, largely due to slower growth in Canadian 

FDI stock in the U.S. (See Chart 17.) The share of invest-

ment coming into Canada from the U.S. has remained 

relatively stable at around two-thirds, despite increasing 

U.S. interest in the oil patch, while the share of Canadian 

outward investment in the U.S. has declined significantly 

(from 66 per cent in 1987 to 46 per cent in 2005). 

Canadian investors have looked increasingly to other 

markets, notably Europe and Latin America (but also 

to tax havens in the Caribbean).

Canada’s economic relationship with the U.S., 
within a larger North American region, will continue 
to predominate.

As for Mexico, the expectations that existed at the time 

NAFTA was signed have not been realized. Mexico 

accounts for less than 1 per cent of total Canadian exports 

and about 4 per cent of imports, while it accounts for 

less than 1 per cent of Canada’s outward and inward 

FDI stock. The reality is that North American economic 

integration is more a hub-and-spoke relationship than a 

triangle; both Canada and Mexico are integrating with 

the U.S. much more rapidly than they are with each 

other. (See charts 18 and 19.)

Canada’s economic relationship with the U.S., within 

a larger North American region, will continue to pre-

dominate for the foreseeable future and will remain 

linked to the growth trajectory of the U.S. economy. 

But current trends in regional economic integration 

suggest one of three things:

We are not taking sufficient advantage of economic 

integration with the U.S., 

The post-FTA and -NAFTA effect is mature and 

tapering off, or 

The market forces that pulled us into the FTA and 

NAFTA in the first place are now taking both Canada 

and the U.S. in other directions. For example, the 

U.S. has aggressively embraced two-way trade with 

and investment in China, often through pan-Pacific 

integrated supply chains created by U.S. outward 

investment; Canada generally has not. (See Chart 20.) 

Consequently, China is on a path to replace Canada 

as the United States’ number one trade partner.

1.

2.

3.

Chart 17
Canada–U.S. Bilateral FDI Stocks 
(CDN$ billions)

Source: Statistics Canada.
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Chart 18
Canada–Mexico Merchandise Trade
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Source: Industry Canada.
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Chart 19
U.S.–Mexico Merchandise Trade
(CDN$ billions)

Source: Industry Canada.
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The message emerging from this assessment is that 

Canadians need to wake up to the fact that the Canada–

U.S. economic relationship is both vital and changing. 

The popular vision of a steady, lockstep march toward 

ever-increasing levels of bilateral economic integration 

across all fronts will not automatically become reality, 

and could even become an illusion. Closer North 

American economic integration may not shield us from 

global realities that confront us both directly and via 

the United States. Canadians need an objective under-

standing of exactly where regional economic integration 

is taking us, how it is being affected by the rapidly 

changing global economy, and what steps we should 

be taking to pursue our interests vis-à-vis the U.S. and 

with others. 

Chart 20
U.S.–China Merchandise Trade
(CDN$ billions)

Source: Industry Canada.
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HIGHLIGHTS

The changing global econ-

omy provides significant 

opportunities to improve 

Canada’s economic per-

formance through enhanced 

trade and investment. But 

global dynamics create sig-

nificant risks and uncertain-

ties for Canada’s prospects.

Economic growth that 

occurs at the expense of 

the global environment 

overstates its net contri-

bution to prosperity. 

Economic growth and sus-

tainability of the physical 

environment need to be 

integrated into a single 

concept of sustainable 

national prosperity. 

•

•

There is disequilibrium in 

the global economy. The 

United States’ external 

deficit has grown to a 

massive scale, creating 

a dangerous imbalance 

between global savings 

and investment. The 

inevitable U.S. adjustment 

will generate shock waves 

throughout the Canadian 

economy. We need to 

strengthen our capacity 

to buffer the adjustment.

With the suspension of the 

Doha Round of multilateral 

trade negotiations, future 

global growth is likely to 

be stimulated more by 

technology, energy and 

resources, and innovative 

investment, and less by 

further progress on multi-

lateral trade liberalization. 

•

•

Increased U.S. protection-

ism and greater regionalism 

in trade (particularly in Asia 

and Latin America) could 

leave Canada on the out-

side looking in.

Rapid economic growth 

and transformation in 

emerging economies 

(e.g., China, India, Brazil) 

creates both opportunities 

and risks. The resource 

boom is good news for 

Canada, but we also face 

stiff competition for mar-

kets and investment from 

both traditional and emer-

ging competitors. There is 

also the inherent risk of 

resource sectors crowding 

out traditional and emer-

ging sectors for goods 

and services.

•

•

3



The changing global economy provides enor-

mous opportunities for Canada to improve its 

economic performance through enhanced trade, 

investment and other economic exchanges. But it also 

carries some potentially critical downsides. This chapter 

focuses on four major areas where global dynamics present 

significant risks for Canada’s economic prospects⎯but 

also opportunities and reasons for doing things better.

SUSTAINABILITY: THE MERGER 
OF ECONOMIC GROWTH AND 
ENVIRONMENTAL PROTECTION

The idea that there is a close, interlinked relationship 

between economic growth and sustainability of the 

physical environment is once again in ascendancy.1 

There is growing recognition that gross domestic product 

(GDP) produced at the expense of the global environ-

ment, and at the expense of scarce and finite physical 

resources, overstates the net contribution of that eco-

nomic growth to our prosperity. Indeed, measures of 

national wealth should ideally include some estimation 

1 The concept of sustainability has taken decades to reach today’s 
level of social awareness. Key points in this journey of realization 
have included the publication of The Challenge of Man’s Future in 
1954, and Silent Spring in 1962; the first Earth Day in 1971; pub-
lication of The Limits to Growth in 1972; the first Earth Summit in 
1972; publication of the Brundtland Commission report in 1987; 
and the Rio Earth Summit in 1992. A more complete bibliography 
would include the American Commission on Intergovernmental 
Relations, The Federal Role in the Federal System, pp. 17–21; 
Commoner, Closing the Circle; and Foster, “A Planetary Defeat.”

of the net impact on the scarce natural resources used to 

produce that wealth—the costs imposed on the physical 

environment—in addition to the current estimation of 

the economic benefits from growth.

Integrating economic growth and the environment 

produces the concept of sustainable development—or 

more simply, sustainability. While there are many defi-

nitions and approaches to the notion, the Brundtland 

Commission’s definition is the most widely used: 

“Sustainable development is development that meets 

the needs of the present without compromising the abil-

ity of future generations to meet their own needs.”2

Measures of national wealth should include some 
estimation of the net impact on the scarce natural 
resources used to produce that wealth.

So how do we ensure that economic growth, the 

environment and related social impacts are woven 

together into a strong integrated fabric of sustainable 

national prosperity? Are we using the right measures 

and instruments to inform and guide public policy 

debate and business decision-making? And do today’s 

markets adequately encourage and incent sustainable 

behaviour, or do they send signals that foster unsustain-

able outcomes?

2 Brundtland, Our Common Future, p. 43.

Facing the Future: 
Uncertainties, Risks, 
Opportunities

CHAPTER 3
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THE MACRO LEVEL
Environmental issues with potential national, inter-

national or even global impacts can be classified as 

macro-sustainability issues. More than 20 years ago, 

the issues of acid rain and water quality in the Great 

Lakes helped to raise Canadian and American aware-

ness of cross-border environmental issues and the nega-

tive relationship between unconstrained economic 

growth and sustainability. Bilateral agreements were 

reached with the intent of curbing cross-border and 

domestic effluents. Depletion of the ozone layer and the 

need for global action on chlorofluorocarbons (CFCs) 

helped to raise awareness further, to the global level, 

and resulted in the 1987 Montréal Protocol. Recent sci-

entific evidence suggests that the erosion of the ozone 

layer has stabilized,3 and there may even be reasons to 

hope for a gradual reversal of the damage.4

Sustainability encompasses the use and management 
of scarce and finite global resources, and has a direct 
economic impact.

Global environmental concerns are not solely related to 

managing pollution, but also to the quality and avail-

ability of our resources. Both within Canada and inter-

nationally, moves have been made to develop effective 

environmental governance regimes that address globally 

important resource issues such as forest and fisheries 

protection and trade in endangered species (e.g., the 

Convention on International Trade in Endangered Species). 

Within Canada, the collapse of the East Coast fishery 

brought home the message that sustainability encom-

passes the use and management of scarce and finite 

global resources, and has a direct economic impact 

on specific communities.

The search for a global approach to sustainability is best 

demonstrated today by global and national strategies 

to deal with climate change issues. The hard scientific 

evidence of change in the global climate continues to 

grow. Rising levels of greenhouse gases (GHGs) in the 

3 See, for example, Westhead and Andersen, “The Search for Signs 
of Recovery of the Ozone Layer.”

4 Yang et al., “Attribution of Recovery in Lower-Stratospheric Ozone.”

atmosphere, particularly carbon dioxide (CO2), have 

been linked to the rise of average global temperatures 

and to the melting of polar ice caps and glaciers around 

the globe. An apparent increase in the frequency and 

intensity of extreme weather events has also been 

blamed on the temperature increase. The direct relation-

ship between human production of GHGs and atmos-

pheric CO2 is being ever more strongly demonstrated, 

and there remain only a few unconvinced critics.

But when it comes to policy action, a true global con-

sensus on the strategy and means for addressing climate 

change has not yet emerged. In 1992, at the second 

Earth Summit in Rio de Janeiro, the United Nations 

Framework Convention on Climate Change became 

the first building block toward a global consensus. 

The Climate Change Convention was eventually signed 

or ratified by more than 160 countries, including all the 

major emitting countries. 

The subsequent Kyoto Protocol of 1997 was another 

critical step toward an action plan to curtail emissions 

of GHGs, but its implementation is incomplete. The 

U.S. and Australia chose not to ratify the Protocol. China 

and India signed and ratified it but did not have targets to 

reduce emissions under the terms of the Protocol; Canada 

and Russia ratified it, but their support is wavering.5 

Nevertheless, the politically conservative governments in 

the U.S., Australia and now Canada are acting to develop 

and implement national plans for dealing with atmospheric 

emissions, including GHGs. The proposed Canada’s Clean 

Air Act represents one such effort. Moreover, sub-national 

governments within these countries–—states, provinces 

and cities—have introduced their own plans for reducing 

GHGs and adhering to the spirit of Kyoto.

Despite the absence of a meaningful global consensus 

on the Kyoto Protocol, climate change is now accepted 

in mainstream political discourse—politicians of all 

stripes have to position themselves as doing something. 

Moreover, it should be emphasized that Kyoto is but a 

first step in a long voyage to stabilize and then reduce 

global GHG and other gas emissions. Therefore, the 

5 Countries that have ratified the Kyoto Protocol are listed on the 
United Nations Framework Convention on Climate Change website: 
unfccc.int/2860.php.



The Conference Board of Canada | 29

future debate on climate change will not be on whether 

action is necessary to curtail emissions of GHGs. Instead, 

the debate will centre on how to develop a full global 

consensus on the pace of adjustment, the impact on 

various sectors and fair burden-sharing among nations. 

Measurement of the impact on national wealth of 

reducing GHG emissions will matter more and more 

in the ongoing debate. The Kyoto Protocol focused 

on commitments to reduce national emissions, but 

it did not formally link those reductions to impacts 

on national income or wealth. Countries with a large 

geographic size (and long distances to travel), cold cli-

mates, or heavy reliance on energy and other resource 

production could reasonably question whether the 

burden of adjustment was appropriately shared among 

nations. Canada, of course, reflects all three of those 

conditions. Similarly, developing nations have argued 

that it would be unreasonable to expect them to cur-

tail their industrial and economic advancement to deal 

with a problem caused predominantly by industrialized 

nations.6 (See box “The Interface Between Trade and 

the Environment—the Next Frontier?”)

The future debate will centre on how to develop a full 
global consensus on the pace of adjustment and fair 
burden-sharing.

At this point, it is useful to recall that the most com-

monly used measure of national wealth and prosperity—

GDP—came into vogue only in the post-war period. Its 

architects were economists like John Maynard Keynes 

and Simon Kuznets, who understood the powerful 

explanatory value of GDP but also cautioned against its 

misuse as the dominant or sole measure of the welfare 

of a nation. Kuznets lamented that “the welfare of the 

nation can scarcely be inferred from a measurement of 

national income as defined by the GDP … goals for 

‘more’ growth should specify of what and for what.”7

6 Jotzo, “Developing Countries and the Future of the Kyoto 
Protocol,” pp. 1–16.

7 As cited in Anielski, “The Genuine Progress Indicator,” p. 1.

As environmental awareness has grown in recent dec-

ades, numerous ideas have been offered in the academic 

and policy literature on how macro-sustainability might 

be measured and used to improve our understanding 

of sustainable national wealth. Various analysts have 

tried to build environmental impacts, as well as social 

impacts, into these measures. For example, a measure 

called the Genuine Progress Indicator, or GPI, was 

proposed in 1994 by Redefining Progress, a U.S. eco-

nomic research think-tank.8 The GPI adds up a nation’s 

expenses (GDP), factors in sectors that are usually 

excluded from the market economy (such as housework 

and volunteering), and then subtracts social ills: natural 

resource depletion, crime and loss of leisure time.

8 The GPI was first proposed in Cobb et al., “If the GDP Is Up, 
Why Is America Down?”

The Interface Between Trade and the Environment—the Next Frontier? 

The Negatives . . .
Concerns about trade and the environment first arose as a negative. Negotiation 
of NAFTA and the last round of multilateral trade negotiations gave rise to con-
cerns that expansion of economic activity triggered by trade liberalization could 
come at the expense of the environment, especially in countries without strong 
environmental records, like Mexico and emerging economies. At the same time, 
there were concerns that such things as environmental regulation, standards 
and labelling could become a new form of disguised protectionism if used to 
arbitrarily discriminate against imported products. Developing countries in 
particular have been concerned that a new “green conditionality” could hamper 
access to industrialized country markets. There are also concerns about poten-
tial confusion between trade and environmental agreements. 

The Positives . . .
Since the last WTO round, there has been growing recognition that the relationship 
between trade and the environment can also be a productive one. Where effective 
environmental policies are in place, the trade system can impact positively on the 
environment by improving efficient allocation of resources, removing distortions 
and generating revenues that can be used for environmental pro tection. Trade 
can improve environmental protection by opening access for environmental 
goods and services. And it can encourage investment and trade in innovative 
environmental technology.

A Future Priority . . . 
As global concern about sustainable economic development grows, so too will 
the need to address the multi-faceted trade and its relationship to the environment. 
However, although both NAFTA and the World Trade Organization (WTO) have 
mechanisms for doing so, results to date have been meagre. Trade and the 
environment needs to move higher up the priority ladder. 
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For Canada, an Index of Economic Well-being that takes 

environmental costs, social inequality and poverty into 

account when estimating Canadian national wealth was 

proposed in 1998.9

Another approach was developed by The Conference 

Board of Canada in its annual Performance and Potential 

report, which has been produced over the past decade. 

Canada’s performance is benchmarked against that 

of leading industrialized countries in six categories, 

including the Environment. The methodology is based 

on 22 indicators in a Pressure-State-Response model 

developed by the OECD.

Perhaps influenced by this work, the 2000 federal budget 

speech acknowledged the need and urgency to track a full 

range of Canada’s assets—including the ecosystem ser-

vices that are crucial to sustaining the economy in the long 

term. The National Round Table on the Environment and 

the Economy proposed, in 2003, an approach based on 

six initial indicators—one human capital and five natural 

capital indicators—that would augment familiar economic 

data like GDP. The indicators were educational attain-

ment, forest cover, freshwater quality, air quality, GHG 

emissions and extent of wetlands. The February 2004 

Speech from the Throne repeated the commitment to 

begin using several of the recommended indicators.

Political circumstances have changed in Canada; con-

sequently, these announcements and sustainability indi-

cators have not yet appeared in a federal budget, but the 

need for indicators that explicitly recognize the close 

relationship between GDP and sustainability of the 

physical environment—or natural capital—has grown, 

not waned.

To that end, a new Canadian Index of Wellbeing (CIW) 

is now under construction, measuring the extent to which 

we are realizing our values and goals as a society. The 

CIW is the result of a pan-Canadian and innovative 

partnership that brings together indicator experts, 

including Statistics Canada.10

9 Osberg and Sharpe, “An Index of Economic Well-being for Canada.”

10 See www.atkinsonfoundation.ca/ciw.

THE MICRO LEVEL
Environmental issues that affect specific industries, sec-

tors, local areas (both urban and rural) and individuals in 

those areas can be classified as micro-sustainability issues.

These issues are usually understood and assessed in 

terms of specific local impacts. Going forward, micro-

sustainability issues will have to incorporate macro-

sustainability concerns.

Measuring the impact of GHG reductions on national 
wealth will be increasingly important.

Significant progress has already been made on the 

Canadian and international regulatory framework 

for assessing and managing micro-sustainability. 

Legislation governing environmental protection (for 

example, the Canadian Environmental Protection 

Act) and environmental assessment (for example, the 

Canadian Environmental Assessment Act) has existed 

in various forms for many years at the federal and 

provincial levels. International guidelines and stan-

dards among governments, such as the World Bank’s 

Pollution Prevention and Abatement Handbook or the 

recent OECD guidelines for export credits, have also 

been developed. Generally, these regulatory frameworks 

are used to guide specific projects and initiatives, and 

they take social impacts into account in addition to 

environmental impacts. Volumes II and III of Mission 

Possible: Sustainable Prosperity for Canada examine 

the micro-sustainability issues in much greater detail. 

Volume II, entitled Mission Possible: A Canadian 

Resources Strategy for the Boom and Beyond, evaluates 

the conditions for sustainability in four sectors: forest 

products, agri-food, mining and energy. Volume II 

discusses how a well-functioning regulatory system 

is central to the protection of public interest, safety 

and the environment. Governments must continuously 

ensure that regulations are adequate to meet these goals 

in an efficient and effective way. Further progress on 

environmental performance and public safety will be 
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critical, and governments must play a major role in 

setting the business environment, as well as the rules 

and regulations to make this happen. 

However, current regulatory approval systems are 

complex, with significant overlap and duplication 

between the regulatory approval processes of provin-

cial governments and those of the federal government. 

Departments within each level of government can also 

create undue complexity in their approval systems. In 

short, Volume II argues that Canada needs to streamline, 

harmonize and integrate regulatory approval processes, 

where appropriate, to ensure not only that approvals 

take place in a timely fashion but also that the process 

continues to protect the public and the environment.

This is an important finding in the context of sustain-

ability because it demonstrates that inefficient regulatory 

processes can constrain wealth creation capacity, to the 

point that it may even be forgone in specific sectors, 

without any net improvement in overall sustainability. 

Indeed, there is a risk that regulatory processes may 

be stifling innovation in these sectors at a time when 

innovation through research and development (R&D) 

and refinements to production processes may be a critical 

way of reducing the environmental impacts of desirable 

economic activity.

Volume III, entitled Mission Possible: Successful 

Canadian Cities, highlights the significant improve-

ments that can be made to the urban environment 

through greater reliance upon the emerging field of 

industrial ecology. Within the framework of industrial 

ecology, a successful urban industrial ecosystem would 

effectively manage the energy and material flows linked 

to industrial activities, such that human needs are being 

met without overwhelming the assimilative capacity of 

the city, the surrounding area or indeed the planet.

If industrial ecology were put into practice, cities would 

become more resource efficient—they would make better 

use of the materials brought into them and produce less 

waste material. Waste products from one industry or 

sector would be recycled as inputs used in other sectors, 

minimizing the need for controversial and costly waste 

disposal outside the city. Numerous barriers—technical, 

informational, economic, regulatory, motivational and 

institutional—will have to be dismantled for industrial 

ecology to move into the mainstream of urban design 

and practice, but Volume III offers significant ideas 

for how our cities could be refounded on principles 

of sound sustainable economic growth.

Inefficient regulatory processes can constrain 
sustainable wealth creation capacity.

And individual firms can take their own measures in 

support of sustainability. As shown by The Conference 

Board of Canada’s ongoing work with the global Carbon 

Disclosure Project,11 companies can reduce their own 

firm-specific environmental footprint and simultaneously 

contribute to long-term shareholder value.

SUMMARY ON SUSTAINABILITY
There has been important movement at the macro level 

toward social and political acceptance of sustainability—

the integration of economic growth, social justice and 

environmental integrity. However, sustainable manage-

ment of important global resources like forests and fish-

eries remains incomplete. As for climate change and 

atmospheric emissions, there is not yet a meaningful 

global consensus on what economic actions are needed 

to slow, and then reduce, GHG emissions; nor is there 

agreement on how to share the economic impact of 

adjustment among nations. Improved measurement of 

the close relationship between GDP and macro-environ-

mental sustainability will be needed if we are to mini-

mize the economic impact on Canada of GHG reduction 

and other global resources management issues, and to 

share the economic impact of adjustment fairly.

Canada needs a well-functioning regulatory system 

to protect the public interest and the environment, and 

ensure the public safety. In these days of rapid innovation, 

the current regulatory approval system is stretched to keep 

up with the demands placed upon it. Reducing overlap and 

duplication between federal and provincial processes and 

among departments will help to remove unnecessary 

11 See www.cdproject.net.
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complexity and cost, and will provide more timely 

approvals with better sustainability results. Further, 

governments must ensure that their related agencies 

are adequately staffed.  

For the micro-sustainability of our cities, the adoption of 

industrial ecology would create systems that use resources 

more efficiently. This framework thus offers enormous 

potential to reposition Canadian cities as centres of sound, 

sustainable economic growth. And individual firms can 

act in support of sustainability, contributing to long-term 

shareholder value.

The principle of sustainability provides an important 

backdrop for the analysis in the balance of this volume.

DISEQUILIBRIUM IN THE GLOBAL ECONOMY

The global economy is out of balance. For 15 years, the 

U.S. external (or current account) deficit—the difference 

between the trade and investment flows in and out of the 

country—has grown progressively to a massive scale. 

This deficit, together with large U.S. fiscal deficits result-

ing from the Bush tax cuts, wars in Afghanistan and Iraq 

and relief funding for natural disasters, can be sustained 

only to the extent that foreign investors are prepared to buy 

U.S. dollar assets. The counterbalance has been provided 

by trade surpluses and huge capital outflows to the U.S. 

from Japan, China and elsewhere in Asia, and more 

recently from oil-rich investors in the Middle East 

and Europe.

Economists see this phenomenon as a fundamental 

imbalance between savings and investment—although 

whether the U.S. twin deficits are the cause, or just 

symptoms, is open to much dispute. What is not in doubt 

is that the U.S. current account deficit continued to mount 

in 2006, raising questions about its sustainability, and 

how and when the inevitable adjustment will occur.

While the financial alliance between the U.S. economy 

and foreign buyers of its financial assets is holding for 

now, there are indications that it will not be sustainable 

over the longer term. Commercial investors in China 

and India are diversifying away from U.S. dollar assets; 

central banks in countries like South Korea and Japan, 

concerned about U.S. dollar assets that have depreciated 

since 2002, are looking for wider diversification and 

better yields.

U.S. and global adjustments to current economic 
imbalances will send shock waves through the 
Canadian economy.

For the moment, there seems to be no constraint upon 

the foreign funds available to finance U.S. consumption 

and investment, even with the U.S. external deficit still 

stubbornly rising. Investors from oil-exporting countries 

have taken up the slack, recycling petro-earnings by 

acquiring U.S. real estate and corporate shares, and 

by placing money in private equity funds. The trend 

is away from riskless assets like U.S. Treasuries, and 

toward assets in the private market with the potential 

for higher yields (but also with higher risk).

So how will the U.S. and global imbalances eventually 

be corrected? The last time the U.S. current account 

deficit ballooned, in the 1980s, the problem was resolved 

through a combination of orderly depreciation of the dollar 

and solid growth in the second and third largest economies 

at the time, Germany and Japan. These countries, however, 

are not in a position to give the kind of boost to the world 

economy that they did 20 years ago. This time, the U.S. 

current account deficit is also larger—US$792 billion 

in 2005, or 6.4 per cent of GDP, and is still growing 

through 2006. (See charts 21 and 22.) U.S. exports to 

the high-growth emerging economies, notably China, 

are consistently growing more slowly than imports. 

As a result, the U.S. now has a trade deficit with China 

that has surpassed US$200 billion annually and that 

continues to grow.
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There are four interrelated possibilities that could bring 

about the eventual and inevitable adjustment in U.S. 

imbalances:

a further decline in the U.S. dollar, which would 

eventually boost American export growth and slow 

import growth;

higher U.S. interest rates, which would dampen 

domestic demand and thus slow import growth 

while raising yields for foreign investors;

restrictive U.S. fiscal policy through some combina-

tion of tax increases and cuts to government spending, 

which would slow domestic demand growth and 

attack the fiscal deficit directly; and

a sharp slowing of U.S. domestic demand growth, 

most likely in response to an equally sharp down-

ward realignment of U.S. housing prices. 

Canada’s deep integration with the U.S. exposes us 
more heavily to a U.S. slowdown and to U.S. dollar 
depreciation than our competition.

For its part, China took initial steps toward greater 

exchange rate flexibility and appreciation in mid-2005, 

though those steps have been cautious at best so far. 

Moreover, a rising yuan would reduce China’s incentive 

to keep acquiring U.S. assets.

Should foreign investors in Asia and among the oil-

exporting countries get spooked by some unforeseen 

event, Canada would be on the front line of U.S. and 

global adjustment. Our deep integration with the U.S. 

already exposes us more heavily to a U.S. slowdown 

and to U.S. dollar depreciation than our competition. 

Canada cannot hope to avoid any such shocks, although 

our solid overall macroeconomic performance and sus-

tained strong domestic demand will help to mitigate a 

U.S. slowdown. Nevertheless, additional action is needed 

to make our economy more vibrant and resilient—the 

subject of much of this report.

•

•

•

•

STALLING TRADE LIBERALIZATION

Trade liberalization has been a major factor in shaping 

the current global economy over the past 15 to 20 years. 

The lowering of tariff barriers, coupled with the acces-

sion of large numbers of countries to the World Trade 

Organization (WTO), has spurred growth in both indus-

trialized and emerging economies and has resulted in the 

integration of many countries into the global market-

place. The suspension of the Doha Round of multilateral 
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trade negotiations in mid-2006, however, poses important 

questions about the capacity of trade liberalization to 

continue to perform this function.

As the negotiation process has made painfully clear, 

the business of multilateral trade liberalization has 

become much more complex and challenging. What 

was once a small club of industrialized countries party 

to the General Agreement on Tariffs and Trade (GATT) 

has been transformed into a 149-member negotiation 

among countries at very different levels of develop-

ment and with different objectives. Much of the job of 

tariff reduction and quota elimination in industrialized 

countries has already been done. What is largely left 

are challenges that are politically tough, notably reduc-

tion of agricultural subsidies and tariffs (including in 

Canada’s dairy and other supply-managed industries), 

or technically complex subjects such as services and 

intellectual property.

The Doha Round suspension could inevitably give 
dangerous wind to the sails of protectionism.

The suspension of the Doha Round in mid-2006 does not, 

of course, bring multilateral progress on trade liberaliz-

ation to an end. There is still quiet momentum in the 

ongoing implementation of liberalizing measures from 

the last negotiating round and from the recent scheduled 

end of textile and clothing tariffs and quotas, as well as 

domestic reform implementation associated with WTO 

accession. Unless the Doha Round can be restarted and 

an agreement submitted to the U.S. Congress under the 

existing negotiating authority, which expires in July 2007, 

serious multilateral negotiations would have to wait 

until 2009, after the next U.S. presidential election. As 

a critical precondition to completing the Doha Round, the 

major industrialized nations—notably the EU, U.S. and 

Japan—must be prepared to bite the domestic political 

bullet on agricultural protection and support programs 

(not to mention improved market access, access to 

intellectual property and domestic reform in many 

tradable services).

At the end of the day, however, we need to face the 

possibility that future global growth may be stimulated 

more by other growth dynamics, such as technology 

and innovative investment plus the boom in energy and 

resources, and less by further progress on multilateral 

trade liberalization.

The main downside of the recent Doha Round suspension 

is the risk of it being perceived as a setback for the WTO 

itself—even if those who attack the credibility of the 

WTO do not offer an alternative paradigm that is con-

sistent or even coherent. Here it should be emphasized 

that Canada’s trade interests have always been best 

served by an open international trading system where 

market access is maximized and power is curbed by an 

agreed system of international rules and processes for 

dealing with disputes.

The Doha Round suspension could inevitably give dan-

gerous wind to the sails of protectionism, particularly 

on the part of a Democrat-controlled U.S. Congress 

spurred on by the massive U.S. external deficit. The rise 

of protectionism would pose serious bilateral trade risks 

for Canada, and for trade discipline.

The suspension could also accelerate the trend toward 

greater bilateral and regional preferential trade arrange-

ments. While half of global trade still takes place among 

industrialized countries, there is considerable scope to 

stimulate more trade among the emerging markets, and 

between them and industrialized countries. However, the 

emerging markets would have to be prepared to address 

the relatively high tariffs they still maintain with the 

industrialized world, and with one another. Recent 

trends toward greater regionalism in trade, particularly 

in Asia and to a lesser extent in Latin America, could 

leave Canada on the outside looking in. We would miss 

improved access to the major future sources of global 

economic growth. It also increases the complexity of 

what has been called the “spaghetti bowl,” a tangle of 

bilateral and regional preferential trade agreements all 

theoretically consistent with the WTO rules, but posing 

a practical nightmare for exporters and importers (not 

to mention a windfall for trade lawyers).
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EMERGING MARKETS: 
GOLDEN OPPORTUNITIES BUT 
CUTTHROAT COMPETITION

There are currently two popular images of emerging 

economies. One is of vast new markets for goods and 

services, fuelled by the growing demands of rapidly 

expanding economies and huge, growing populations 

of middle-class consumers—and in the case of China 

in particular, important potential new sources of invest-

ment. The other is of voracious, low-cost exports that 

will wash over economies like Canada’s, leaving busi-

nesses and jobs in their wake. Both images are partly 

right—and partly wrong.

THE RESOURCE BOOM
Exploding demand for energy and resources in emer-

ging economies, coupled with continuing high energy 

use in industrialized economies, will be a major factor 

in global growth for at least the next decade. Future 

global fault lines will also increasingly lie between 

those that have ready access to resources and those 

that do not.

The resource boom is good news for Canada’s resource-

based industries. Dubbed the “old economy” during the 

1990s, in contrast to the “new economy” of knowledge-

based services and high technology, the old resources 

sector is suddenly new again. Our mining and minerals 

sector, a global leader in the mining equity market, 

is well placed to capitalize on this opportunity; in 

2005, mining companies listed on the Toronto Stock 

Exchange raised US$4 billion in equity financing, the 

largest amount raised on any exchange in the world.

The resource boom, however, is a mixed blessing. 

First, it is not entirely a seller’s market. We face stiff 

competition—for both markets and investment—from 

others with more accessible and (or) lower-cost products. 

Many are emerging markets, like Russia and Brazil, and 

others are traditional competitors, like Australia. 

Second, high prices are not a boon in all respects. While 

large infrastructure projects like the oil sands and related 

pipelines have become more economic, the costs of key 

inputs like steel, related energy, transportation and labour 

are going up. And while many countries are banking 

on enhanced energy and resource trade with significant 

infrastructure expansion, resource prices and markets 

are inherently volatile. Importers will seek to diversify 

supply. History contains lessons of overestimation, over-

supply and overcapacity—as happened, for example, 

some years ago in northern British Columbia and Japan. 

Credible price assumptions are everything.

Exploding demand for energy and resources in emerging 
economies will be a major factor in global growth for at 
least the next decade.

Third, high resource prices can also spawn what is 

known as “Dutch disease,” a phenomenon that occurs 

when a strong currency driven by natural resource earn-

ings crowds out other exporting sectors of the economy, 

particularly manufacturing. Even though the resources 

sector remains relatively small compared with the rest of 

the economy, resource exports—particularly energy—are 

growing strongly. This phenomenon was first observed in 

the Netherlands in the 1960s, after the Dutch discovered 

large natural gas deposits in the North Sea and experi-

enced a large increase in incoming investment and out-

going exports. As the guilder grew in strength, non-gas 

exports became less globally competitive and firms in 

the manufacturing sector began to lose markets, lay off 

workers and eventually stagnate. Canada has the potential 

to catch Dutch disease, although how strongly the disease 

would affect us is open to debate.

Canada needs to maximize the advantages of the 

resource boom—but with its eyes wide open and its 

thinking cap on. Volume II of this compendium report 

addresses the challenges facing us in resource sectors.

THE MANUFACTURING JUGGERNAUT
Something similar can be said about the impact of 

China and other emerging countries on manufacturing. 

To a large extent, this impact will be positive. Consumers 

are benefiting hugely from lower prices at the checkout 

for basic goods like apparel, and for more sophisticated 

manufactured products like entertainment electronics. 

Low-cost imports reduce production costs for Canadian 
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manufacturers and supply chains, while investment in 

foreign production helps to open new markets. The 

Conference Board of Canada’s analysis also indicates that 

Canadian exports to and imports from some emerging 

economies are steadily moving up the value chain. (See 

box “Canada’s Trade With Emerging Economies: The 

Place of Intermediate Goods in Exports and Imports.”)

At the same time, the world is experiencing a profound 

shift in global comparative advantage, unlike anything in 

recent history. The adjustment process is telescoped, as 

countries like China, India and Brazil will move rapidly 

into higher levels of industrialization in a few years, not 

gradually over decades in the manner of previous rising 

stars like Japan or South Korea.

China, the world’s new “back workroom,” produces cheap 

clothing but also has an automotive industry and a space 

program, and is bent on going head-to-head with the 

U.S. and others in high technology. (See box “China’s 

Booming Auto Industry: Opportunity or Threat?”) Coastal 

China is already outsourcing some of its lower-cost 

standardized production to the interior hinterlands and 

to lower-cost producers in countries like Vietnam. India, 

the world’s new “back office,” has drawn a significant 

share of the world’s call centres and computer industry. 

Brazil competes with Canada in forest products but is 

also challenging us in aerospace.

While Canada’s bilateral trade deficit with China 

($22.4 billion in 2005) is as large as that of the U.S., 

relative to the size of our economy, imports from China 

have not been the hot button issue that they have been 

in the U.S. This is perhaps because our manufacturing 

sector is in relatively better shape, our unemployment 

rate is down and we enjoy an overall trade surplus. 

Nonetheless, concerns over growing Chinese imports of 

products like bicycles, barbecues and furniture has led 

Canadian manufacturers to seek “safeguard” protection 

permitted under the terms of Chinese accession to the 

WTO. As China and other low-cost producers move up 

the value chain, Canadian concerns will escalate.

Any notion that we can shield ourselves by hunkering 
down inside Fortress North America is an illusion.

China maintains that its economic strategy is not export-

led—it is consumer demand abroad that is driving exports, 

much of it a result of foreign offshoring. Still, China has 

replaced Japan as the world’s third largest exporter, after 

the EU and the United States. And the rise in global 

energy and commodity prices has not significantly slowed 

China down, at least not yet. Its trade surplus zoomed to 

US$102 billion in 2005 and continues to grow in 2006.

In part, Canada has been sheltered from global realities 

by its economic integration with the United States. But 

any notion that we can shield ourselves by hunkering 

down inside Fortress North America is an illusion. By 

integrating deeply within the North American economy, 

we have been placed on the front line of any economic 

adjustment to the large U.S. external and fiscal imbalances. 

As for trade more broadly, low-cost imports from China 

and elsewhere are placing some Canadian exports at 

risk of being priced out of the U.S. market. We also risk 

becoming collateral damage in trade actions, directed 

against China and other low-cost exporters, taken by a 

protectionist U.S. Congress.

Canada’s Trade With Emerging Economies: The Place of 
Intermediate Goods in Exports and Imports

The Conference Board’s analysis of where Canada fits in to the global supply 
chains of four major emerging markets shows that in most cases, when measured 
in current dollars, the share of exported intermediate goods rose markedly—for 
China, from 11 to 32 per cent; Brazil, from 15 to 36 per cent; and Russia, from 
25 to 42 per cent—while the share of Canadian raw material exports fell—for 
China, from 64 to 49 per cent; Brazil, from 49 to 19 per cent; and Russia, from 
44 to 8 per cent. The share for India changed little.

The Canadian import picture is more mixed. In two cases (again measured in 
current dollars), the share of intermediate goods imports rose—from China, 
from 15 to 25 per cent and from India, from 11 to 28 per cent—suggesting a 
closer fit into Canadian supply chains. Brazil, in comparison, increased its share 
of raw material exports from Canada from 23 to 40 per cent, while its finished 
goods share declined from close to 50 per cent to 23 per cent, possibly indi-
cating that Brazilian labour has slowly been priced out of the consumer goods 
market, such as footwear. The bulk of Canada’s imports from Russia remain 
raw materials, around 80 per cent. The Conference Board will be undertaking 
further analysis of Canadian trade integration with emerging markets in order 
to understand these trends more fully.  

Source: Beckman and Hodgson, “Making Connections.”
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There are several bottom lines. First, China and other 

emerging economies need to be seen for what they are—

sources of both opportunity and competition. Second, a 

more energy- and resource-intensive economy will shift 

economic activity toward Western and Northern Canada, 

in contrast to an increasingly stressed central Canadian 

manufacturing base—with consequent regional and local 

strains. Third, the future of Canadian manufacturing, 

facing both cost competition and a strong loonie, lies 

in securing positions in U.S. and other global supply 

chains, in active use of foreign direct investment 

(FDI) and in offshoring—as well as in becoming 

niche players in increasingly higher and higher levels 

of innovation-based production. The biggest risk is 

that we will slide backwards into a rearguard action 

with protective barriers and costly bailouts that will 

serve only to make us less competitive, and delay the 

inevitable adjustment process. 

China’s Booming Auto Industry: Opportunity or Threat? 

China is the next automotive powerhouse, following on the heels of Japan and South Korea. While estimates of future Chinese auto 
production vary, a recent CSM Worldwide forecast placed Chinese production at 4.3 million units in 2005, rising to 8.4 million 
by 2010. This would make China the third-largest producer, after the U.S. and Japan. China will become a main driver—perhaps 
even the main driver—of the global auto industry in the next 20 years, followed closely by India and smaller emerging econ-
omies, notably Thailand. 

In theory, China’s huge population could absorb considerable auto industry output. However, this will be circumscribed by the 
extent to which rising Chinese economic wealth is actually translated into rising and widespread personal incomes, as well as 
by environmental/infrastructure problems associated with rising auto use.

What, then, will China’s entry into the global auto stakes mean for Canada’s hard-pressed auto sector⎯at a time when the auto 
industry is becoming increasingly globalized?

Canadian auto parts manufacturers in China: Rapidly escalating Chinese production, coupled with lower growth prospects 
at home, are leading auto parts manufacturers (including Canada’s) to actively develop strategies aimed at becoming part of 
Chinese supply chains, either through enhanced exports or joint ventures with Chinese companies aimed at expanding produc-
tion in China. Meanwhile, China is actively encouraging the emergence of its own increasingly sophisticated auto parts industry; 
China’s Automotive Industry Development Policy, released in 2004, targeted US$70–100 billion in auto parts exports by 2010. 
The recent WTO action launched by the U.S., EU and Canada will be critical in discouraging China from discriminating against 
foreign manufacturers as its industry matures.    

China’s export capacity: Auto parts makers also anticipate increasing competition from China and other low-cost producers 
in their own markets. The ability of Chinese parts makers to undercut Canada in U.S. markets will, however, be offset to some 
degree by transportation costs and quality assurance factors that militate against taking advantage of the just-in-time production 
and delivery systems that North American assemblers now demand from their parts suppliers. As for vehicles, China became a 
net exporter of automobiles for the first time in 2005. While most Chinese auto exports are destined for the Middle East, Russia 
and Southeast Asia, Chinese vehicles will inevitably come to North America and Europe; in fact, Chinese-made autos (by Japan’s 
Honda Motor Co. in China) have already hit the European market. The sixty-four thousand dollar question is how long will it take 
China’s own automakers to reap economies of scale and meet the quality, safety, environmental and other performance require-
ments to compete successfully with Toyota, Nissan and Hyundai, as well as a potentially revitalized Big Three? 

Auto sector investment: The future of the North American auto industry lies in growing integration with its Chinese counterpart, 
which is already breaking into North American sourcing chains. For example, the Wanxiang Group, China’s biggest auto parts 
supplier, includes General Motors, Ford and Volkswagen among its customers. It also has strategic alliances with Bosch and 
Visteon, and has acquired, established or merged with 30 companies in eight countries, including Canada. In the meantime, 
China, as well as India, is drawing huge amounts of global auto investment. While Ontario has recently enjoyed some success in 
securing new investment in the auto sector, Canada will have to fight harder and harder for auto investment in the years ahead. 
Our challenge will be to ensure that a suitable share of Chinese auto sector investment comes our way so that Canadian manu-
facturers remain in the game.

Source: The Conference Board of Canada. 
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To secure its economic future, Canada must 

get its act together. While there are glimmers 

of recognition and some signs of progress, we 

have, on the whole, been slower than others to grasp 

the need to deal with new global realities.

The problem is not that Canadians are incapable of 

taking on large challenges. Over the past two decades, 

Canada has implemented a monetary policy that has 

given us low and stable inflation, and has recognized 

the need for fiscal consolidation and debt reduction. It 

has also participated in three major trade liberalization 

deals; the U.S.−Canada Free Trade Agreement (FTA); 

its successor, the North American Free Trade Agreement 

(NAFTA); and the last round of multilateral trade lib-

eralization negotiations leading to the creation of the 

World Trade Organization (WTO)—all of which exacted 

varying degrees of adjustment pain but also contributed 

to substantial net gain. So what is holding us back?

First, Canadians need a better appreciation of the chal-

lenges we face, and the courage and conviction required 

to take tough decisions. Our leaders need to shape public 

opinion, not simply be informed by it. “Boosterism” no 

longer cuts it; instead, we need hard strategies that antici-

pate where the world is heading. And we need less cross-

purpose between federal and provincial/territorial levels 

of government, and more concerted national purpose to 

position Canada to best advantage.

Second, we need to dispense with self-images that get 

in the way of a realistic appreciation of our situation. 

Although objectively Canada might actually prove to be 

the “best country in which to live,” others legitimately 

believe they also have a claim to the title. We have also 

taken comfort in being sheltered economically, militar-

ily and perhaps even politically by our relationship with 

the United States—without recognizing that this does 

not give us immunity from global dynamics.

Third, we need to change the tenor of national debate 

from the current endless preoccupation with wealth 

distribution to give at least as much emphasis to wealth 

creation. Concern about regional equity, fiscal trans-

fers, and the funding of health care and other national 

social priorities are natural ingredients of the Canadian 

political discourse. But we need to focus more on what 

goes into baking the future national pie, beyond who 

gets how big a piece of it. Otherwise, the end result will 

simply be a smaller pie than could have been possible.

Ultimately, it will be up to individual Canadian businesses 

to decide where and how to produce, trade and invest, 

according to where they think they can earn the best prof-

its for their shareholders. But there is much that govern-

ments, and governments working together with businesses 

and others, can do to shape our economic future. 

The remaining chapters of this report examine five 

areas, studied in depth under The Canada Project, where 

the policies implemented by Canadian leaders—both in 

the public and private sectors— will be critical to our 

future economic prospects: productivity and competitive-

ness; the domestic operating environment; the future 

workforce; international investment and trade; and 

international relations. 



HIGHLIGHTS

Only one-fifth of the 

Canadian business econ-

omy (excluding public 

administration) is more 

productive than its U.S. 

counterpart; the other 

four-fifths are less 

productive.

• Canada’s persistent lagging 

productivity is affecting 

our international competi-

tiveness. To improve 

Canadian productivity, 

we need to:

open industries to 

competitive pressures;

improve the level 

and quality of capital 

intensity; and

encourage organiza-

tional and managerial 

innovation.

•

–

–

–

Raising productivity is an 

imperative; a comprehen-

sive national strategy is 

required to address 

Canada’s productivity gap 

with the U.S. and other 

leading countries.

•

4



Improving Canada’s economic place in the world 

begins at home. In particular, we need to come to 

grips with our persistent lagging productivity and 

its effect on our standard of living and international com-

petitiveness. (See Table 3.) There is broad agreement 

among analysts that Canada’s productivity is well below 

that of the United States; by some recognized measures, 

Canadian productivity is only 83 per cent of U.S. levels.1 

1 Estimates differ depending on the measurement of hours worked 
by Canadians and by their counterparts in the United States.

And, despite a broad and growing consensus that Canadian 

productivity needs to be improved, the gap has been 

widening, not narrowing. Between 1981 and 2000, for 

example, business sector labour productivity in the U.S. 

grew by 1.9 per cent per year, compared with 1.6 per cent 

in Canada. Since 2000, the U.S. productivity growth 

rate has been 3.2 per cent per year while Canada’s 

has been just 1.0 per cent. (See Chart 23.)

Strategy #1: Embrace 
Productivity and Competitiveness

CHAPTER 4

Table 3
Productivity Versus Standard of Living Versus Quality of Life 

Term Measure Description

Productivity Output per worker (labour 
productivity) or total fac-
tor productivity (a more 
sophisticated measure) 

The most important benchmark used to gauge the strength of econ-
omies in comparison with other countries. Productivity drives wages 
and incomes, and measures potential to improve and sustain the stan-
dard of living. If productivity is high and growing, countries are more 
able to pay for programs and services.

Standard of living Gross domestic product 
(GDP) per capita

Like productivity, Canada’s GDP per capita is also in the range of 83 per 
cent of U.S. levels—which, in 2005, translated into an income differ-
ence of US$7,737 per Canadian.

Quality of life Hours worked versus hours 
of leisure time

Canada has lower productivity than the U.S. and a lower standard of liv-
ing. But this does not automatically imply that Canadians are worse off 
than Americans in terms of quality of life. Ultimately, most of us would 
like to have both higher living standards and more leisure time.

Source: The Conference Board of Canada.



44 | The Conference Board of Canada

We mislead ourselves, however, if we think of produc-

tivity only in terms of how we measure up to the U.S. 

Although this comparison is natural, it causes us to lose 

sight of the leading-edge economic performances of 

other countries one might not expect to be in the lead. 

Among OECD economies, eight countries surpassed 

the U.S. in average annual productivity growth between 

2000 and 2004, including Ireland and South Korea as 

well as some emerging market countries.

Canada does not have just a productivity gap, 
but a series of productivity gaps.

Various theories have been advanced, and factors cited, 

to explain why the productivity gap persists, despite the 

underlying strength and impressive macroeconomic per-

formance of the Canadian economy. It is widely acknow-

ledged that the large increases in investment in information 

and communications technologies in the U.S. during the 

second half of the 1990s fuelled U.S. productivity growth. 

Analysts point to our long-standing problem of lower 

capital intensity—the amount of machinery and equipment 

per worker—relative to the United States. Many companies 

are currently taking advantage of the rising Canadian dollar 

to invest in more machinery and equipment, but apart from 

investment in the oil sands, business construction has 

not seen the same recent growth. (See box “A Strong 

Canadian Dollar: Help or Hindrance?”) Others think that 

a lag may be involved that will self-correct as the impact 

of U.S. growth finds its way into the Canadian economy, 

or as the economy responds to Canadian dollar apprecia-

tion. Labour productivity can also be volatile, especially 

at the industry level, as it is strongly affected by the 

business cycle.

UNDERSTAND SECTORAL 
PRODUCTIVITY FACTORS

Whatever overarching factors are at play, Canada has a 

productivity problem. The Conference Board of Canada 

teamed up with the Centre for the Study of Living 

Standards to undertake a groundbreaking study of the 

productivity gap at the industry level. This study shows 

that Canada does not have just a productivity gap, but a 

series of productivity gaps, sector by sector. A few are 

on the positive side of the ledger, but most are on the 

negative. (See box “Productivity: Looking to the Industry 

Level for Answers.”)

We seem to be winning the productivity battle mainly in 

sectors whose overall contribution to GDP is relatively 

small, and losing it in sectors whose contribution to GDP 

is relatively larger. Those that are most productive—

notably resource-based industries, construction, trans-

portation and motor vehicles—contribute only about 

one-fifth of GDP. Those that are less productive make 

up the other four-fifths. A large proportion of lagging 

Canadian productivity occurs in the services sector, 

notably the financial services sector and wholesale 

and retail trade.

A further in-depth study of seven industries indicated 

that there are complex reasons why one industry sector 

is more productive than another. (See box “Productivity: 

What Makes the Difference?”) The factors also vary 

widely from industry to industry, and within Canadian 

and U.S. industry sectors. But three key directions for 

improving productivity performance stand out.

Chart 23
Average Annual Productivity Growth
(per cent)

Sources: Statistics Canada; U.S. Bureau of Labor Statistics.
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Open industries to competitive pressures. It is possible 

that competition is, on average, less intense in Canada 

than in the U.S.⎯particularly in services-producing 

industries, which are less subject to international com-

petition than goods-producing industries and have a 

smaller market in Canada. For example, the large pro-

ductivity gaps in finance, insurance and real estate, and 

in information and cultural industries may stem in part 

from a less competitive environment. This contrasts 

with the high productivity levels of natural resource 

A Strong Canadian Dollar: Help or Hindrance? 

The current strong value of the Canadian dollar has raised concerns about its potential negative effect on exports and competitiveness. A recent 
study—sponsored by the Conference Board and the Social Sciences and Humanities Research Council of Canada (SSHRC)—casts doubt on this 
thinking by documenting the risks of a weak currency on a country’s level of capital investment.

As an example, a fall in the value of the Canadian dollar may affect the level of investment through three channels:
Effect on demand: The lower dollar makes Canadian goods and services relatively less expensive both inside and outside the country. Increased 
demand for Canadian goods and services in domestic and international markets increases a firm’s profitability, which leads to an increase in pro-
duction. This results in a rise in the demand for all inputs, including capital.
Effect on imported capital: The lower dollar increases the domestic currency price of imported capital, which tends to decrease investment.
Effect on imported intermediate inputs: The lower dollar increases the domestic price of imported intermediate inputs. The impact of this price 
change on investment is uncertain, as it depends on the degree of substitutability between these inputs and capital.

Because of these contradictory effects, the net effect on investment of a real currency depreciation is uncertain. It will depend on which effect is domin-
ant. Investment is likely to rise following a depreciation only if the effect on exports and domestic demand is sufficient to outweigh the cost effect. 

The study demonstrates that, for the average country in the sample of 17 developed OECD countries, a currency depre ciation decreases overall 
investment in physical capital. The results imply that the negative effect on imported capital outweighs the positive effect on exports and domestic 
demand. This effect was significant in the short term and often 
persists for years, particularly in service sectors of an economy.

The net effect will differ by country and sector, depending on 
such factors as reliance on imported capital and export orienta-
tion. For the country with the most open economy, Belgium, 
a 10 per cent real currency depreciation is predicted to cause 
a 5.7 per cent fall in investment in the total economy, in the 
current year. (See chart “Impact on Investment of a 10 Per 
Cent Currency Depreciation, by Country.”) In contrast, for the 
country with the least open economy, the U.S., this effect is 
equal to just 0.64 per cent. In Canada, a 10 per cent real cur-
rency depreciation is predicted to cause a 2.4 per cent decline 
in investment in the total economy in the current year and a 
4.1 per cent decline in the long run.

In addition, the study demonstrates that increases in real wages, 
without corresponding gains in labour productivity, reduce 
investment in the medium and long term. Thus, inflexible labour 
markets—created by interprovincial mobility barriers or policies 
such as mandatory retirement—may hinder investment.

Given the already well-documented evidence of the significance 
of investment for Canada’s future productivity and output growth, 
these findings suggest that policies that generate movements 
in the exchange rate or wage rate have important (perhaps 
unintended) consequences for industry investment, productivity 
and economic growth. 

Source: Landon and Smith, The Exchange Rate and Wages.

•

•
•

Impact on Investment of a 10 Per Cent Currency Depreciation, 
by Country
(per cent ) 

Note: Based on the coefficient estimates for total investment.
Source: Landon and Smith.
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Productivity: Looking to the Industry Level for Answers 

In 2004, the Conference Board and the Centre for the Study of Living Standards undertook a major study of the factors that drive labour productivity 
industry by industry, using comparable Canadian and U.S. data that had become available. This work was recently updated, using new relative pro-
ductivity by industry figures produced by Industry Canada.

Of the 32 industries that make up the Canadian business sector, six are above U.S. productivity levels in the same sectors, one is equal to the U.S. 
productivity level and 25 fall below. (See chart “Relative Labour Productivity Levels in Canadian Industries, 2004.”) What is more important than the 
number of industries above or below U.S. levels, however, is the percentage of employment these industries represent. Industry sectors whose pro-
ductivity is above the U.S. level account for only roughly one-fifth of employment (18 per cent), while those below account for roughly four-fifths 
(82 per cent).

Of those above, only construction, by virtue of its size and strong productivity, seems to have any major effect on narrowing the productivity gap. 
Other sectors, notably resource-based and some manufacturing industries, also outperform but their contribution to overall output is smaller. The 
industries that contribute most to the gap are services—wholesale and retail trade; professional services; finance, insurance, real estate and manage-
ment of companies; accomodation and food services; and administrative services.

Source: Lafleur and Sharpe, “The Canada–U.S. Productivity Gap,” data updated in December 2006.

Relative Labour Productivity Levels in Canadian Industries, 2004
(per cent; share of U.S. level)

Note: This chart shows labour productivity levels for Canadian business sector industries as a share of their U.S. counterparts (vertical axis) and the size of each 
industry by its share of total employment (horizontal axis). An industry’s contribution to the overall labour productivity gap is calculated by multiplying its share 
of employment by its productivity gap.
Source: Rao, Tang and Wang, “What Explains the Canada–U.S. TFP Gap?” 
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industries, such as primary metals, wood products and 

mining, which are likely related directly to the competi-

tive pressures these industries face in world markets.

Improve the level and quality of capital intensity. 
Lower levels of capital intensity also account for a 

significant proportion of the gap in many industries. 

The Canadian retail trade sector, for example, uses 

on average only 50 per cent of the level of machinery 

and equipment per worker that the U.S. sector uses. 

Although the overall American technological advantage 

makes it difficult for Canada to overtake U.S. produc-

tivity levels in most sectors, we should realistically be 

able to at least approach them.

Support and foster organizational and managerial 
innovation. Increased capital investment cannot, in 

and of itself, increase productivity—it creates only the 

capacity to increase productivity. Such investments 

must be accompanied by complementary organizational 

and managerial innovation, which is in turn frequently 

driven by domestic and international competition. 

Similarly, sectors protected from competition (through 

tariff and non-tariff barriers, or labour rigidities, for 

example) need not worry about keeping pace with 

foreign rivals in terms of organizational innovation.

Productivity: What Makes the Difference? 

Productivity at the industry level is highly dependent on a mix of factors, as demonstrated below in the summary of the factors influencing the 
relative productivity of seven Canadian industry sectors.

More Productive . . .

Percentage of U.S.Level

Sector 1995 2004 Key Factors

Wood products 89 116 Natural comparative advantage
Strong demand from U.S. housing market
Faster rate of growth in capital intensity
Highly export oriented
Competitive pressures from U.S. countervail/anti-dumping increased pressure to reduce costs
Capacity utilization growth
Investment is a higher share of industry GDP (though now reversing)
Non-factor: research and development (R&D) low in both countries

•
•
•
•
•
•
•
•

Oil and gas
(mining)

109 142 Different industry mix: some Canadian production (e.g., tar sands) requires more labour and 
capital than conventional U.S. production
Different productivity growth drivers: increase in capital stock (Canada), large drop in employ-
ment and hours worked (U.S.)
Lower Canadian capacity utilization—higher Canadian investment in sector not yet caught up
Higher energy prices: exploitation of less accessible reserves will be more cost effective, but 
higher labour and capital requirements will reduce relative productivity  
Non-factor: capital intensity about the same

•

•

•
•

•

Chemicals 79 81 Capital intensity is lower
Industry shift from basic chemicals to pharmaceuticals
Enhanced focus on innovation and faster R&D spending
Well-educated workers, highly knowledge-intensive sector
Rising share of production geared to export, international pressure to remain competitive and 
reduce costs
Capacity utilization rate higher

(cont’d on next page)

•
•
•
•
•

•
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IMPROVE THE CORE ELEMENTS OF 
PRODUCTIVITY, COMPREHENSIVELY

Raising productivity is less a choice than an impera-

tive. Given our geographic proximity to the U.S., we 

stand to lose much in terms of our finest brains, talent 

and even companies if we fail to keep up with the folks 

next door. While we may never attain U.S. levels, given 

the sizable gap that has emerged in recent decades, the 

failure to achieve a substantial boost in productivity 

growth will mean lower real wages and incomes, and a 

standard of living falling further and further behind that 

of the United States. Introducing cleaner and more effi-

cient technologies and processes can also support more 

environmentally sustainable economic growth.

If we are serious about addressing Canada’s productivity 

shortcomings, a comprehensive national strategy is 

required. Unfortunately, there are no simple explanations 

or solutions, no quick fixes. As described graphically in 

Exhibit 1, such a strategy must be inherently complex 

and interrelated.

The determinants of productivity are multi-faceted. At 

the core of national productivity performance are the 

thousands of decisions made daily by individual firms, 

including the type and amount of physical capital and 

human resources used in the production process and 

the rate of adoption and integration of technological 

change. Well-designed and coordinated government

Productivity: What Makes the Difference? (cont’d)

Less Productive . . .

Percentage of U.S.  Level

Sector 1995 2004 Key Factors

Retail trade 64 60 U.S. retail trade industry a superstar in productivity growth stakes, with major contribution to U.S. 
productivity growth
The Wal-Mart effect: smaller Canadian firms have difficulty achieving similar economies of scale
U.S. technological innovation (e.g., continuous replenishment system, scanning equipment)
Higher U.S. machinery and equipment capital intensity (though Canadian investment in the retail 
trade sector increasing faster than in U.S.)
U.S. retail trade sector well integrated with wholesale trade and transportation sectors, boosting 
productivity from cross-sector standardization; Canadian transportation industries may be more 
focused on exports than on servicing the domestic market

•

•
•
•

•

Machinery and 
equipment

64 58 Sector productivity performance poor relative to Canadian manufacturing sector as a whole, as 
well as to U.S. counterpart
More intensive use of information and communications technology capital in U.S.
R&D growth strong but not as strong as in U.S.
U.S. price decrease, higher and more stable Canadian prices allow less productive businesses to remain
Export orientation of Canadian industry overshadowed by other factors

•

•
•
•
•

Electrical 
equipment

45 40 Sector in both countries in decline
Has ceded much market share to low-cost competitors, especially China
Relatively greater fall in U.S. output prices: this makes U.S. firms more subject to competitive 
pressures to reduce costs and improve productivity
Non-factors: R&D, levels of education and capacity utilization

•
•
•

•

Computer and 
electronics

128 21 Differences in industry structure: high-flying computer and peripheral equipment subsector 
smaller in Canada; larger drop in Canadian communications sub-industry
Lower product innovation
Better U.S. return on R&D expenditures
Non-factors: international competition high in both countries, smaller than average firms and 
economies of scale

•

•
•
•

Source: Lafleur and Sharpe, “The Canada–U.S. Productivity Gap,” updated in December 2006 using data from Rao et. al., 2006.
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policies can encourage the development of human and 

physical capital and can support innovation throughout 

the economy.

Next, productivity performance depends on the national 

business and policy environment within which firms 

operate, specifically the regulatory regime among the 

provinces and territories and with the federal government, 

the degree of competition in specific sectors, the tax 

system and the quality of the economic infrastructure. 

Since we are deeply integrated into the North American 

economy, Canadian productivity is affected by our ability 

to maximize the benefits of this North American eco-

nomic integration. For example, cross-border alignment 

on regulatory standards and the adequacy of border 

infrastructure would be important factors in determining 

whether Canada is gaining the full productivity benefit 

from North American integration.

In addition, national productivity performance is influ-

enced by changes in the global landscape. While we 

cannot control the global environment, it is possible to 

both influence and adapt to the external environment 

through well-designed international trade, investment 

and foreign policies. This underlines the need to make 

the adequacy and adaptability of Canada’s international 

trade and investment policies a core element of any 

Canadian productivity strategy—an element that has, 

heretofore, often been neglected or ignored in discus-

sions of productivity.

THE CORE MESSAGE: A NATIONAL 
PRODUCTIVITY STRATEGY IS NEEDED

Developing and implementing a comprehensive Canadian 

productivity strategy is a top national priority⎯one that 

will contribute to sustainable prosperity.2 Without it, 

Canada will continue to drive into the future without 

a road map. It should be emphasized, however, that 

while a productivity strategy must be national in scope, 

most assuredly it is not the responsibility of the federal 

2  Treating productivity and competitiveness as top national priorities 
is broadly consistent with the advice offered in the report of the 
Standing Senate Committee on Banking, Trade and Commerce—
Falling Behind: Answering the Wake-Up Call. Differences do exist, 
however, in the specific recommendations.

government alone to develop and implement such a 

strategy. Achieving optimal results will require the full 

engagement of all three levels of government, plus the 

full engagement and support of the private sector.

The next four chapters will draw upon The Canada 

Project research program to articulate specific elements 

of such a national productivity strategy. 

RECOMMENDATIONS TO EMBRACE 
PRODUCTIVITY AND COMPETITIVENESS

The Conference Board of Canada recommends that:

Canadians recognize that economic growth and con-

cern for the physical environment need to be inte-

grated into a single concept of sustainable prosperity:

Adopt metrics that integrate the concept of sus-

tainability into our measurement of economic 

growth and business success.

Improve federal and provincial government align-

ment and efficiency of environmental regulations.

Public and private sectors adopt a Canadian national 

productivity strategy that addresses the key elements 

affecting our productivity performance. 

1.

–

–

2.

Exhibit 1
Productivity: A Conceptual Policy Framework

Source: The Conference Board of Canada.
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HIGHLIGHTS

Canada needs to create a 

single Canadian market 

through comprehensive 

regulatory reform and 

alignment, and increased 

competition.

The current federal and 

provincial regulatory 

systems are cumbersome, 

complex and inefficient. 

Canada’s regulatory pro-

cess impedes the flow of 

capital, goods and talent. 

Regulatory processes must 

become more efficient 

and better aligned across 

jurisdictions, without 

sacrificing the protection 

of well-defined public 

interests.

Canada needs to foster 

innovation. Our most 

innovative firms generally 

have better productivity 

•

•

•

performance, experience 

faster growth and generate 

higher-quality, better-paying 

jobs when compared with 

other firms. However, we lag 

behind other industrialized 

nations in innovation and 

are falling further behind 

instead of catching up. 

Our weaknesses lie in 

inadequate research and 

development by private 

industry and in the conver-

sion of research discoveries 

into commercial advantage.

Tax reform is needed to 

support economic per-

formance, productivity 

and international competi-

tiveness. Lower-income 

Canadians should be 

encouraged to stay 

engaged in the labour 

force by sharply reducing 

•

the high marginal income 

tax rates they face. Capital 

and corporate income taxes 

at both the provincial and 

federal levels need to be 

reduced. Municipalities 

must be given improved 

access to the taxation 

instruments enjoyed by 

other levels of govern-

ment, to support their 

financial needs.

Canada’s infrastructure is 

suffering from chronic neg-

lect and under-investment. 

Transportation infrastruc-

ture in particular—used to 

move goods and people—

requires significant 

upgrading to support a 

well-functioning national 

market.

•

5



Research undertaken by The Canada Project has 

drawn us to the compelling view that Canada 

needs to create a single Canadian market, sup-

ported by a strong national operating environment for 

business. In concrete terms, this means comprehensive 

regulatory reform and alignment, increased competition, 

tax reform, investment in infrastructure and support 

for innovation.

STOP DEATH BY A THOUSAND PAPER CUTS

Research under The Canada Project has demonstrated 

that Canada could do itself an enormous favour by 

tackling the vast web of regulatory and other barriers 

that currently pervade the Canadian economy, and by 

reducing barriers to competition in specific sectors. 

Some of these barriers legitimately serve the public 

good, but others contribute to lagging productivity by 

raising the costs of doing business and by sheltering 

Canadian industry from domestic and international 

competition. If Canada hopes to compete internation-

ally, this situation cannot continue.

Without sacrificing well-defined public interest object-

ives that underlie the need for public policy intervention, 

Canada needs more efficient regulation and improved 

alignment among all levels of government—with the 

ideal being regulatory harmonization to create a single 

national market—which would reduce costs related to 

both compliance by businesses and enforcement by 

governments. Our national business and regulatory 

environment could then become a boost to produc-

tivity, rather than a drag on productivity as it is today.

Canada needs more efficient regulation and improved 
alignment among all levels of government.

The fact that problems persist in the design and imple-

mentation of regulation after years of initiatives aimed 

at reducing such barriers is, frankly, discouraging. Some-

thing different needs to be done to give more intelligent 

regulation the priority its economic importance warrants. 

As an agenda, it may not be the most enticing priority for 

governments and political leaders—but the good news is 

that it is largely within our own power to deliver. And it 

matters, more now than ever before.

INCREASE COMPETITION WITHIN CANADA
Canada needs a healthy dose of competition. Our 

economy, like the economies of most industrialized 

countries, is relatively open. Thanks to multilateral and 

bilateral trade liberalization over the past two decades, 

about half of the Canadian tariff schedule is duty-free, and 

remaining tariffs on industrial goods are quite low. But 

tariffs in some areas, mainly certain agricultural products 

and textiles, remain high; the average tariff on agricultural 

products is 21.7 per cent and the tariff quota in the dairy 

Strategy #2: Create a Single 
Canadian Market

CHAPTER 5
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sector is a staggering 238 per cent. The higher costs 

for goods produced by these heavily protected sectors 

are inevitably passed on as higher retail prices to con-

sumers and as higher costs to Canadian food manufac-

turers. (See box “Eliminating Barriers to Competition: 

The Arguments.”)

Moreover, as global tariffs have fallen, the profile of 

non-tariff barriers (NTBs)—the myriad of technical 

standards, licensing, local content rules and the like 

that restrict competition—has risen. NTBs have become 

the next protectionist frontier, at both the domestic and 

international levels.

To better understand the connection between barriers to 

competition and productivity, The Conference Board of 

Canada recently completed an analysis that breaks new 

ground in examining the impacts of both tariffs and NTBs, 

which are much more difficult to measure for the latter.1 

1 Darby et al., Death by a Thousand Paper Cuts.

This work shows that relative Canada–U.S. barriers to 

competition affect relative Canada–U.S. productivity in 

the primary and manufacturing sectors, indicating that 

further elimination of barriers to competition in Canada—

particularly in the tradable goods sector—would pay 

significant dividends in closing the Canada–U.S. produc-

tivity gap. (See box “Reducing Barriers to Competition: 

Increasing Productivity.”)

REINVIGORATE REMOVAL OF INTERNAL 
TRADE BARRIERS
With our federal system of government, the Canadian 

array of NTBs is daunting. Mainly internal rather than 

international in nature, they are also often quite opaque. 

To better understand their impact, the Conference Board 

conducted a survey of Canadian businesses in 2005, 

which confirmed that NTBs pose problems for business, 

primarily in the areas of standards and regulations—

though procurement policies and restrictions on labour 

mobility also rank high. The most serious and difficult 

choices facing Canada relate to removal of internal bar-

riers that result from provincial and territorial regula-

tions and practices that interfere with the movement of 

goods and services, the mobility of workers and the free 

flow of capital. (See box “Barriers to Competition: How 

Business Sees the Problem.”)

The elimination of barriers to competition in 
Canada would pay significant dividends in closing 
the Canada–U.S. productivity gap.

The interprovincial Agreement on International Trade 

(AIT) process that has been underway since 1995 has 

made some progress, mainly in the areas of govern-

ment procurement, non-discriminatory treatment of 

Canadian investors and businesses, non-imposition of 

local content requirements, labour mobility/credentials 

accreditation and the market for alcoholic beverages. 

Bilateral agreements in 2006 between Alberta and 

British Columbia, and subsequently between Ontario 

and Quebec, addressed specific bilateral barriers to 

labour mobility between the two pairs of provinces and 

Eliminating Barriers to Competition: The Arguments

The arguments in favour of open, competitive markets are very 
persuasive. Competition encourages firms to be nimble, adapting to 
changing circumstances through innovation. It provides consumers 
with the widest possible choice at the lowest possible cost. And it 
encourages both transparency and liquidity in markets, while making 
it extremely difficult for participants to achieve supernormal returns 
known as economic “rent.”

A 2004 OECD growth study and other empirical work provide ample 
evidence that competition-enhancing policies can foster higher pro-
ductivity and economic growth by improving resource allocation, 
encouraging managerial efficiency and effectiveness, increasing 
innovation and technological diffusion, boosting employment and 
spurring capital investment.

At the same time, there are important and legitimate non-economic 
goals of public policy, for which regulation is frequently the tool 
of choice. Examples of such goals are protecting public health and 
safety, protecting the environment, and fostering a nation’s unique 
identity and culture. Good regulatory policy requires a judicious bal-
ancing of both economic and non-economic goals, and of local and 
national interests.

Source: Darby et al., Death by a Thousand Paper Cuts.
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Reducing Barriers to Competition: 
Increasing Productivity

In The Conference Board of Canada’s recent analy-
sis, 16 industries where the relationship between 
barriers to competition and productivity is strong-
est represent 20.5 per cent of the economy. The 
chart “Relative Output Prices Versus Relative Multi-
Factor Productivity” plots the relationship between 
Canada−U.S. relative output prices and productivity 
ratio for the 16 industries. A strong negative rela-
tionship exists between relative prices and produc-
tivity performance vis-à-vis the U.S., shown by the 
downward sloping line. This means that the 
higher relative prices are in Canda, the lower 
Canadian productivity is relative to that of the 
United States. Because higher prices reflect bar-
riers to competition, the research suggests that 
further elimination of barriers to competition in 
Canada would indeed pay dividends in closing 
the productivity gap with the U.S.

For the Canadian services sector as a whole, differ-
ences between the Canadian and U.S. regulatory 
frameworks did not appear to be related to rela-
tive productivity performance—although further 
disaggregation of data may well show relation-
ships in such sectors as finance and insurance.

Given the importance of the services sector 
to the Canadian economy, however, the results 
suggest that policy-makers must look to other 
factors, in addition to barriers to competition, 
for a complete explanation of the Canada–U.S. 
productivity gap.

Source: Darby et al., Death by a Thousand Paper Cuts.

Relative Output Prices Versus Relative Multi-Factor Productivity 
(Canada and U.S.; 16 industries)

Industries
A Fabricated metal F Furniture and related products  L Primary rental
B Machinery and computer G Plastic and rubber products M Printing and publishing
C Textile and clothing H Electronic and electrical products N Non-metallic mineral products
D Wood products I Motor Vehicle O Paper
E Agriculture J Other transportation equipment P Mining
 K Food, beverage and tobacco
Source: Rao et al., 2004.
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Barriers to Competition: How Business Sees the Problem

A survey of Canadian companies carried out by The Conference Board 
of Canada in June 2005 indicated that the majority consider themselves 
negatively affected by NTBs. The most common barrier identified is stan-
dards and regulations (41 per cent), followed by procurement policies 
(26 per cent); licensing requirements (20 per cent); impediments to 
labour mobility, especially among provinces (13 per cent); and privacy 
legislation (12 per cent).

Firms perceived that for all NTBs, roughly 60 per cent originate 
with provincial governments and about 40 per cent come from the 
federal government.

The most significant negative impacts of NTBs are loss of business 
(26 per cent), increased administration costs (24 per cent), reduced 
competitiveness nationally or internationally (13 per cent), and a higher 
cost structure (11 per cent). Other negative impacts identified are higher 

Source: Darby et al., Death by a Thousand Paper Cuts.

costs associated with fighting or avoiding barriers, higher input prices, 
reduced innovation and product improvement capacity, and inefficient 
size of operation.

Approximately one-third of the respondents said their competitiveness 
is hindered by regulations in their home province, and another third by 
regulations in other provinces and territories. Close to one-quarter said 
that provincial regulations hinder their competitiveness internationally.

Companies have adopted various strategies for dealing with NTBs. Some 
have changed production techniques, product lines or marketing strategies, 
most of which add to business costs. Some avoid selling in certain 
provinces because of regulation or procurement programs—or associ-
ate themselves with partners or subcontractors in other provinces. Most 
worrisome, some are seeking business opportunities in more hospitable 
jurisdictions, or moving their operations out of Canada altogether.
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were another positive step.2 But there is much more 

that could be done—in part by taking a leaf out of 

the international trade negotiation notebook. (See box 

“Expediting the Removal of Internal Barriers to Trade: 

Some Ideas.”)

SIMPLIFY AND SHORTEN THE REGULATORY PROCESS
Closely related to barriers to internal trade and mobility 

of labour is the more general problem of Canada’s heavy 

overload of complex and inefficient regulation. Canada 

has been engaged in the process of regulatory reform in 

one way or another for decades—from Health Canada’s 

efforts to improve regulation in biotechnology, to move-

ment in the area of telecommunications, to more recent 

federal initiatives around “Smart Regulation.” As with 

internal barriers to trade, however, true progress has 

been modest.

In part, difficulties stem from a popular perception that 

improving regulation is synonymous with weakening 

regulation, particularly in the sensitive environmental 

and health safety areas. But this need not be the case. 

Surveys and interviews carried out by the Conference 

2 Note, however, that even the widely heralded agreement between 
Alberta and British Columbia still contains many exceptions to the 
commitment to free trade, including 5-1/2 pages of exceptions 
pertaining to occupational certification covering over 50 categories 
of skilled labour—from acupuncturist to water well driller. These 
exceptions last until 2009.

Board have revealed that business concerns over regula-

tion are less about the actual content or level of standards 

than they are about compliance costs associated with 

process—the time (and money) it takes to work through 

regulatory processes, especially when multiple levels of 

government are involved. Canada needs more efficient 

regulation that can be enforced at less cost to business, 

while meeting well-defined public interest objectives. 

Volume II will make this point in greater detail with 

respect to environmental regulation.

Regulatory reform needs to be lifted out of small steps 

and incremental change and into the realm of bold actions 

that cut through the impasse. We need to take our cue 

from others that are going down the regulatory reform 

road, and get the process onto a fast and efficient track. 

Australia, for example, is reportedly proposing to limit 

its regulatory approval process for large infrastructure 

projects to six months, compared with the many years 

required in Canada. A six-month target is extremely 

ambitious, but such an objective provides a valuable 

example of what others are prepared to consider in 

order to be internationally competitive. Given a choice, 

the majority of foreign investors would most likely 

choose to invest in a process-friendly jurisdiction rather 

than engage in Canada’s complex, time-consuming, 

multijurisdictional regulatory tangle.

The regulatory reform process in Canada needs 
to get onto a fast and efficient track.

TACKLE THE “BIG” REGULATORY POLICY ISSUES
We need to come to grips with the fundamental regulatory 

policy issues that bear on our future economic competi-

tiveness. It is time to tackle the big issues. For example, 

on national securities regulation, while the recently agreed-

upon “passport” system in national securities regulation 

among provinces is a step in the right direction, it needs 

to be accompanied by further simplification and harmon-

ization of securities laws across provinces. The optimal 

outcome would be to bite the bullet and create a single 

Expediting the Removal of Internal Barriers 
to Trade: Some Ideas

How could faster progress be made regarding interprovin-
cial trade barriers? We could:

change the operating principles and language of 
internal trade agreements such that all trade related 
to particular regulations or rules would be considered 
to be free and unconstrained, unless a regulation or 
barrier is explicitly and specifically identified;
create binding dispute resolution mechanisms;
promote bilateral and multilateral agreements among 
provinces to circumvent roadblocks faced by negotia-
tions among all the provinces; and
conduct more research on the impact of domestic NTBs 
on Canadian and provincial economic performance.

Source: Darby et al., Death by a Thousand Paper Cuts.
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national securities system and regulator.3 The same 

boldness is required in the financial services industry, 

where consolidation and openness to international com-

petition should be advanced as core integral elements.

Innovative firms have better productivity performance, 
faster growth and generate better-paying jobs.

ALIGN CANADIAN AND U.S. REGULATORY 
FRAMEWORKS MORE CLOSELY
The most important gains in Canadian economic 

efficiency in the international arena would come from 

improved alignment of Canadian and foreign regulatory 

frameworks, particularly with the United States. There 

is much to be gained by taking the initiative to remove 

differences between Canadian and U.S. regulatory stan-

dards and processes where doing so would meet the needs 

of both countries. This need not mean ceding national or 

provincial regulatory authority, since domestic objectives 

would have to be respected fully. Improved alignment 

of our country’s regulatory standards—addressed by the 

Security and Prosperity Partnership of North America—

should be given higher priority and is discussed further 

in Chapter 7.

FOSTER KNOWLEDGE AND INNOVATION

The second key element of the national operating 

environment is innovation, more specifically the need 

to foster an innovation culture. (See Exhibit 2.) There is 

growing recognition of the importance of innovation to 

Canada’s future, but we have only a partial understanding 

of its fundamentals. Innovation can also make a critical 

contribution to environmental sustainability by using 

3 While ranked seventh-largest in the world based on market capital-
ization, Canada’s TSX Group accounts for only 5 per cent of total 
world market capitalization. Notwithstanding vested interests and 
claims of the benefits of having 13 provincial and territorial regula-
tors (such as the ability to respond to regional interests), the Wise 
Persons’ Committee—an independent body formed by the federal 
government—recommended that Canada adopt a single regulator 
administering a single code. It argued that this approach would 
best support competitiveness, innovation and growth in Canada’s 
capital markets. 

resources, particularly energy, more efficiently and 

creatively. For these reasons, the Conference Board 

has been examining innovation in depth.4

Our work confirms what we tend to assume: innovative 

firms, generally speaking, outperform their counterparts. 

Canada’s most innovative firms have better productivity 

performance, faster growth and generate higher-quality, 

better-paying jobs. The work also indicates that innovation 

is not just about generating economic value; it also gen-

erates social value by, for example, creating safer com-

munities and improving health care and environmental 

protection. More innovative countries reap better economic 

and social benefits. Sweden, for example, combines 

first-rate performances on social and environmental 

indicators with top rankings in both the economic and 

innovation categories.

4 Since 1999, The Conference Board of Canada has published 
an Annual Innovation Report. The 2006 edition is titled Annual 
Innovation Report 2006: Lessons in Public-Private Research 
Collaboration: Improving Interactions Between Individuals. See 
also Exploring Canada’s Innovation Character published by The 
Conference Board of Canada in 2004.

Exhibit 2
Innovation Framework

Source: The Conference Board of Canada.
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Canada emerges as a leader in certain aspects of 

innovation, which suggests that we are producing some 

of the right overarching conditions needed to support 

and encourage it. Ongoing efforts to reform regula-

tion, reduce taxes, invest in research and development 

(R&D), foster clusters5 and encourage a knowledge-

based society and innovation-savvy workforce will 

help. Our challenge is to develop and sustain a unique 

innovation system that works for us, recognizing that 

the ingredients that go into successful innovation vary 

from country to country.

BOLSTER COMMERCIALIZATION
Our biggest weaknesses in innovation lie in inadequate 

R&D by private industry and in converting research 

knowledge into commercial advantage. Our investment 

in knowledge (broadly defined as investment in R&D, 

software and higher education) has improved, and we 

have moved up in investment in information and com-

munications technology (ICT). But investment in over-

all R&D by private industry falls well short of that in 

other countries. (See Chart 24.) Since 2001, Canada’s 

expenditure on R&D as a proportion of gross domestic 

product (GDP) has actually been decreasing slightly, 

while that of several Western European countries has 

been increasing.

5 Clusters are groups of interconnected companies closely located 
geographically.

In the years ahead, we will have a substantial challenge 

competing with other countries, such as Sweden and the 

U.K., that are investing heavily in new ideas. The more 

other countries invest in R&D, the harder it will be for 

Canada to catch up.

Canadian companies struggle to generate sales 
from innovative products.

However, investing significantly more in R&D will gen-

erate little unless we can also extract more value from our 

investments through more successful commercialization⎯
transforming ideas into goods and services that can be 

sold in the international marketplace. While no single 

agreed upon set of benchmarks exists to measure the 

commercialization performance of any country, there 

is reason to believe that Canada has not lived up to its 

potential in this area.

Research comparing Canada with European countries 

has found that Canadian companies struggle when it 

comes to generating sales from innovative products.6 

Indeed, it has been suggested that 50 per cent of Canadian 

innovations may not fully benefit the Canadian economy, 

because they are either done by individuals who have a 

hard time commercializing them or owned by foreign 

assignees.7 There is also a perception that many of our 

best ideas simply “go south” or elsewhere, providing 

other entrepreneurs with profitable opportunities.

To help tackle the commercialization issue, the 

Conference Board established a Leaders’ Roundtable 

on Commercialization, which recently produced a strat-

egy for Canadian innovation. (See box “Innovation: 

Moving Toward Stronger Commercialization.”)

ENCOURAGE CLUSTERS—WITH CAVEATS
The Canada Project also conducted research into whether 

clusters are the strategic way to go. Many of the world’s 

leading economists think so. Perceived success stories 

6 Mohnen and Therrien, “Comparing the Innovation Performance 
of Manufacturing Firms,” p. 325.

7 Trajtenberg, Is Canada Missing the “Technology Boat”?

Chart 24
Gross Domestic Expenditure on R&D for Selected Countries
(per cent; share of GDP)

Source: OECD.
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like Silicon Valley have encouraged look-alike initiatives 

in virtually every corner of the globe. The biotechnology 

sector, for example, recently announced the intent to 

establish clusters in over 50 centres around the world.

While much has been said and written about the ability 

of knowledge-based clusters to accelerate the pace of 

innovation, attract investment, stimulate job creation 

and attract wealth, there is also much that is not clear. 

Fascination with clusters has vastly outstripped our 

current understanding of the factors that support their 

growth. Reliable, consistent data on clusters are rare. As 

a contribution to understanding, the Conference Board 

undertook a survey of Canadian ICT firms participating 

in clusters, as well as 11 case studies of clusters in cities 

around the world ranging from Bangalore and Tskuba 

to Boston and Vancouver.8 (See box “What Clusters 

Themselves Have to Say.”)

This work confirmed that clusters contribute to regional 

economic growth through an influx of skilled labour and 

firms, as well as investment. But they are not a panacea. 

Clusters carry risks. Reliance on a single cluster for 

regional economic growth can be particularly perilous; 

regions with a number of well-developed clusters are 

likely to be more stable. Clusters are also subject to 

boom and bust cycles. They typically are not large 

employers; the Toronto biopharmaceutical cluster, the 

largest in Canada, represents only 1 per cent of total 

employment.

8 The analyses undertaken are described in more detail in 
Munn-Venn and Voyer, Clusters of Opportunity.

Innovation: Moving Toward Stronger Commercialization

The Leaders’ Roundtable on 
Commercialization is a two-year blue-
ribbon panel composed of 49 senior 
business executives and deputy min-
isters, brought together to make bold 
decisions and plans regarding commer-
cialization challenges in Canada. In addi-
tion to some preliminary “quick hits” for 
action, the Roundtable has identified a 
priority set of six overarching initiatives, 
each with measurable targets:

Establish priority areas in which 
Canada will be global best.
Increase corporate investment in 
strategic training and recruitment.
Increase corporate investment in 
research, development and 
innovation.
Increase international and domestic 
risk capital investment in Canada, 
and focus on bigger deals.
Expand innovation in industrial 
supply chains.
Institute an independent national 
advisory group in innovation-based 
commerce.

Source: Guthrie, Picking a Path to 
Prosperity.

1.

2.

3.

4.

5.

6.

Six Elements of the Strategy

Source: The Conference Board of Canada.
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What Clusters Themselves Have to Say 

To better understand the role of clusters, the Conference Board surveyed six Canadian information and communications technology (ITC) clusters 
and six biotechnology clusters.

Key factors drive the growth of clusters at various stages of their life cycle . . .

The survey indicated that the most important factor supporting a cluster throughout its life cycle is a pool of skilled technical workers, which attracts 
talent, firms and entrepreneurs. Access to risk capital as an obstacle to growth is also very significant, particularly in the early stage. Proximity to 
markets is less relevant in the early stage compared to the other two factors, but typically becomes more important once the cluster reaches maturity.

The impact of local support mechanisms is questionable . . .

While local support for clusters—through trade associations, cluster councils and the like—is commonly cited as important, the survey suggests that 
it is less useful than generally believed, or, perhaps, that the approaches themselves are simply inadequate. A substantial proportion of respondents do 
not find such support helpful at all, which suggests that the support mechanisms either are not providing the services clusters sought or are undervalued. 
The strongest support (more than 25 per cent) was attributed to university-based networking and national or regional trade associations; less useful 
were university technology transfer offices and economic development organizations.

Most—but not all—firms in clusters benefit . . .

Approximately one-third of firms belonging to clusters strongly agreed that they are receiving competitive advantage, while about another one-third 
found that cluster membership was somewhat helpful. These benefits appear to increase as the cluster matures. However, another one-third of firms 
strongly disagreed that belonging to a cluster provides them with competitive advantage. This challenges the concept that clusters necessarily deliver 
superior economic performance—or indicates that not all firms are able to capitalize on the benefits of being part of one.

Source: Munn-Venn and Voyer, Clusters of Opportunity.

Early stage 
(per cent)

Growth stage 
(per cent)

Mature stage 
(per cent)

Skilled technical workers 53.1 64.2 55.8

Access to risk capital as an obstacle to growth 65.3 38.8 28.8

Locating near key customers 24.5 32.8 48.1

Strongly agree 
(per cent)

Sometimes agree 
(per cent)

Strongly disagree 
(per cent)

Increased profitability 21.8 38.3 39.8

Improved ability to keep up with competitors 32.6 31.2 36.2

Improved quality of new products and services 24.0 40.0 36.0

Increased ability to introduce new products, 
services and ways of doing things

36.2 28.3 35.5

Increased speed at which new products and 
services are taken to market

28.8 37.1 34.1

Increased productivity 33.6 37.1 29.3

Often helpful 
(per cent)

Sometimes helpful 
(per cent)

Not helpful 
(per cent)

University-based networking organizations 30.2 30.1 39.7

National or regional trade associations 26.4 31.8 41.8

Regional industry or cluster councils 21.0 32.0 46.9

University technology transfer offices 15.9 29.3 54.8

Economic development organizations 14.9 28.6 56.5
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Governments around the world have not had much luck 

inducing clusters from scratch; successful clusters are 

typically market driven. Governments can, however, 

nurture them by building a conducive environment, 

particularly through core policies aimed at developing 

of skilled labour and facilitating access to risk capital.

REFORM THE CANADIAN TAX SYSTEM 
FOR PRODUCTIVITY

The overall Canadian taxation system is a crucial element 

in determining economic performance, productivity and 

international competitiveness. Taxes do much more than 

simply collect monies for government spending; they 

establish relative incentives for work, savings and invest-

ment, and they can selectively encourage or inhibit 

behaviour by individuals and firms that impacts critic-

ally on productivity growth. As such, it is important that 

all three levels of government in Canada take into account 

the interaction of the structures of their respective tax 

regimes, and related tax rates, to understand the reforms 

needed to enhance Canadian economic performance 

and competitiveness. 

While Canada has made significant progress in recent 

years in improving its tax structure, especially with 

respect to the lowering of federal and provincial income 

taxes, the Conference Board believes that three areas for 

future tax reform deserve priority treatment in support 

of a national productivity strategy: 

Encouraging lower-income Canadians to stay engaged 

in the labour force by removing the tax disincentives 

to transition from employment insurance (EI) or 

social assistance to paid employment; 

Improving Canada’s international competitiveness 

with respect to taxes on capital investment; and 

Ensuring the optimal alignment among tax regimes 

across all three levels of government.

REMOVE DISINCENTIVES TO WORK
There is general agreement among economists that high 

marginal personal income tax rates (i.e., the effective tax 

rate on the final dollar of earned income) discourage work 

effort for workers at all levels of the income scale. In 

Canada, high marginal income tax rates are unreasonably 

punitive and discouraging for lower-income workers who 

1.

2.

3.

are attempting to move from social assistance to paid 

work, or to maintain their foothold in the labour force. 

Recent work by the C.D. Howe Institute found that for 

Ontario and Alberta, marginal tax rates approach 80 per 

cent for incomes around $37,000 in both provinces. 

They rarely drop below 60 per cent for incomes between 

$28,000 and $50,000 in Ontario and for incomes between 

$30,000 and $40,000 in Alberta.9 Such punitive high mar-

ginal tax rates at these income levels reflect a combination 

of personal income taxes, payroll taxes (EI and Canada 

Pension Plan [CPP]), and clawbacks of federal and provin-

cial programs that are related to the recipient’s income.

In Canada, high marginal income tax rates 
are unreasonably punitive.

Personal income tax credits or exemptions that are set 

at low levels, and average income tax rates that rise 

steeply⎯to almost 33 per cent on income as low as 

$30,000⎯are also sharp deterrents to work at lower 

income levels.10 Individuals may prefer to remain on 

EI or accept welfare benefits, rather than enter the labour 

force and have a high level of earned income taxed away 

while also having social support clawed back. The result-

ing welfare trap for the individuals concerned makes no 

positive contribution to national productivity performance, 

since skills that are needed for improvements in personal 

productivity are not being developed through regular 

labour force attachment.

A recent report by the Task Force on Modernizing 

Income Security for Working-Age Adults (MISWAA) 

reinforced the C.D. Howe findings by emphasizing the 

problems faced by low-income earners as they con-

template entering the workforce.11 In a special report 

for the MISWAA Task Force, TD Economics quanti-

fied the value of benefits that social welfare recipients 

receive in Ontario and compared these benefits with the 

recipients’ situation as they transitioned to paid employ-

ment. The TD Economics calculations showed that the 

9 Mintz, The 2006 Tax Competitiveness Report, p. 5.

10 Ibid., p. 7.

11 Task Force on Modernizing Income Security for Working-Age 
Adults, Time for a Fair Deal, pp. 23−24.
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marginal effective tax rate under these circumstances 

is generally well over 50 per cent and can even jump 

to more than 100 per cent. This calculation reinforces 

the message that under the current system of taxes 

and clawbacks, individuals can be financially better 

off remaining on social assistance than accepting paid 

work, to the benefit of no one.12

Finally, work performed under the auspices of the 

Institute for Competitiveness and Prosperity reached 

similar conclusions.13 According to this study, a single-

earner couple with two children in Ontario faces a mar-

ginal effective tax rate of 60 per cent shortly after they 

pass $31,000 in taxable income, and as taxable income 

reaches $36,000 the marginal rate climbs to an absurd 

90 per cent. As the Institute’s report indicated, any pro-

gressive tax system will have the feature of higher mar-

ginal tax burdens at certain income levels.14 However, 

difficulties arise in both Ontario and Alberta because 

of the large range of incomes characterized by high 

marginal effective tax rates. Brief marginal rate spikes 

over a very narrow income range are less likely to be 

a major economic problem than are high, persistent 

plateaus. A small raise in pay may move an individual 

past a spike, but a high plateau of unreasonable mar-

ginal effective tax rates will influence a wide range 

of incremental work decisions.15 

At a time when Canada is already facing severe labour 

shortages in certain provinces, and given the forecast for 

shrinking labour availability when the baby boomers 

begin to retire in significant numbers (beginning as 

early as 2010), it is clear that the disincentives to move 

from social assistance or EI to paid work need to be 

addressed and eliminated without delay. A smoothing in  

federal and provincial clawback rates on income-tested 

benefits is in order, combined with an increase in the 

basic exemption level.

12 Ibid., p. 24.

13 The Institute for Competitiveness and Prosperity, Taxing Smarter 
for Prosperity, pp. 36−37.

14 Ibid., p. 37.

15 Poschmann, “Marginal and Average Effective Tax Rates in Ontario.”

IMPROVE INTERNATIONAL COMPETITIVENESS
Federal and provincial governments have begun making 

important progress in lowering personal income tax rates. 

However, taxes on capital investment remain discour-

agingly high. According to the C.D. Howe Institute’s 

2006 Tax Competitiveness Report, Canada’s effective 

tax rates on capital investment are the eighth highest of 

81 industrialized and developing countries.16 Indeed, 

Canada’s effective tax rate on capital investment, 36.6 per 

cent, is more than 6 percentage points higher than the 

average for all 81 countries.17

The evidence is clear: Canada’s effective tax rates 
on capital investment need to come down.

Economic research has reached a general consensus on 

the issue: the higher the rate of business taxation, the 

lower the rate of capital investment. Recent work by 

staff at the federal Department of Finance found that a 

10 per cent reduction in the cost of capital can increase 

investment in machinery and equipment by 10 per cent 

in Canada.18 Similar results have been obtained by 

studies on foreign direct investment (FDI); a 2003 study 

of this issue showed that a 1 per cent reduction in the 

effective tax rates on capital investment can increase the 

foreign direct capital stock by about 3.3 per cent.19 The 

recent poor performance of Canada as a destination for 

FDI is at least partly attributable to Canada’s high rates 

of taxation of capital investment.

The evidence is clear: Canada’s effective tax rates on 

capital investment need to come down. The federal 

government has recognized this fact and has begun to 

phase out the capital tax (a specific tax levied on capital 

spending) and reduce corporate income tax rates. Various 

16 Only China, Brazil, Germany, Russia, the United States, the 
Republic of Congo and Argentina have higher effective tax rates 
on capital than Canada.

17 The effective tax rate on capital investment measures the amount of 
tax paid through such measures as corporate income taxes, capital 
taxes (a tax levied directly on the purchases of capital goods), sales 
taxes on capital goods and other capital investment-related charges 
such as stamp duties as a share of the pre-tax returns on investment.

18 ab Iowerth and Danforth, Is Investment Not Sensitive to Its User Cost? 

19 De Mooij and Ederveen, “Taxation and Foreign Direct Investment,” 
pp. 673−693.
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provinces have slowly begun to follow suit. However, 

the reductions to taxes on capital investment currently 

planned by the federal and provincial governments will 

still result in a high effective tax rate on capital invest-

ment. The C.D. Howe Institute estimates that this rate 

would equal 32.6 per cent in 2010,20 improving Canada’s 

international ranking by only one position⎯we would 

have the ninth-highest effective tax rate on capital 

investment among 81 nations, rather than the eighth-

highest. And of course, this assumes no other changes 

to tax rates on capital investment in other countries.

The Conference Board of Canada agrees that taxes on 

capital investment should be cut to bring Canada’s rates 

much closer to the world average. This would require 

further reductions in corporate income taxes at the federal 

level and, even more importantly, business taxation reform 

at the provincial level. Provinces need to eliminate capital 

taxes and to convert sales taxes levied on business inputs 

into value-added taxes, such as those reforms already 

adopted in Quebec and in three Atlantic provinces.

Finally, the federal government had little choice but to act 

on the broad preferential tax status accorded to income 

trusts. Not only do income trusts reduce corporate tax 

revenues flowing into federal coffers, but future national 

productivity growth would have been impaired if firms 

transformed into income trusts did not retain sufficient 

earnings for future reinvestment in innovation and renewal.

ENSURE OPTIMAL ALIGNMENT OF TAX REGIMES
Tax rates are important, but so too is the design and 

alignment of our multiple systems of taxation. The three 

levels of government and myriad individual jurisdictions 

in Canada impose a host of taxes, levies and user fees 

with little regard for whether such taxes are aligned to 

achieve a common purpose. At a time when the federal 

government is moving to eliminate capital taxes, such 

taxes remain stubbornly high in many provincial jurisdic-

tions, with considerable variation among the provinces. 

In terms of sales taxes, only three Atlantic provinces in 

Canada have harmonized their sales tax systems with the 

federal goods and services tax (GST). Tax regimes that 

20 Mintz, The 2006 Tax Competitiveness Report, p. 14.

operate at cross-purposes across the country undermine 

desirable incentive structures and impose added costs on 

businesses in terms of compliance.

Our overall tax system acts as a brake on 
productivity growth.

The sheer number of taxes, levies and fees across the 

various political jurisdictions serve as a substantial bar-

rier to trade. For example, trucking companies wishing 

to operate nationally face different licensing fees and 

requirements in virtually every province, which adds to 

the cost of doing business. As stressed by The Canada 

Project report Death by a Thousand Paper Cuts, differing 

regulations across provinces serve as non-tariff barriers 

that add significantly to business costs and help to lower 

Canadian productivity. When coupled with insufficient 

alignment with the federal tax system, our overall tax 

system can act as a brake on productivity growth. More 

research is required in this area to examine the current 

pattern of taxation across political jurisdictions in order 

to identify the top priorities for action on alignment 

and, ideally, areas where harmonization is desirable.

And what of taxation in Canada’s cities? Perhaps the 

most glaring shortcoming of the current national taxa-

tion structure is the lack of flexibility with respect to 

taxation instruments at the municipal level. At present, 

income taxes and general sales taxes are not open to 

Canadian municipalities as sources of revenue, even 

though municipalities in other countries can draw upon 

these revenue instruments. Canadian cities are instead 

restricted to using a combination of property taxes, 

development charges, licences and user fees to finance 

expenditures. Numerous Conference Board studies for 

individual cities have stressed the inadequacies of the 

current taxation choices available to municipalities;21 the 

2004–05 edition of Performance and Potential devoted 

21 See for example Les défis fiscaux; Measuring Toronto’s Fiscal 
Capacity; La situation financière des municipalités de la com-
munauté métropolitaine de Montréal; and La situation financière de 
la ville de Gatineau; and a joint study by the Conference Board and 
L’Union des municipalités du Québec, La situation fiscale des 
municipalités québécoises.
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an entire chapter to this topic.22 Each of these studies 

concluded that under current conditions, cities are unable 

to provide the services for which they are responsible 

while securing a level of infrastructure sufficient to 

meet current demands and accommodate future growth. 

(See box “Vertical Fiscal Imbalance: What Next?”)

Given the long-term demographic outlook, with an aging 

labour force translating into slower economic growth on 

the near-horizon, it will be hard to attain future growth in 

22 Lefebvre and Swettenham. “Canada’s Cities: In Need of a New 
Fiscal Framework.” 

aggregate revenues from property taxes without punitive 

increases in mill rates. This politically difficult option 

leaves municipalities chronically under-funded over the 

long term as they attempt to take on the challenges of pro-

viding appropriate infrastructure and levels of service. 

Municipalities must be given improved access to the taxa-

tion instruments enjoyed by other levels of government if 

they are to remain fiscally viable and assume their place 

as the locomotives of innovation and economic growth. 

Volume III of this report considers this issue in detail.

There has been much debate in Canada in recent years on the topic of 
“fiscal imbalance.” Various federal and provincial politicians have either 
called for it to be redressed, or denied its very existence. As part of the 
debate, a study done by The Conference Board of Canada in 2002 con-
cluded that there was a growing fiscal imbalance between the federal gov-
ernment and the provinces in aggregate, based on the actual and expected 
fiscal revenue capacities and expenditure obligations at that time.1 As we 
shall see, the picture has changed since then.

Where does the issue of fiscal imbalance stand today? Before we can 
answer this question, we must be clear on our terms. Fiscal imbalance 
has been understood by the general public as surpluses at the federal 
level of government and deficits for the provinces. This interpretation is 
not complete or accurate. Fiscal imbalance is not just about the current 
fiscal framework for the federal and 10 provincial governments. Rather, 
it reflects the structural relationship among and between the three levels 
of government in Canada, with different tax regimes and related rev-
enue-generating capacities, and different obligations to deliver services 
to the public. At its core, fiscal imbalance is about specific governments 
not having the ability to generate the revenues needed to meet their 
spending obligations.

Fiscal imbalance can appear in two forms. It can be vertical—between 
higher and lower levels of government, which is the subject of this dis-
cussion. Or it can be horizontal—among governments at the same level, 
specifically the provinces. The equalization program exists as one means 
of addressing horizontal fiscal imbalance.

The Current Fiscal Context
The May 2006 federal budget contained numerous tax-cutting and 
expenditure actions that sharply reduced the level of expected federal fis-
cal surpluses for the coming decade. That budget came on the heels of 
multi-year commitments by the previous Martin government to transfer 

1  The Conference Board of Canada, Vertical Fiscal Imbalance: Fiscal 
Prospects for the Federal and Provincial/Territorial Governments, 
July 2002, p. 64. 

huge sums to the provinces for health care, equalization and other pro-
grams. The Conference Board expects the federal government to generate 
modest annual surpluses of $5–$7 billion over the coming five years, 
including the $3 billion annual contingency reserve. Concurrently, thanks 
to policy adjustment and stronger-than-expected revenues, the provinces 
as a whole have now moved into a surplus position, based on their cur-
rent budgets. In aggregate, the provinces had a fiscal surplus of about 
$8 billion in 2005–06, and we expect them to remain in fiscal surplus for 
the next five years, with that surplus slowly declining.

However, the aggregate provincial surplus obscures important differences 
in the current and projected fiscal performance of individual provinces. 
Alberta has a large current fiscal surplus, which reached nearly $9 bil-
lion in 2005–06 and is projected at $5 billion in 2006–07. Most other 
provinces have small surpluses or are in rough budgetary balance. 
Three provinces—Ontario, Newfoundland and Prince Edward Island—
are projected by the Conference Board to have fiscal deficits for fiscal 
year 06–07.

Structural Imbalance
But what about the longer term structural fiscal relationship among 
governments? There is strong evidence that Canada is facing a structural, 
vertical fiscal imbalance between the federal and provincial levels of gov-
ernment over the medium term. Recent work done by the Conference 
Board for The Council of the Federation shows that the provinces as a 
whole will begin moving into significant and deepening structural fiscal 
deficits beginning in 2013–14, even as the federal government con-
tinues to enjoy fiscal surpluses.2 Although the May 2006 federal budget 
sharply reduced the expected level of future federal surpluses, the fed-
eral government is still expected to continue generating fiscal surpluses 
well into the future.

(cont’d on next page)

2  The Council of the Federation, Reconciling the Irreconcilable: Addressing 
Canada’s Fiscal Imbalance, April 2006, p. 64. Note that the federal fiscal 
forecast provided in this report was done before the May 2006 federal 
budget, which reduced significantly the size of projected federal surpluses. 

Vertical Fiscal Imbalance: What Next?
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For the provinces, the key driver of the projected structural provincial 
deficits, and the resulting vertical fiscal imbalance over the medium 
term, is the public health care system. The combination of rapid growth 
in health care costs and the aging of Canada’s population will escalate 
the strain on provincial budgets. In the Conference Board’s forecast for 

The Council of the Federation, total health care spending is expected to 
grow by 5.7 per cent annually on average for 2005–06 to 2024–25. This 
projected compound growth rate is quite conservative, as it is far below 
the average annual increase of 7.5 per cent recorded from 2000–01 
to 2004–05. Nevertheless, even with this conservative assumption for 
annual growth in health care spending, the provinces move into aggre-
gate fiscal deficit in 2013–14, which grows to a deficit of $63.5 billion 
in 2024–25. If annual growth in health care spending cannot be con-
strained to 5.7 per cent, the gap becomes far more ominous.

Cities and Fiscal Imbalance
The fiscal imbalance of our cities is a further core element of the national 
debate that has yet to be addressed. As emphasized in Volume III of 
The Canada Project final report, our cities are already facing a significant 
structural fiscal imbalance. On the cost side of the ledger, cities face 
heightened expectations to provide services and quality of life that 
promote their competitiveness, as well as rising costs of urban trans-
portation and other infrastructure. Infrastructure in our cities has been 
under-funded for decades now, resulting in a municipal infrastructure 
gap estimated three years ago at between $55 billion and $120 billion. 
At current levels of maintenance and capital expenditures, the infrastruc-
ture gap will continue to grow as existing capital stock ages and growth 
adds new demands.

Yet our cities do not have the fiscal capacity to close this infrastructure 
gap themselves. Canadian cities can only generate revenues from prop-
erty taxes on businesses and residences, development charges, and 
licensing and other user fees. Certainly they could do more to help 
themselves, through increased user fees to reflect the true cost of ser-
vice provision and by accepting increased debt loads for capital projects.

But more importantly, shrinking intergovernmental transfers, combined 
with the off-loading of federal and provincial responsibilities, have 
starved our cities of financial resources.3 From 1989 to 2004, growth 

3  The federal government has passed on to cities part of maintenance of 
municipal airports, local ports and local harbours, and immigration settle-
ment. Provinces have downloaded responsibilities in transit, child care, 
education, social housing, social assistance, ferries, selected airports and 
property tax assessment. The Ontario government has passed on respon-
sibility for some provincial highway maintenance. The Quebec government 
has recently established new norms for fire and police protection that muni-
cipalities must meet, but without new funding.

Source: The Conference Board of Canada.

in municipalities’ total revenues did not keep pace with the rate of 
revenue growth enjoyed by other levels of government (4.4 per cent 
average annual revenue growth for the federal government; 4.0 per cent 
for provincial governments; 3.1 per cent for local governments). These 
annual disparities add up. From 1996 to 2001, provincial/territorial and 
federal governments saw revenues increase by an average of 25 per 
cent, while municipalities saw only a 14 per cent increase over the same 
period. The responsibility lies largely with declining transfers to munici-
palities. Transfers were just under 16 per cent of local governments’ total 
revenues in 2004, down from 25 per cent in 1993. And if the fiscal imbal-
ance of our cities is not addressed, their financial health will only worsen.

Some have argued that the Constitution limits the extent of federal 
engagement in our cities, since cities are the responsibility of the 
provinces. However, Ottawa is already involved in myriad city-focused 
programs on several policy fronts: immigration, transit and housing 
infrastructure, employment insurance, social welfare support, etc. 
A federal-level policy focus on cities is needed to allocate transfers and 
investments strategically; to collaborate effectively with other govern-
ments’ efforts; and to generate better data to inform public policy. If the 
federal government is to achieve its overall economic and social object-
ives, it needs to help Canada’s cities to flourish.

Options for Action
So how might vertical fiscal imbalance be addressed among all three 
levels of government? Given the consensus view that Canadians are 
highly taxed relative to our international competitors for foreign invest-
ment and talent, the option of simply raising taxes is not considered 
here. So there are essentially four policy options:

Option 1 is to increase fiscal transfers to junior levels of government, 
subject to certain conditions attached on how the funds are to be used.
Option 2 is to assume responsibility for services that are now being 
managed, and funded, by junior levels of government. This option 
has been called “up-loading,” and is particularly germane to cities.
Option 3 is to create tax room through one level of government cut-
ting its own rates of taxation, providing room for other governments 
to increase taxes for the services they deliver.
Option 4 is to give city governments access to growth taxes like income 
or sales taxes that generate increased revenues as the economy grows.

All four options are now in play in the public policy debate. These 
options are not mutually exclusive; they can be combined across the 
three levels of government in Canada to produce more sustainable fiscal 
performance and deliver better services to the public.

What is now required is frank recognition of the facts of vertical fiscal 
imbalance within Canada, a full debate on the options and their impacts, 
and a shift into action.

•

•

•

•
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INVEST IN INFRASTRUCTURE

A further critical element for the national operating 

environment is infrastructure. Canada’s existing transpor-

tation infrastructure is, for the most part, aged and fragile. 

Be it the state of infrastructure in our cities, the bridges 

and roads needed for trade with the U.S., or ports and 

access linkages on both the west and east coasts, much 

of our infrastructure is suffering from chronic neglect 

and under-investment—and it shows. Investing in infra-

structure at appropriate levels will be an increasingly 

important ingredient in our economic performance.

Our major airports are the notable exception. Their 

infrastructure has improved in many cases after under-

going a fundamental shift from federal to local ownership 

and control, and with many adopting a user-based cap-

ital funding model.23 Nevertheless, we need to keep up 

with the intense international competition in air freight, 

and the ground infrastructure linking our airports into 

the broader transportation grid for people and goods 

remains strikingly inadequate in a number of cases. 

INFRASTRUCTURE IN CANADA’S CITIES—MIND THE GAP
As is discussed in detail in Volume III, Canada’s cities 

require significant public infrastructure investment for 

maintenance and renewal, and to accommodate growth. 

Estimates range between $50 billion and $125 billion 

for the Canada-wide infrastructure backlog of deferred 

maintenance, rehabilitation and replacement, with at 

least half of the backlog recorded at the municipal 

level.24 The 2005 report of the intergovernmental 

Urban Transportation Task Force estimated that a total 

investment of $89 billion was needed over the following 

10-year period.25 This included $22.4 billion for main-

tenance, renewal and expansion for conventional transit 

infrastructure and $66.3 billion for urban roads and bridges. 

It did not include costs that would be incurred by munici-

palities to establish new transit systems where none cur-

rently exist or for specialized transit, nor did it include 

23 Airports in smaller communities are another story; there are reasons 
to question the divestiture of these airports by the federal government.

24 Mirza and Haider, The State of Infrastructure; TD Bank Financial 
Group, Mind the Gap, pp. 4−5. 

25 Urban Transportation Task Force, Urban Transportation in Canada, 
p. 2.

transit needs in Saskatchewan, Prince Edward Island, the 

Northwest Territories or Nunavut, as those jurisdictions 

did not provide an estimate to the Task Force.

INVEST IN BETTER TRANSPORTATION 
AND BORDER INFRASTRUCTURE
Achieving necessary levels and composition of public and 

private investment in transportation infrastructure will be 

a key success factor in determining whether Canadian 

businesses will be able to succeed in both North America 

and emerging markets. There is strong international com-

petition from countries that are already moving significantly 

in this direction; Australia, for example, has embarked 

on a major round of infrastructure building to serve the 

Asian energy and resource market. But trade is not the 

only consideration; the state of our infrastructure is 

also viewed as a significant deterrent by potential 

foreign investors.

And improving infrastructure is about more than tarmac 

and vehicles; it is also about streamlined transportation 

systems that are coordinated among themselves and with 

border security systems, allowing the trucks, trains, planes 

and ships to get Canadian goods (and services) to market 

as quickly and efficiently as possible. The rise of terrorism 

has changed the way we look at all forms of infrastructure, 

from transportation and border to energy and utilities, and 

information and communications technology. The fact 

that about 85 per cent of this infrastructure is in the hands 

of the private sector makes a strong argument for engaging 

the private sector on these issues and including leading 

private sector representatives on the federal government’s 

Advisory Council on National Security. Protecting our 

infrastructure is a growing priority—and the bill will 

not be cheap.

Extensive micro-economic reform is needed to improve 
Canada’s productivity.

Improvements to Canada–U.S. border infrastructure, 

enhanced programs for land-based pre-clearance and 

pre-screening for shippers and travellers, and the new 

Pacific Gateway Strategy are important moves in the 

right direction. But governments—federal, provincial and 
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municipal—need to become more proactive in streamlining 

and modernizing transportation and border infrastructure. 

Anyone who has recently travelled through the Windsor–

Detroit corridor knows about the fragility of the current 

transportation infrastructure portal. Private industry and 

all levels of government need to be relentless in pursuing 

the modernization and coordination of trade transporta-

tion and border infrastructure, including security, as a 

national priority.

THE CORE MESSAGE: THE DOMESTIC 
OPERATING ENVIRONMENT MATTERS, 
A LOT

In sum, creating a much more supportive national operat-

ing environment—comprehensive microeconomic reform 

that creates a single Canadian market—will be a critical 

success factor in improving Canada’s productivity per-

formance. The microeconomic reform agenda entails 

everything from ending the death by a thousand paper 

cuts (caused by insufficient competition and excessive 

and misaligned regulation), to fostering innovation through 

implementation of the strategy already developed by the 

Leaders’ Roundtable for Commercialization, to tax reform 

at all three levels of government, to investment in infra-

structure and in making the border work more effectively. 

Such extensive microeconomic reform designed to create 

a single Canadian market is a tall order, but one that is crit-

ical to improving Canada’s productivity performance.

RECOMMENDATIONS TO CREATE 
A SINGLE CANADIAN MARKET

The Conference Board of Canada recommends that:

Governments tackle the vast web of regulatory and 

other non-tariff barriers that currently pervade the 

Canadian economy, and reduce barriers to competition 

in specific sectors:

Reinvigorate the removal of barriers to internal 

trade by adopting some of the techniques used in 

international trade negotiations, like binding dispute 

settlement mechanisms and enhanced bilateral/

regional agreements.

3.

–

Align, and ideally harmonize, regulatory standards 

and processes among all levels of government.

Pursue the big regulatory policy issues, like 

national securities regulation or openness in the 

financial services industry. 

Simplify and shorten the regulatory process 

and improve regulatory coordination, for example, 

by identifying a regulatory “champion” for specific 

projects.

Align Canadian and U.S. regulatory frameworks 

more closely by removing differences in regula-

tory standards and processes where doing so 

would meet the needs of both countries.

Business and governments foster knowledge and 

innovation by implementing the strategy developed 

by the Conference Board’s Leaders’ Roundtable for 

Commercialization, which identified six priority 

areas for businesses and government:

Establish priority areas in which Canada will be 

global best.

Increase corporate investment in strategic training 

and recruitment.

Increase corporate investment in research, 

development and innovation.

Increase international and domestic risk capital 

investment in Canada, and focus on bigger deals.

Expand innovation in industrial supply chains.

Institute an independent national advisory group 

in innovation-based commerce. 

Governments reform tax policy in support of pro-

ductivity:

Reduce marginal tax rates on low incomes.

Eliminate capital taxes and reform business 

taxation.

Strengthen the alignment of the Canadian tax 

system across three levels of government.

Provide cities with the tax instruments they need 

to meet their fiscal responsibilities.

Governments, working with the private sector, invest 

in the modernization and coordination of trade 

transportation and border infrastructure, including 

security, as a national priority. 

–

–

–

–

4.

–

–

–

–

–

–

5.

–

–

–

–

6.



HIGHLIGHTS

Canada needs to invest 

more energy and resour-

ces in the “people side” of 

our economy if we are to 

support innovation, pro-

ductivity and growth.

Canada’s population, along 

with the populations of 

many industrialized coun-

tries, is aging at an accel-

erating rate. The resulting 

slower labour force growth 

will create a drag on Canada’s 

economic growth potential, 

and increase related social 

and economic friction.

The immigration system is 

a critical tool for recruiting 

talent, but it is currently 

mired in red tape and pol-

itics. We need to improve 

immigrant selection, 

•

•

•

processing, credential 

recognition, coordination 

among all levels of gov-

ernment, and coordination 

among the public, private 

and voluntary sectors.

In addition to enhancing 

economic- and skills-based 

immigration, Canada needs 

to build an integrated policy 

framework that weaves 

together the demand and 

supply sides of our aging 

workforce.

Employers must change 

policies, processes and 

attitudes to attract and 

retain older workers, and 

these workers need to be 

encouraged to stay in 

the workforce.

•

•

Our education system 

must be able to produce 

highly educated and 

skilled talent, and both 

educators and govern-

ments need to support 

skills development, innov-

ation and lifelong learning 

among all segments of the 

population. A much higher 

priority should be given to 

public investment in our 

system of post-secondary 

education, for both univer-

sities and colleges.

Ultimately, it will be 

necessary for Canada to 

embrace the concept of 

lifelong learning for all 

Canadians, including our 

Aboriginal and immigrant 

populations.

•

•

6



Without a major shift in policy, in the years 

ahead our economy is unlikely to have 

enough workers—or enough of the right 

kinds of workers. We need to invest a good deal more 

of our collective energy and resources in the “people 

side” of our economy than we have done in the past.

ADDRESS THE LOOMING DEMOGRAPHIC 
CRUNCH

Longer lifespans and falling fertility rates are “aging” 

the population of many countries at an accelerating rate. 

(See charts 25 and 26.) This will fundamentally alter the 

functioning of labour markets, as the labour surpluses 

of the last quarter of the last century are replaced by 

potential labour shortages. Although relative prices will 

adjust—that is, real wages will rise—and production 

processes will be altered as firms substitute capital for 

labour, slower labour force growth will also drag down 

Canada’s economic growth potential and increase the 

social and economic friction related to these major struc-

tural demographic changes. (See box “The Demographic 

Outlook: Fewer Babies and More Elderly.”)

In principle, there are three ways of dealing construct-

ively with this looming problem. One route is to try to 

raise the rate of natural population increase by making 

it easier for women to have children while remaining in 

the workforce, as some European countries are trying to 

do—although Quebec’s experience with tax and other 

measures of this kind suggests this approach is unlikely to 

Strategy #3: 
Rethink the Workforce 

CHAPTER 6

Chart 25
Total Fertility Rates for Selected Countries 
(average number of children per woman of reproductive age)

Source: Population Division of the Department of Economic and Social Affairs of the United Nations Secretariat.
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have much impact. Higher rates of fertility among the 

Aboriginal population could be part of the solution to 

labour force shortages in specific regions—such as 

Saskatchewan and Manitoba—but fundamental changes 

in social and education policies will be required to ele-

vate the education and skills levels of this community.1

A second route is to arrest labour force decline through 

substantially increased immigration—although trying 

to make up for empty cradles with full immigration 

queues would require very high immigration levels to 

even make a significant dent in the problem. It will 

also become increasingly difficult for all industrialized 

countries to find sources of skilled immigration, as 

population growth in countries like Brazil, Iran, Turkey 

and China is also slowing and will eventually fall below 

replacement levels, meaning they will not have signifi-

cant skilled labour to spare.

The third route is to increase the number of older work-

ers by inducing them to remain in the workforce longer. 

We will focus on these latter two options.

1 The share of the population reporting Aboriginal identity in the 
2001 Census was highest in Nunavut (85.2 per cent), Northwest 
Territories (50.5 per cent), Yukon (22.9 per cent), Saskatchewan 
(13.6 per cent) and Manitoba (13.5 per cent).

Chart 26
Population Aged 65 and Over
(per cent; share of total population)

Sources: United Nations; Statistics Canada.
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The Demographic Outlook: Fewer Babies and More Elderly 

In 2004, the United Nations revised its World Population Prospects. 
Its most likely scenario sees world population growth slowing to 
1.2 per cent annually from 2000 to 2005, compared with 1.7 per cent 
in the 1980s, and slowing further to 0.7 per cent annually between 
2025 and 2030. Worldwide, the number of persons aged 65 and over 
will rise from 15.3 per cent of industrialized country populations to 
25.9 per cent by 2050.

Most industrialized countries are well along the curve. By 2030, 
roughly 30 per cent of the Japanese population will be over 65 and 
its population may have declined by 5 million. In Italy, the population 
aged 65 and over will increase from 20 per cent of the total popula-
tion in 2005 to 36 per cent in 2050.

The United States is an outlier in this picture. During the 1980s, the 
U.S. population grew more rapidly than that of most industrialized 
countries, a reflection of immigration and a rebound in fertility rates 
(primarily among Latinos and African Americans). Immigration will 
remain high; the U.S. is expected to receive half of all net immigrants 
destined for more industrialized countries between 2005 and 2025. 
This combination of immigration and higher fertility rates will ensure 
more young people to support the workforce and keep the elderly 
dependency ratio (the ratio of the population aged 65 years or over 
to the population aged 15−64) below the average for industrialized 
countries (28 versus 33 per cent by 2025).

The proportion of Canadians under the age of 15 is projected to keep 
falling and the proportion over 65 to keep rising. By 2025, 20.9 per 
cent of the population will be over age 65, double the share in 1980, 
and Canada’s elderly dependency ratio will jump from 19 per cent in 
2005 to 33 per cent in 2025.

Source: Benimadhu and Darby, “Rethinking the Workforce,” updated in 
October 2006.
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IMPLEMENT A NEW DEAL FOR IMMIGRANTS

Canadians need to realize that the nature of global immi-

gration is fundamentally changing. It is now intensely 

competitive—and will become even more so. Mindsets 

must change: we can no longer assume that Canadian 

needs will be met by immigrants who simply walk in 

the front door. We have to shop much more seriously 

for immigrants, and particular kinds of immigrants.2

Canadian immigration policy and programs should 
be geared to the needs of the economy.

To begin with, we need to recognize just how significant 

immigration already is for the Canadian economy. Recent 

immigrants now account for 20 per cent of the Canadian 

labour force, 30 per cent of all new labour market entrants 

and about 70 per cent of Canadian labour market growth. 

Increasingly, the bulk of immigrants to Canada come from 

Asia, and a large proportion qualify based on economic 

criteria. (See box “Immigrants: Where Do They Come 

From?”) With the aging of the Canadian population now 

underway, immigration is becoming even more important. 

Statistics Canada estimates that immigrants, who tend to 

2 Bloom, “Immigration: A New Deal for Newcomers,” p. 131.

be younger than the Canadian average, will account for 

the lion’s share of Canada’s population increase in the 

years ahead, from about two-thirds in 2005−06 to 75 per 

cent in 2020, and for the entire increase by 2031.3

We also need to assess immigration through the lens of 

Canada’s future labour force needs. Thus far, Canada 

has been reasonably successful in attracting entrepre-

neurial immigrants. We have also attracted a strong 

cadre of immigrants with professional skills. In the past, 

we did more than others to gear our immigration pro-

grams to the needs of our economy. However, in recent 

years, other countries have been catching up and may 

even be surpassing us. The U.S. is expediting immigra-

tion processes on behalf of employers, as is the United 

Kingdom. Australia has undertaken an intense immigra-

tion drive with expedited processes for skilled workers. 

Canada’s immigration system, in contrast, seems all too 

often to be mired in red tape and politics.

A strong case can be made in Canada for giving even 
greater priority to the economic class of immigrants.

STRENGTHENING IMMIGRATION POLICY
Improve immigrant selection and processing. The 

present Canadian immigrant selection system is not as 

beneficial to Canada as it should be due to a technical 

inability, or a political unwillingness, to prioritize the three 

classes of immigrants: economic, family reunification 

and refugee. Given the crucial importance of skilled and 

entrepreneurial immigrants to our economy, a strong case 

can be made for giving even greater priority to the eco-

nomic class. Similarly, a strong case can be made for 

more aggressive matching of skill demand gaps in the 

labour force with the skills of prospective immigrants. 

This should include taking on the issue of undocumented 

workers in Canada, whose skills could address specific 

labour force shortages.

Ultimately, we need to stop losing talented immigrants 

to other, more aggressive immigrant-soliciting countries 

due to cumbersome and clogged immigration processes,

3 Bélanger, et al., Population Projections for Canada.

Immigrants: Where Do They Come From?

Canada received 262,000 immigrants in 2005, 60 per cent 
of whom entered under the economic class, 24 per cent 
under family reunification and 14 per cent as refugees.

Close to half of all immigrants come from Asia, the largest 
sources being China (16 per cent) and India (13 per cent). 
Together with immigrants from Africa and the Middle East, 
they have largely supplanted Europe as an immigration 
source.

The economic category includes some 3,300 entrepre-
neurs and investors (principal applicants) who enter under 
the federal Business Immigration Program. The top four 
source countries for business immigrants in 2002 were 
China (27.5 per cent), South Korea (14.9 per cent), Taiwan 
(7.7 per cent) and Iran (7.3 per cent).

Source: Bloom, “Immigration: A New Deal for Newcomers,” 
updated in October 2006.



70 | The Conference Board of Canada

made worse by security concerns. Above all, action 

must be taken to deal with the substantial backlog 

of applicants.4

4  Potential solutions suggested by experts and governments include 
streamlining the application review process; spending the funds 
necessary to increase the pace of application processing; setting 
a yearly quota for the intake of applications; placing a time limit 
on open applications so they expire after a given period; using 
technology to manage applications more efficiently; and creat-
ing an expedited entry process for certain kinds of applicants. As 
of September 2006, the last of these options is currently being 
pursued through a pilot program in Vancouver and Calgary that 
is issuing temporary foreign worker visas to some categories of 
skilled trades.

Reform our approach to credentials recognition. We 

must make better use of the skills, expertise and entre-

preneurial qualities of new immigrants. Despite the 

need for large numbers of skilled workers, immigrants’ 

credentials and work experience are not adequately rec-

ognized. The situation of immigrants with Ph.D.s driv-

ing taxis because they are not accepted by Canadian 

professions is all too familiar. In 2001, The Conference 

Board of Canada calculated that our national failure to 

recognize learning and credentials costs more than 

340,000 immigrants $3.4 to $5.0 billion annually in lost 

earnings due to unemployment and underemployment—

which is a loss as well to the Canadian economy.5 The 

underlying risk to Canada is that skilled immigrants who 

do not succeed in making full use of their expertise will 

move to another receiving country (which typically 

means the U.S.) or will simply go home, as many of 

them do. (See box “What Immigration Means for the 

Canadian Economy.”)

We must make better use of the skills, expertise 
and entrepreneurial qualities of new immigrants.

Beyond recognition of formal credentials, the Canadian 

business community can contribute by recognizing the 

special skills that immigrants bring in terms of their 

knowledge of foreign languages and cultures, as well as 

their deep experience in the business-operating environ-

ments of other countries. With our wide array of immi-

grant communities, Canadian businesses can gain a huge 

strategic advantage in international business by engaging 

the foreign market knowledge of our immigrant workforce.

Improve intergovernmental and public–private sector 
coordination. We are also hampered in our immigration 

efforts by fragmented and uncoordinated programs and 

policies.6 Federal, provincial and municipal governments 

need, as a matter of priority, to develop a comprehensive 

5  Bloom and Grant, Brain Gain, and 2006 custom updates to 
that report.

6  For instance, lack of communication and relationship continuity 
among various bodies have resulted in municipalities and other 
partners designing and delivering programs, only to have fund-
ing retracted by other orders of government. See Bloom et al., 
Towards an Immigration Agreement.

What Immigration Means for the Canadian Economy

Immigrants bring benefits . . .
Skills: Immigrants are disproportionately represented in several highly 
skilled populations. For example, in 2001, 12 per cent of recent immigrants 
worked in information technology occupations, compared with 3 per cent of 
the Canadian-born population.
Education: The average level of education of immigrants is higher than that 
of people born in Canada; in 2005, 80 per cent of business class immi-
grants (principal applicants) had a university degree, as did 29 per cent of 
family class immigrants and 16 per cent of refugees, compared with about 
15 per cent of the Canadian population in the 2001 Census.
Capital: Between 1980 and 2004, each immigrant brought $30,000 into 
Canada (which totals more than $100 billion in current dollars). During 
those years, the federal entrepreneur program attracted $184 million and 
led to the creation of nearly 3,000 full- and part-time jobs.
Economic efficiency: By increasing the size of the population, immigration 
helps Canada to achieve significant economies of scale.
New trade links: Some immigrants use their knowledge of international 
markets and personal connections in their native countries.
Innovation: Immigrants are an important source of new ideas and risk 
capital.
Urban transformation: Canada’s major cities, especially Toronto, Montréal 
and Vancouver, are heterogeneous⎯ethnically and culturally diverse centres 
in the increasingly globalized community.
Net economic contribution: The net balance of taxes paid and public goods, 
services and transfers received by foreign-born individuals is positive: for 
example, government transfers to an average Canadian-born household totalled 
$7,300 in 1995 as against $6,100 to the household of recent immigrants.

Immigrants also bring challenges . . .
Customs and religious and other beliefs that can be controversial 
(e.g., concerning the rights of women).
Stress on health-care systems, housing and settlement services, 
particularly in cities.
Workplace adjustment and potential discrimination.
Security, crime, exploitation and human rights concerns.

Source: Bloom, “Immigration: A New Deal for Newcomers.”
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strategy for immigration—one that involves employers, 

educational institutions and community groups—to 

better focus immigrant selection, improve settlement 

and integration, and ease labour market entry.

RETAIN OLDER WORKERS

While enhanced economic and skills-based immigration 

will help, it will not be enough. The participation of older 

Canadians in the workforce is already low relative to 

other countries’ participation rates. Although our overall 

labour participation rate is reasonably high (78 per cent 

compared with the leader, Switzerland, at 81 per cent), 

it falls considerably when the indicator focused on those 

over age 55. At the same time, rising life expectancy and 

low fertility together are creating a demographic pincer 

movement, the impact of which is sharpened by increas-

ingly early retirement. These trends are eliminating labour 

surpluses, lowering labour force growth and undermining 

economic potential—while at the same time putting 

pension plans under pressure.

This means that the generous policies of the 1980s and 

1990s that favoured early retirement will need to be 

modified. Given the time lags involved, Canada has 

about a decade before the accelerating age of the popu-

lation will begin to significantly undermine economic 

performance. The time to act is now, by building an 

integrated policy framework that weaves together both 

the demand and supply sides of our aging workforce.7

FUTURE DIRECTIONS FOR EMPLOYERS
An aging workforce presents challenges for employers. 

In some cases, employers will need to modify products 

and services to meet the needs of an older customer 

base. In other cases, it will involve making fundamental 

changes to human resources policies, workplace design 

and even work production processes in order to retain 

and engage older workers.

7 Benimadhu and Darby, “Rethinking the Workforce,” pp. 147–148.

Canadian industry and public sector employers need 

to move more deliberately in this direction. A 2005 

Conference Board survey of employers showed that while 

88 per cent are aware of the problem of an aging work-

force, only 8 per cent have plans to hire retired employees. 

Nor were many making strategic changes to address aging 

workforce issues—unlike their European and American 

counterparts. (See box “Retaining Older Workers: What 

European and American Industries Are Doing.”)

Adopt strategies to attract older workers. Like their 

counterparts in other countries, Canadian private and 

public sector employers need to develop strategies that 

encourage the increasing number of underutilized older 

people to participate in the workforce. Specifically, they 

need to eliminate ageism, modify rigid work schedules, 

encourage skills upgrading and, where appropriate, create 

age-friendly workplaces and production processes.

The accelerating age of Canada’s population will 
significantly undermine economic performance.

Encourage a more gradual transition to retirement. 
Employers also need to eliminate the customary abrupt 

work–retirement separation in favour of policies that 

encourage a more gradual transition to retirement, such 

as institutionalizing “bridge jobs” and increased com-

pensation flexibility.

FUTURE DIRECTIONS FOR GOVERNMENTS
Market-driven action alone, however, will not be enough. 

On the demand side, organizations need to be motivated 

to hire and retain older workers. And on the supply side, 

older workers need to be encouraged to remain in the 

workforce. Japan and European countries, which are 

ahead of us on the demographic curve, have already 

taken significant steps in this direction and there is 

much that Canada can learn from them. (See Table 4.)

End mandatory retirement. Forcing people to retire 

is an anachronism. Canada needs to take decisive and 

early action to end age discrimination by eliminating 
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Retaining Older Workers: What European and American Industries Are Doing

As the population ages, some in the international business community are taking steps to retain older workers—and finding 
it profitable.

Age Diversity Strategies
B&Q, the largest home improvement and garden retailer in Europe, made age diversity a key element of its strategic plan 
in 1989 by introducing “Over 50” stores. These stores recorded higher profits, lower staff turnover, lower absenteeism and 
better customer satisfaction.
Deutsche Bank formed intergenerational investment teams for wealthy clients, recruited experienced relationship managers 
in the consumer business, hired retired managers to support junior employees as “door openers” in the banking business, 
and promoted phased retirement and other flexible work arrangements.

Attraction, Recruitment and Retention 
Netto, a large Danish supermarket chain with operations in Scandinavia, Germany and the U.K., found hiring older people 
and opening “senior supermarkets” profitable, and plans to introduce more age diversity into its workforce.
Borders, the American bookstore chain, found that 50 per cent of all books were purchased by people over the age of 45; 
it now has 16 per cent of its workforce over the age of 50. It also found that the turnover rate in the older worker population 
is 10 times less than for younger workers and has adjusted its pension plan in an effort to retain them. 
Westpac, a large Australian financial services company that hired older people to work in its call centre operations, has 
reported that older employees relate better to customers and have lower rates of absenteeism, higher productivity and 
higher employee satisfaction levels.

Work Design and Organization
Volvo’s Torslandaverken plant in Sweden coped with a severe labour shortage in the early 1990s by having older employees, 
as well as those with acute medical problems, perform specialized service or preparatory tasks on vehicles. This retained the 
experience of older workers while saving money by reducing retirements and sick leave.
Ruoka Saarioinen Oy, a large Finnish food production company, has extended its older employees’ working life by one or 
two years by improving the physical working environment. They have introduced ergonomically designed equipment, and 
fitness and weight loss programs, recouping costs through reduced recruitment and training costs.
International Truck and Engine Corporation in the U.S. reduced injuries and increased productivity by modifying one of its 
assembly lines, rotating it upside down so that it could be worked on from above rather than below, which was less physically 
demanding and safer for older workers.

Work Flexibility
Fidisco NV, a Belgian finance company, instituted flexible working patterns that allow older workers to work fewer hours 
without a loss of salary.
St. Mary’s Medical Centre, a large American medical facility, has allowed older workers to reduce their work hours without 
jeopardizing retirement or other benefits.
IBM-Sernet, a partnership in which a group of retired managers from IBM Italy work with their former employers to offer 
consulting services, has kept highly experienced professionals in the IBM sphere.

Training and Professional Development
Air France, much of whose workforce is over 50, adopted a complex system that lets 500 employees each year evaluate their 
careers and better position themselves within the organization and (or) ease transition to retirement.
The Environment Service Department of the Groningen town council in the Netherlands lets employees vary their work 
responsibilities based on life stage and capability.
The Ohio State University Medical Center’s “60 Plus” program lets older employees audit any college class free.

Source: Benimadhu and Darby, “Rethinking the Workforce.”
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Table 4
Keeping Older Workers Working: What Other Countries Are Doing

Motivate employers to employ older workers

Japan Europe U.S.

End legal age dis-
crimination in the 
workforce

Equal opportunities in hiring regardless 
of age; guidelines to employers; exten-
sion of fixed-term contracts for workers 
over age 60

Mandatory in European Union by 2006 Legislated in 1986

Create financial 
incentives

Extensive system of subsidies to encour-
age businesses to hire and retain older 
workers

Special Employment Subsidies program 
covers half of wage costs for people over 
age 57, for up to two years

Motivate older people to work

Japan Europe U.S.

Create financial 
incentives

U.K. New Deal 50-plus initiative for welfare 
recipients; wage cost reduction scheme 
(France)

Earned Income Tax Credit

Institute pension 
reforms to cre-
ate an incentive 
to remain in the 
workforce

Major pension reform: increased min-
imum age of entitlements; pensions 
indexed to inflation rather than wages; 
proposals to reduce benefits further and 
increase payroll taxes

New pension system to generate higher 
returns from each additional year of work 
after age 61 (Sweden)

Minimum age for drawing non-state pen-
sion increased; workers can receive partial 
pension while still working; older workers 
can increase pensions by delaying retire-
ment (U.K.)

Age at which full social secur-
ity pension benefits are paid will 
gradually increase

Workers who retire at age 62 
receive only 70 per cent of pen-
sion

Workers can increase pensions by 
working beyond age 65, until 69

Reduce generosity 
of unemployment 
and disability 
benefits to prevent 
use as route to 
early retirement

Disability pensions based solely on med-
ical grounds; recipients of unemployment 
benefits cannot claim old-age pension 
benefits; duration of unemployment 
benefits significantly reduced for those 
aged 60 to 64

Disability benefits slightly decreased; eligi-
bility criteria and investigation strengthened 
(Sweden)

Disability claimants sent to state-employed 
doctors (U.K.)

Provide training to 
enhance employ-
ability

Public study grants and individual skills 
assessment (Sweden)

Enhanced student loan regime for older 
students; special training programs for 
job seekers over age 45 (U.K.)

Improve working 
conditions for 
older workers

Subsidies for employers who improve 
facilities for older workers

Guidelines for developing strategies for 
managing an aging workforce (European 
Foundation for Improvement of Living and 
Working Conditions)

National Older Workers 
Information System

Help older workers 
find employment

Array of placement services to help older 
workers locate employment

Subsidies to create new businesses 
involving older workers

Prince’s Initiative for Mature Enterprise 
start-up loans

Senior Community Service 
Employment Program provides 
subsidized employment to 
older low-income workers; U.S. 
Department of Labor guide to 
serving mature workers

Source: Benimadhu and Darby, “Rethinking the Workforce.”
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legislative and structural barriers for those who choose 

to work beyond age 65. Such action is now being taken 

in Ontario and some other jurisdictions.8

Reform publicly funded pensions to promote later 
retirement. The lagging limits on registered retirement 

savings plan and registered pension plan contributions 

indicate that tax-sheltered retirement savings have, over 

time, offered less support for early retirement. Given the 

importance of financial incentives, reform is now needed 

to the Canada Pension Plan/Quebec Pension Plan (CPP/

QPP) early retirement provisions, as well as to the struc-

ture of many public sector defined-benefit pension plans 

that provide strong incentives for early retirement.

In recognition of the better health and longevity of the 

Canadian population today, the age of CPP/QPP eligi-

bility should be increased gradually from 60 to 65. At the 

same time, positive incentives for older workers could be 

introduced, such as continuing to contribute to pension 

plans beyond the existing maximum, new age-related 

tax credits or lower rates of taxation on earned income.

Canadian private and public sector employers need 
to develop strategies that encourage older workers 
to remain in the workforce.

Encourage industry to retain older workers. As in 

other countries, governments also need to work with 

private and public sector employers to ensure ample 

employment opportunities for older workers—through 

such initiatives as job subsidies or lower taxes on income 

earned after age 65, government-subsidized training and 

wage subsidies for employers, as well as ad campaigns 

and other mechanisms to encourage older workers to 

remain in the workforce.

8  This will require new thinking around expected performance from 
employees and the need for clear and unbiased objectives and 
measures, to ensure that older workers (and indeed, all employees) 
continue to meet their job performance objectives, but are also 
evaluated fairly.

EMPHASIZE EDUCATION AND SKILLS

Canada scores well in most international education 

comparisons—but we are skating on thin ice.9 Below 

the surface lie problems that, if not addressed, will soon 

undermine the ability of Canada, and Canadians, to 

prosper in an increasingly interconnected, knowledge-

based world.

Conference Board surveys indicate a perception among 

some foreign investors that the quality of our labour 

force is a significant deterrent in attracting foreign direct 

investment (FDI).10 Foreign investors are concerned 

about a number of things when it comes to our labour 

force—availability of workers with specialized skill-

sets, the level of basic skills among workers and educa-

tion levels. Foreign investors are similarly interested in 

the capacity of our education and training systems to 

support the productivity and competitiveness of oper-

ations in which they invest, and they often turn to the 

local college system to supply the training needs. This 

evidence supports the call for strong cooperative action 

between investors and educators, and among provincial 

and territorial governments and the federal government.

HIGHER PRIORITY FOR EDUCATION FUNDING
At a time when many countries are investing more in 

education, Canadian spending on public education is 

increasingly being crowded out by other priorities, par-

ticularly ever-higher health-care demands. As a result, 

Canada’s relative public expenditure on education has 

been falling. In 1995, Canada was second in the world, 

investing 6.2 per cent of gross domestic product (GDP); 

by 2002, we had fallen to 4.6 per cent, earning us 18th 

place. (See Chart 27.) Figures supplied to the OECD 

by selected member countries also reveal that Canada 

spends less on early childhood education than many 

countries do. (See Chart 28.)

The challenge begins with our schools. We are relying 

on our public education system to provide something 

that the system itself is finding increasingly difficult to 

deliver. Canadians need to come to grips with the future 

of public education in this country, its funding priority 

9 Lafleur and Little, “Crunching the Numbers,” pp. 49–51.

10 See, for example, Iqbal et al., “Foreign Direct Investment,” p. 110.
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and the reforms required to provide students with the 

knowledge and skills they need to succeed in tomorrow’s 

economy. We need to understand the distinction between 

education for broader knowledge, which contributes to 

longer term creativity and innovation (but does not fill 

immediate gaps in the skilled labour supply) and edu cation 

as a more immediate investment supporting national pro-

ductivity, where funding of technical schools and colleges 

in particular can develop specific priority skills. Both forms 

of education are necessary and deserve priority support. 

Advanced degrees and advanced research are increasingly 

important. Eight out of the 10 occupations with the fastest 

employment growth in Canada from 1990–2003 required 

post-secondary qualification. By comparison, roughly 

6 per cent of job postings seek workers with less than 

high-school education.11 Canadian universities will find 

it ever more difficult to keep up with premier academic 

institutions around the world, particularly in the U.S., 

where many are funded by generous private sector and 

alumni support. Our universities are moving in the right 

direction. They are increasingly turning to private sector 

dollars for directed research, with the support of gov-

ernment initiatives like the Canadian Foundation for 

11  Canadian Council on Learning, Canadian Post-Secondary 
Education, p. 5.

Chart 27
Expenditures on Public Education
(per cent; share of GDP)

Source: OECD.
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Public Expenditure on Early Childhood Education and Care Services (0–6 years)
(per cent; share of GDP)

Source: OECD.
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Innovation and provincial counterparts. The role of 

post-secondary institutions in R&D is much greater in 

Canada then in most other countries; according to the 

Association of Universities and Colleges of Canada 

(AUCC), about one-third of research in Canada is 

now done in universities.

Increasingly, the cash crunch is also encouraging uni-

versities to examine specialization and rationalization 

among themselves, regionally and nationally. Many are 

also vigorously attracting foreign students. Even with 

such steps, however, it is difficult to see how Canadian 

universities will be able to sustain first- or even second-

tier standing in the world without significant new invest-

ment by governments, leveraging of more public and 

private sector support, and (or) a bold new strategy of 

focusing on one or two major centres per university.

A similar argument for higher sustained levels of finan-

cial support can be made for Canada’s colleges, but for 

different reasons. Colleges are a key link between (mostly) 

young Canadians seeking practical skills for the labour 

force and the current labour market that will employ 

those skills. Governments often refer to the need for 

highly qualified persons (HQPs) in our economy. HQPs 

include people with university degrees as well as gradu-

ates of colleges from across the country. Colleges there-

fore need to be regarded, and treated, as the practical 

counterparts of our universities and funded at levels that 

allow them to produce graduates with the concrete 

skills needed in today’s labour market.

Canadian universities will not be able to sustain 
first- or even second-tier standing in the world without 
significant new investment by governments.

IMPROVE EDUCATION LEVELS AND SKILLS
Our education system is not only under-funded, it is 

also not producing enough of the right mix of skills and 

knowledge. A 2003 OECD study that assessed the skill 

levels of 15-year-olds in 40 countries ranked Canadian 

students seventh in mathematics and third in reading. 

But 28 per cent of students in the study were not capable 

of completing tasks above a basic level of complexity 

in both these areas of learning. Our low science scores 

ranked us 11th—lagging behind not only industrialized 

countries like Finland, Japan and South Korea, but also 

emerging countries like China and the Czech Republic. 

These results suggest that our flow of new entrants to 

the labour market do not have the requisite skills to 

allow us to compete.

Canada has a highly educated workforce, with the high-

est level of working-age adults with post-secondary 

degrees among OECD countries. But we have a lower 

proportion of engineering and science graduates than 

do European countries, and there is a much lower per-

centage of working-age adults with university degrees 

in Canada than in the U.S.

Recognize the importance of innovation. A more 

innovative economy calls for graduates with the right 

mix of skills and knowledge, one with creative thinkers, 

implementers, risk takers and people who can work with 

others to innovate. Public education needs to recognize 

the importance of innovation by focusing on innovation 

skills in curricula and programs, and in its credentials. 

Problem-solving abilities, communication skills, team-

work skills and personal accountability are often described 

as desired outcomes of the K–12 and post-secondary 

systems.12 Provincial and territorial education jurisdic-

tions, school boards, colleges and universities alike have 

mapped their academic outcomes onto these desired 

skills, but generally they themselves have not been suf-

ficiently innovative in changing teaching and testing 

practices to ensure better skills-based outcomes in gradu-

ates. More needs to be done to adjust curricula and pro-

grams to focus more deliberately on the development 

of skills (including innovation skills) and to credential 

students for the skills they have developed. To help 

accomplish this, links will need to be strengthened among 

educational institutions, business and communities 

through such things as mentoring and work-study pro-

grams. Educators also need training to teach innovation 

skills effectively.13

12 See The Conference Board of Canada, Employability Skills 2000+ 
(2000) and Innovation Skills Profile (2003).

13 Bloom and Watt, Solving Canada’s Innovation Conundrum, p. 6.
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Expand international experience and language skills. 
University-level education should be more than a matter 

of advanced degrees. We need more study programs 

abroad to give our students international experience and 

opportunities, an area in which we have long trailed 

countries like the U.S. and Australia. We need to welcome 

foreign students, but also to facilitate more Canadian stu-

dents going abroad.14 Moreover, success in the future 

global economy will require language skills. English 

may be a lingua franca and a passport in North America, 

but multilingual skills provide an edge in global markets. 

Our increasingly multicultural society helps, but our 

students are far behind their counterparts in Europe, 

Asia and Latin America.

Address the skilled trades gaps. University-level 

education is not the only answer. Canada will have 

difficulty maintaining its high-productivity sectors like 

resources and construction, and raising the productivity 

of others, if it does not also invest in highly skilled pro-

fessional trades. There are growing skills gaps in the 

labour market that are recognized by all stakeholders, 

consumers included. Our K–12 system needs to be more 

innovative in terms of providing “career pathways” into 

the trades, and the college system will have a pivotal role 

to play in addressing the specific skilled trades gaps.

English may be a lingua franca in North America, but 
multilingual skills provide an edge in global markets.

Enhance Aboriginal- and immigrant-sensitive 
education. Demographic trends indicate that the future 

Canadian student body will have an increasingly large 

proportion of Aboriginal people and immigrants. The 

largest decline in Canadian fertility rates is among women 

in the highest educated and highest paid category, while 

the highest birth rates are among young, single Aboriginal 

women and recent immigrants with lower education lev-

els. (See box “Aboriginal Education—Improve the High 

School Completion Rate.”) According to ethnocultural 

14 This and other ideas relating to post-secondary education, some of 
which appear elsewhere in this report, are reflected in Association 
of Universities and Colleges of Canada, People and Ideas! 

Aboriginal Education—Improve the High School Completion Rate

Canada needs to do a better job of tapping into the talents of Aboriginal 
people—they will be an ever-larger component of our future labour force. 
One key is to improve the job Canada does in helping Aboriginal people 
develop their knowledge and skills through formal education and training.

Aboriginal high school graduates are just as likely as other graduates to earn 
post-secondary degrees and diplomas, so the key to helping Aboriginal people 
achieve their potential and increase their contribution to the economy lies in 
improving their high school graduation rates. According to the latest available 
census data (2001), the overall rate for Aboriginal people not completing high 
school is 48 per cent—much higher than the rate for the Canadian population as 
a whole. Non-completion rates for Aboriginal people living on reserves range from 
59 to 70 per cent. The high school non-completion rate for Aboriginal people 
living in cities is better, at 40 per cent, but even this rate of non-completion is 
well above the 31 per cent non-completion rate for the total population.1

Besides being a threat to social cohesion and inclusion, dropping out of high 
school has a staggering economic cost to Aboriginal people and to the economy 
at large. A study conducted by Eric Howe found that an Aboriginal female in 
Saskatchewan who completes high school and carries on to university will earn 
an estimated $1 million over her career, compared with only $90,000 if she 
drops out of high school.2 An Aboriginal male who drops out of high school 
will forgo half a million dollars in income over his lifetime.

In recently published research, Michael Mendelson urges Canada to redouble 
its efforts to improve graduation rates among Aboriginal people and makes 
four main recommendations:

Set quantitative, geographically specific targets and dates to increase 
 high school graduation rates.
Measure progress toward targets while protecting individual privacy.
Set up a new agency to do this work.
Using a “franchise” model, identify best practices in keeping Aboriginal 
people in high school and in attracting and graduating Aboriginal people 
from colleges. Then translate these best practices broadly to high schools 
and universities.3

These and other ideas for change merit serious consideration, since the status 
quo is clearly not meeting the needs of the Aboriginal population.

1 Mendelson, Aboriginal People and Postsecondary Education, pp. 10, 15, 24.

2 Mendelson derived these calculations from Howe, Education and Lifetime Income, 
p. 1. Note that the lifetime income was adjusted by Howe to account for labour 
force participation, which means that the extremely low lifetime earnings for 
Aboriginal women reflects, to a large extent, the low employment rate of Aboriginal 
women without a high school diploma. When the wage was not adjusted by labour 
force participation, the average annual wage of an employed Aborginal female 
without a high school diploma was 96 per cent of that of an employed Aboriginal 
female who had graduated from high school.

3 Mendelson, Aboriginal People and Postsecondary Education, pp. 35–37.

Source: The Conference Board of Canada.

1.

2.
3.
4.
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projections released by Statistics Canada last year, 

Canada’s visible minority population is projected to 

increase by between 56 and 111 per cent between 2001 

and 2017—while the rest of the population is expected 

to increase by between 1 and 7 per cent over the same 

period.15 Our education system will increasingly have 

to reorient itself to the implications of this shift in our 

national demographics.

9 million Canadians do not have the requisite 
literacy skills considered necessary for success 
in today’s economy and society.

IMPROVE THE QUALITY OF THE WORKFORCE 
THROUGH LIFELONG LEARNING
The future will demand not only higher levels of edu-

cation and skills, but also readjustment to a constantly 

changing job market. While the concept of “lifelong 

learning” has worked its way into the national lexicon, 

it is taking longer to find its way into practice in the 

workforce. Canadian performance in lifelong learning 

is mixed; studies show that those who participate in con-

tinuing education and training spend relatively longer at 

it, but the overall levels of participation in both in-job 

and non-job learning is low. Improving the quality of 

the workforce must therefore remain an overarching 

national objective if Canada is to remain prosperous.

Address basic literacy and numeracy skills. Basic 

reading, writing and number skills are required by the entire 

labour force. Many adults appear to have difficulty cop-

ing with the literacy and numeracy demands of modern 

life and work, which undermines both the productivity 

and the adaptability of the workforce. In fact, 40 per 

cent of adults—9 million Canadians—do not have the 

requisite literacy skills considered necessary for success 

in today’s economy and society. A recent update of the 

literacy study found that the proportion of the Canadian 

15 Bélanger and Caron-Malenfant, “Ethnocultural Diversity in 
Canada,” p. 19.

population at the lowest levels of document and prose 

literacy skills has not changed significantly since the 

previous major survey, in 1994.

A recent Statistics Canada report of a study conducted 

across 14 OECD countries showed that, on average, every 

1 per cent increase in literacy scores is linked to an 

eventual 2.5 per cent relative rise in labour productivity 

and a 1.5 per cent rise in GDP per capita.16 The study 

also identified strong growth effects associated with the 

distribution of literacy and numeracy skills. Therefore, 

even as we invest in schools, colleges and universities⎯in 

innovation and the trades⎯governments and employers 

must not forget the basic skills that are required to func-

tion in the modern marketplace. The aim should be to 

create a culture of lifelong learning for all Canadians. 

THE CORE MESSAGE: TAKE ACTION TO 
ADDRESS OUR AGING LABOUR FORCE

Businesses and governments would reap individual and 

collective benefits by addressing seriously the issue of 

the skills and composition of our labour force⎯and 

we need to do it soon. To date, most organizations 

have been extremely slow to recognize the issues and 

seize the initiative. No single approach will solve the 

problem; instead, we will need a strategy that develops 

multiple approaches. 

RECOMMENDATIONS TO RETHINK 
THE WORKFORCE

The Conference Board of Canada recommends that:

The federal government implement a new deal for 

immigrants by improving immigrant selection and 

processing, reforming credentials recognition and 

strengthening intergovernmental and public–private 

sector coordination.

16  Coulombe et al., Literacy Scores, Human Capital and Growth, 
p. 31.

7.
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Business and governments actively seek to retain 

older workers by adopting more flexible working 

arrangements, changing the mix of financial incen-

tives and modernizing attitudes toward older workers.

Governments establish education funding as a much 

higher national priority and ensure that both univer-

sities and colleges have the financial resources they 

need to meet their respective mandates.

8.

9.

Governments and employers improve the quality 

of the workforce:

Recognize the importance of innovation within 

the education system.

Expand international educational experiences 

and language skills.

Address the skills gap.

Revitalize our commitment to Aboriginal education.

Enhance immigrant-sensitive education.

Commit to lifelong learning. 

10.

–

–

–

–

–

–



HIGHLIGHTS

Canada’s international 

investment and trade policy 

must adjust to the profound 

changes taking place in 

the global economy. These 

changes include the spec-

tacular rise of China and 

other emerging economies, 

and their potentially mas-

sive impact on the global 

marketplace; the emer-

gence of “integrative 

trade”; and the growing 

role of knowledge-based 

services.

Canada must grow its 

relative global share of 

foreign direct investment 

(FDI) by reducing the high 

cost of complying with 

complex regulations; 

examining the elimination 

of withholding taxes; and 

specializing in niches within 

global supply chains.

•

•

Similarly, we must take 

action to actively encour-

age Canadian FDI abroad, 

which is a creator of 

wealth in Canada.

We must increase our trade 

in services by ensuring 

that domestic regulations 

create a positive business 

environment that fosters a 

healthy and globally com-

petitive services industry.

Canada must become more 

strategic in developing and 

implementing international 

trade and investment policy, 

aligning it with domestic 

policy. We need to embrace 

integrative trade and 

address pockets of pro-

tectionism.

•

•

•

We must aggressively 

advance our bilateral and 

regional trade interests, 

starting with a deepening 

of the North American Free 

Trade Agreement (NAFTA), 

while re-establishing a 

leading multilateral role 

within the world.

•

7



Looking ahead, Canada’s international invest-

ment and trade policy will have to shift gears 

to take account of the profound changes taking 

place in the global economy: the spectacular rise of China 

and other emerging economies, and their potentially mas-

sive impact on the global marketplace; the emergence of 

“integrative trade”; and the growing role of knowledge-

based services. The Canada Project has highlighted three 

major approaches to revitalizing our international invest-

ment and trade policies and practices: becoming a major 

player in foreign direct investment (FDI); energizing 

trade in services; and adopting a more strategic approach 

to international trade. 

Canada’s international competitive advantage 
in attracting FDI is waning.

BECOME A MAJOR PLAYER IN FDI

It is becoming increasingly evident that the future winners 

in the world economy will be those who successfully 

play the foreign investment game—both attracting FDI 

and sending it outward. Canada therefore needs a clear 

strategy for both inward and outward FDI.1 (See box 

“What Is FDI?”)

1 See Iqbal et al., “Foreign Direct Investment” and Rhéaume, Open 
for Business?

RE-ESTABLISH CANADA AS AN ATTRACTIVE 
DESTINATION FOR NEW INVESTMENT
While Canada still attracts a lot of FDI in nominal terms, 

international competitive advantage in this area is not, 

unfortunately, shifting in our direction. This is largely 

because the factors that drive companies to invest—access 

to markets, access to resources and greater efficiency—

no longer attract FDI to our shores to the degree they 

once did. The traditional need to surmount trade barriers 

to access the Canadian market has been reduced through 

trade liberalization. The lure of abundant resources is 

also not what it was, as other countries offer better 

access to rich resources at less cost. Consequently, 

Strategy #4: Revitalize 
International Investment 
and Trade

CHAPTER 7

What Is FDI?

The International Monetary Fund defines FDI as an activity in which an investor 
resident in one country obtains a lasting interest in, and a significant influence 
on the management of, an entity resident in another country. This may involve 
either creating an entirely new enterprise (a so-called greenfield investment) or, 
more typically, changing the ownership of existing enterprises (via mergers and 
acquisitions). Other types of financial transactions between related enterprises, 
like reinvesting the earnings of the FDI enterprise or other capital transfers, are 
also defined as FDI.

FDI occurs when an investor owns 10 per cent or more of the ordinary shares or 
voting power (for an incorporated enterprise) or the equivalent (for an unincor-
porated enterprise). This contrasts with a foreign portfolio investment, where an 
investor owns less than 10 per cent of the capital stock.

Source: International Monetary Fund.
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FDI in Canadian primary resource sectors has fallen 

as a share of total inward investment over the past 

20 years. The resource share of inward FDI has risen 

in more recent years, ironically masking the continuing 

overall decline in Canada’s FDI share. 

Our ability to compete on efficiency grounds—in essence 

to make use of inward FDI to fit the Canadian economy 

more deeply into global value chains—is now the prin-

cipal attraction for FDI. However, as shown earlier, our 

international competitiveness is being undermined by 

lagging productivity and the national business environ-

ment, as well as the recent erosion of our small cost 

advantage over the United States, caused by a stronger 

Canadian dollar. And we are up against stiff competi-

tion for investment capital, from not only the U.S. and 

Europe but also low-cost and increasingly highly skilled 

and English-language-proficient countries like China, 

India and Mexico. Attracting inward FDI has become 

a much bigger challenge. 

Even in resource sectors, where Canada continues 

to attract significant foreign investment, we are facing 

fierce competition. Because many emerging economies 

offer cost-effective access to rich resources, it is import-

ant to deal with those things that make Canada a less 

attractive place to invest: particularly complex and 

lengthy regulatory processes, and social and environ-

mental concerns, including specific protracted land 

claim negotiations or the time required to conduct 

environmental review consultations.

Our FDI competitiveness is being undermined by lagging 
productivity and the national business environment.

The North American Free Trade Agreement (NAFTA) 

has not prompted—as many of its proponents predicted 

it would—non-U.S. companies to set up operations in 

Canada to service the North American market. Canada is 

attracting not only a smaller proportion of inward FDI 

from non-American countries but also less investment 

from the U.S. and Mexico. (See Chart 29.) Canada’s share 

of North American inward FDI stock has fallen over the 

past 25 years, while the U.S. share has grown significantly. 

The reasons for this shift are complex, but the bottom line 

is that Canada is not offering an attractive competitive 

advantage to non-American direct investors.

How can Canada transform itself into a more FDI-

friendly destination in these circumstances? For guidance, 

The Conference Board of Canada turned to those who 

Chart 29
Share of NAFTA-Region Inward FDI Stock
(per cent)

Source: United Nations Conference on Trade and Development.
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know best: the executives of foreign multinationals.2 

(See Table 5.) Our survey confirmed that investors are 

increasingly motivated by efficiency considerations. 

The good news is that this is an area we can do some-

thing about: while some efficiency factors, notably costs, 

are beyond our control, there is much that Canada can 

do to attract a larger share of FDI if we are prepared to 

take the necessary steps to make this happen.

2 The Conference Board survey was conducted from November 2003 
to February 2004 and involved executives at the vice-president level 
or higher who had a direct involvement in making foreign investment 
decisions. There were two categories of survey respondents: head 
offices of foreign multinationals and Canadian subsidiaries of for-
eign multinationals. About 65 per cent of the respondents are U.S. 
multinationals and the rest are from Europe, largely the United 

Address factors that deter potential investors. We need 

to address those factors that we know are causing potential 

investors to look elsewhere. There is a strong overlap 

between what we need to do to make our economy 

more productive—improve our lagging productivity, 

our business environment and the overall quality of our 

workforce—and what we need to do to attract more FDI.

Table 5
Canada’s Image as an FDI Destination: What International Chief Executives Tell Us

Main Pluses Main Minuses Neutral

General Small (but eroding) labour cost 
advantage vis-à-vis the U.S.

Scale of production vis-à-vis the U.S.; 
Canadian plants tend to be smaller and 
located farther away from large markets 
than those in the U.S.

Productivity Poor productivity performance compared 
with the U.S.—evident not only in subsidi-
aries but also in local suppliers

Business 
environment

Investment in research and 
development (R&D)

Conducting R&D in Canada is 
cheaper than doing so in the 
U.S., and Canada has one of 
the most attractive R&D tax 
credit systems 

Unfriendly business environment: Canadian 
public is “anti-business”

Interprovincial barriers in certain sectors 
(such as forest products, and food and 
beverages) often prevent large-scale plants 
from gaining economies of scale

Pace of adopting new technologies is 
slower than in the U.S. and Europe

Regulatory environment, especially the time 
it takes to work through the regulatory pro-
cess when different levels of governments 
are involved

Poor state of physical infrastructure in 
cities and at the border

Market regulation and 
supervision activities

Canadian tax regime

Workforce Managers and professionals 
are at least as good as those 
in other industrialized countries, 
including the U.S. (but the 
overall workforce is not)

Overall composition of the skilled workforce

Quality of local suppliers and employees

Source: Rhéaume, Open for Business?

 Kingdom and France. About 55 per cent of participating companies 
have more than 10,000 workers, and about 70 per cent have an 
asset size of over $1 billion. The companies represent a range of 
business, but are dominated by finance, insurance, information 
technology and manufacturing. In addition to the survey, inter-
views were conducted with 18 senior executives from a variety 
of sectors. 
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The regulatory environment is a key concern. In their 

2006 study on Canada, the OECD stated that firms 

in Canada faced one of the highest average marginal 

effective tax rates on capital in the OECD countries in 

2005.3 “This means a worthwhile investment project 

before tax is less likely to be profitable after tax in 

Canada than elsewhere, slowing the rate of capital-

deepening that is one source of productivity growth.”4

The OECD ranked Canada as one of the countries 
with the highest level of restrictions on FDI.

The most recent study by the OECD ranked Canada as 

one of the countries with the highest level of restrictions 

on FDI.5 Although restrictions in manufacturing and 

business services were few, we scored poorly in trans-

portation, telecommunications and electricity generation. 

The biggest improvement to Canada’s investment climate, 

the study suggested, would come from reducing⎯or 

where appropriate eliminating⎯regulation. An earlier 

OECD study suggested that if Canada adopted a regula-

tory regime similar to that of the U.K. (the least restrict-

ive OECD country), it could expect to increase its stock 

of inward FDI by 70 per cent.6 

The Conference Board survey of chief executives also 

identified aspects of Canada’s regulatory environment as 

a major concern: more than half the respondents felt that 

our environmental, health and safety regulations have a 

negative impact on investment decisions.7 In the inter-

views, several executives said the real problem with 

regulation is not so much the content but the time it 

takes to work through the regulatory process, especially 

3 The marginal effective tax rate on capital is a summary measure 
of the tax that would be paid on a new investment. It measures the 
extra return that an investment would need to earn to pay taxes, 
over and above the rate of return needed to make the investment 
worthwhile if there were no taxes to be paid.

4 Organisation for Economic Co-operation and Development, 
OECD Economic Survey: Canada, p. 10.

5 Koyama and Golub, OECD’s FDI Regulatory Restrictions Index, 
p. 6.

6  Golub, Measures of Restrictions on Inward Foreign Direct 
Investment, p. 99.

7  Rhéaume, Open for Business? p. 14.

when different levels of government are involved. The 

whole process is seen as excessively bureaucratic and 

time-consuming.

Use tax reform to maximize investment attractiveness. 
While the Conference Board survey suggested that 

Canada’s current tax regime is not the primary deterrent 

to investment—only 16 per cent of respondents found 

it unfavourable—taxation is still an important factor in 

taking decisions on where to locate FDI. Other studies 

have found more negative results on Canadian business 

taxation. World Economic Forum surveys show that tax 

rates, followed by tax regulations, are the chief deter-

rents to doing business in Canada.8 These findings are 

consistent with the earlier discussion on the importance 

of tax reform, which is a key instrument for enhancing 

our attractiveness as an FDI destination.

With Canada now a net capital exporting country, con-

sideration should also be given to eliminating the federal 

withholding tax. Most Group of Seven (G7) countries 

have eliminated withholding taxes on interest, and some, 

such as the U.K. and the U.S., have dispensed with with-

holding taxes on dividends. The provinces too should 

consider the impact on FDI of their tax decisions: con-

tinued provincial action on reducing business taxes 

would reinforce positive perceptions of Canada as 

an investment destination. 

Carve out a competitive FDI advantage. Canada does 

not have the advantage of large scale that the U.S. does, 

or the low labour costs of Mexico, China or other develop-

ing countries. But we can carve out a new competitive 

advantage in FDI by specializing in niches within global 

supply chains, such as high-value specialized products 

that require smaller production volumes and highly 

skilled labour. We could also focus our energies on 

the following:

advanced technologies, from aerospace to pharma-

ceuticals and biotechnology; 

high value-added business services such as engin-

eering, consulting and communications; and 

expansion of our capacity in emerging areas like life 

sciences, fuel cells and environmental technologies.

8 World Economic Forum, The Global Competitiveness Report 
2005–06, p. 268. 

•

•

•
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As we have already stated, a positive business climate 

in which to commercialize the future applications of 

these technologies within Canada, for North American 

and world markets, is a critical success factor.

Blow our own horn. The executives surveyed pointed 

out that Canada does not do a good enough job of mak-

ing its investment strengths known to the world. We 

could take all of the actions above and still fall short in 

improving our share of global gross domestic product 

(GDP)—unless we tell the world about our successes 

and attractiveness.

Make the border work efficiently. A final factor not 

directly addressed by the survey of chief executives, 

but already discussed in this report, is the issue of bor-

der efficiency. Canada has a major stake in making the 

border as seamless as possible in terms of infrastructure 

and security coordination, so that investors from out-

side North America that want to serve the entire North 

American market do not perceive the border as a deter-

ent to investing in Canada.

PROTECT AND FACILITATE OUTWARD CANADIAN FDI
Canadian direct investment abroad is the result of both 

“push” and “pull” factors. The push factors are those 

that discourage additional investment in Canada: 

domestic market size, workforce quality, infrastructure 

bottlenecks, regulatory restrictions and a tax environment 

that is less than fully competitive. The pull factors are 

those that attract our investment to foreign countries. 

Some pull factors are negative, like barriers to entry for 

Canadian exports that encourage Canadian businesses to 

leap the barriers via investment. Some pull factors are 

more positive, such as the ability to secure new natural 

resources, to improve efficiencies by integrating into other 

countries’ supply chains, and to serve customers abroad.

Thus, Canadian direct investment abroad is another 

way to take advantage of integrative trade by improving 

Canadian access to global value chains and reaching 

more foreign customers, which in turn strengthens the 

international competitiveness of our firms.

Canadian direct investment abroad is another way to 
improve access to global value chains and to reach 
more foreign customers.

The U.S. is still the largest recipient of Canada’s outward 

FDI, although the U.S. share fell from 50 per cent in 

2000 to 46 per cent in 2005, while the share of some 

other markets has grown. (See Chart 30.) About 10 per 

cent of our outward FDI is destined initially for the three 

tax-friendly “B” countries—Bermuda, the Bahamas and 

Barbados—although those funds may then be onward-

invested in other destinations. The finance and insurance 

Chart 30
Share of Canadian Outward FDI, by Top 10 Destinations
(per cent)

Source: Statistics Canada.
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industry, particularly deposit-accepting intermediaries, 

has the largest share of Canada’s outward FDI stock. 

(See Chart 31.) Other sectors with a substantial share 

of Canadian direct investment abroad are manufacturing 

and mining.

Reduce the risk of outward foreign investment. 
Canadian FDI can be protected through a variety of 

means, from political risk insurance for specific invest-

ments—which is available through Export Development 

Canada (EDC) as well as from the private insurance 

market—to bilateral agreements or even a global foreign 

investment understanding.

Bilateral foreign investment protection and promotion 

agreements, or FIPAs, are designed to protect Canadian 

foreign investment assets in other bilateral markets. 

Canada has a bilateral FIPA with about 20 countries at 

present. We are currently in an advanced stage of nego-

tiations with Peru, but more importantly, bilateral FIPA 

negotiations have begun with both China and India. 

These negotiations should be treated as a high priority, as 

successful outcomes would help to strengthen Canada’s 

investment and trade linkages with these two critical 

emerging markets.

A multilateral investment understanding is still highly 

desirable for all the reasons that multilateralism makes 

sense in any international negotiation: it creates the largest 

level playing-field possible and the greatest potential 

benefits. The failure of the ill-fated OECD Multilateral 

Agreement on Investment (MAI) some years ago, fol-

lowed by the refusal of some key developing countries 

to proceed with investment negotiations through the 

World Trade Organization (WTO), were setbacks. But 

a multilateral investment understanding should not be 

abandoned as a long-term objective.

Strengthen outward FDI facilitation. Economic 

analysis earlier in this study pointed to available benefits 

from the growing links among outward FDI, expanded 

business sales today and additional future trade. Since 

outward FDI makes Canadian businesses more competi-

tive and profitable and creates additional trade, there are 

good reasons to actively encourage Canadian investment 

abroad, in addition to protecting that investment. Although 

political attitudes toward Canadian investment abroad 

are slowly shifting from negative to positive, it is time 

for governments at all levels to join with business stake-

holders in extolling the considerable net economic 

benefits of outward FDI.

Bilateral FIPA negotiations should be treated 
as a high priority.

Sales by Canadian foreign affiliates are a further dimen-

sion of Canadian direct investment abroad. These sales are 

nearly invisible, but are enormous—rivalling Canadian 

goods exports—and are thus an important source of rev-

enue and diversification for Canadian global companies. 

In some markets, such as the European Union (EU) and 

particularly the U.K., establishing foreign affiliates is 

the preferred and necessary approach for Canadians to 

do business, in order to overcome trade barriers and tap 

into local supply chains. (See Chart 32.) Sales of goods 

and services by these affiliates need to be better captured 

in Canadian statistics, so that this phenomenon can be 

better understood. 

Chart 31
Industry Distribution of Canada’s Outward FDI
(per cent)

Source: Statistics Canada.
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Ultimately, if Canadian businesses, particularly small 

and medium-sized enterprises (SMEs), are to take 

advantage of outward investment opportunities, they 

need a more encouraging and supportive policy frame-

work in Canada. SMEs often lack the balance-sheet 

size and in-house expertise needed to invest abroad 

successfully, and they would benefit from policies 

that acknowledge the business and economic value 

of outward investment. This could be accomplished 

by strengthening the government institutions that can 

help facilitate FDI in both directions—particularly 

Investment Canada and EDC. Investment Canada, now 

housed within the Department of Foreign Affairs and 

International Trade, should be given the mandate and 

tools to encourage Canadian direct investment abroad.

Canada’s services exports lag far behind those 
of other advanced countries.

EDC should be encouraged by its shareholder, the 

federal government, to become an active facilitator of 

outward FDI and sales by foreign affiliates, where there 

are material benefits to Canada. In addition to providing 

political risk insurance coverage and structured debt 

financing as it does now, EDC should be a strategic 

equity partner with Canadian firms investing outside 

Canada. It should use its insurance and financing exper-

tise to facilitate global sales by Canadian foreign affili-

ates, particularly for SMEs seeking to “go global.”

ENERGIZE TRADE IN SERVICES

As comparative advantage in industrialized countries shifts 

increasingly toward sophisticated commercial services, 

Canada must deal with its underachieving services trade 

performance.9 (See box “What Is Services Trade?”)

Most industrialized countries have experienced a surge 

in their services industries and services exports, which 

account for about 22 per cent of total exports among 

the countries of the OECD. In the U.S., services exports 

account for roughly 28 per cent of total exports.

Canada’s services exports, at 12.8 per cent of total 

exports and declining slowly, lag far behind those of 

other advanced countries. Admittedly there are struc-

tural reasons for this. Energy and other natural resources 

have a significant weight in Canadian trade and are 

experiencing a price boom. Motor vehicles and parts 

9 Hodgson and Tomlin, Opportunity Begins at Home, p. 4.

Chart 32
Ratio of Canada’s Sales by Foreign Affiliates vs. 
Total Exports, 2004
(per cent)

Source: Statistics Canada.
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What Is Services Trade?

The General Agreement on Trade in Services, or GATS, 
identifies four modes of trade in services. “Supplier” refers 
to the country offering the service, and “consumer” refers to 
the country that purchases the service. 

Mode 1—Cross-border supply: A service supplied from 
a supplier’s country of residence to a consumer’s country 
of residence (e.g., a call centre in New Brunswick serving 
American consumers).

Mode 2—Consumption abroad: A service supplied by the 
movement of a consumer to a supplier’s country of resi-
dence (e.g., a British tourist visiting Canada).

Mode 3—Commercial presence: A service supplied by the 
movement of a commercial organization to a consumer’s 
country of residence (e.g., a Canadian bank operating in 
the Caribbean).

Mode 4—Presence of a natural person: A service sup-
plied through the movement of a natural person—that is, 
an individual who does not reside in the country and who 
is a national of another country—to a consumer’s country 
of residence (e.g., a Canadian consultant who goes to the 
U.S. to provide management services to a U.S. company).

Source: Hodgson and Tomlin, Opportunity Begins at Home.
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are also important to Canadian trade because of the 

integrated nature of North American motor vehicle 

production. Nevertheless, Canada’s services trade is 

much less developed than it could be and deserves to 

be treated as a higher national (not just federal) policy 

priority. (See box “Canada’s Services Trade: How 

Much and Who Is It With?”)

The challenge is to capitalize on Canada’s potential as 

an exporter of high-value services by deepening our 

present market penetration in industrialized country 

markets, while taking advantage of the growing services 

orientation of emerging markets. We also need to expand 

the range of services where we can and should be com-

petitive. This calls for a coherent strategy based on 

three complementary elements, which are presented 

in the following paragraphs.10

10 These elements are discussed in more detail in Hodgson and 
Tomlin, Opportunity Begins at Home.

Improve the domestic structural and regulatory 
environment. As already discussed at length, governments 

at all levels need to ensure that domestic regulations create 

a positive business environment—one that fosters a healthy 

services industry that is able to compete at the international 

level. A national champion for services trade could provide 

valuable leadership in advancing the agenda for domestic 

regulatory reform on services.

Promote more effectively exports and investment 
for services-producing industries. Canadians need to 

be encouraged and assisted to venture into the global 

services market. This requires a conscious move beyond 

the traditional focus on goods-producing industries 

in Canadian trade development and promotion; more 

needs to be done to equip Canadian exporters and 

investors of all sizes with the skills, knowledge and 

infrastructure required to pursue opportunities abroad.

Canada’s Services Trade: How Much and Who Is It With? 

According to Statistics Canada data, Canada now exports 
about $67 billion annually in services, about one-seventh of 
our goods exports and slightly less than we import (which is 
about $79 billion). In 2005, about one of every eight dollars 
earned from Canadian exports came from services.

Canada’s services trade is much more diversified than its 
trade in goods. The U.S. accounts for about 60 per cent of 
services exports and imports; the remaining 40 per cent is 
mainly with Europe and Japan. Some of the fastest-growing 
services markets, however, are in developing countries.

Commercial services—a category composed of a broad 
range of business-related services (insurance, finance, 
construction, architecture, management, and computer and 
information, to name a few)—is the largest component of 
Canadian services trade. (See chart “Canada’s Commercial 
Services Trade, 2004.”) Most of the remainder is roughly 
divided between travel (about 27 per cent) and transportation 
(about 20 per cent). 

It should be noted that services trade data are far from per-
fect. The data are reported with a lag, and classification is a 
challenge because the nature of services is under constant 
evolution. In addition, many services like maintenance, refit 
and refurbishing are contractually integrated into the sale of 
specific goods.

Source: Hodgson and Tomlin, Opportunity Begins at Home.

Canada’s Commercial Services Trade, 2004
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There is, for example, no intrinsic reason why Canada 

should not take more advantage of the potential of edu-

cation services trade, where we are far behind competitors 

like Australia and the U.K. (See box “Education Services: 

Why Australia Is Ahead of Canada.”) To improve edu-

cation exports, we must create a national body that acts 

as the champion for education exports, along with a 

distinct Canadian education brand. There are a host of 

other areas where we should be internationally competi-

tive: environmental services, information technology 

services, business and professional services, and man-

agement of health care systems (as opposed to health 
care delivery), to name a few. Specific trade promotion 

action could be targeted at these sectors.

Companies also need to diversify business strategies, 

with an eye to future developments in demand for ser-

vices and in anticipation of increased competition in 

Canada and around the world for services markets.

Improve market access. If successful, the ongoing 

multilateral services negotiations (“the GATS”) under 

the WTO would help to improve the access of Canadian 

suppliers to international markets, in exchange for the 

progressive liberalization of Canadian services sectors. 

(See box “Liberalizing Financial Services.”) This pro-

cess would be instrumental in opening up new oppor-

tunities and ensuring this takes place on as consistent 

a basis as possible, and needs to be reinvigorated.

Education Services: Why Australia Is Ahead of Canada

Some countries have turned education services into a winner. Between 1989 and 2000, the U.K. grew its education services 
exports by 70 per cent, the U.S. by 125 per cent, and Australia by an astonishing 270 per cent. Canada’s exports, in contrast, 
grew by a mere 50 per cent. (See table “Exports of Education Services.”) The reason for our weaker performance lies in our 
multijurisdictional approach to education and an inward-looking, rather than outward-looking, attitude toward internationalization 
of education services.

Australia (270 per cent increase from 1989 to 2000)
Large, relatively untapped Southeast Asian market targeted
Australian education services promoted through government-run Australia Education International
Concentration on courses enabled by information and communications technology (ICT) and cross-border e-learning
No discrimination against long-distance learning in standards recognition
Strong advocate of international liberalization of education services

Canada (50 per cent increase from 1989 to 2000) 
Anticipated expansion of education services within NAFTA not materialized
Lack of collaboration among 13 different provincial and territorial jurisdictions
No identifiable Canadian education brand or national leadership
Inconsistency in processing of student visas
No meaningful effort to put education on the international liberalization table

Source: Hodgson and Tomlin, Opportunity Begins at Home.

•
•
•
•
•

•
•
•
•
•

Exports of Education Services

1989
(US$ millions)

1989
(percentage of total 
exports in services)

2000 
(US$ millions)

2000
(percentage of total 
exports in services)

Australia 584 6.6 2,155 11.8

U.S. 4,575 4.4 10,280 3.5

U.K. 2,214 4.5 3,758 3.2

Canada 530 3.0 796 3.1

Source: OECD.
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In the meantime, it must be recognized that multilateral 

services liberalization is a complex business that is pro-

ceeding slowly. And there are areas where we can secure 

improved access on a bilateral or regional basis. Trans-

portation services, which have historically been handled 

more bilaterally than multilaterally, are particularly ripe 

for this approach. The recently opened discussions on a 

new Canada–U.S. “Open Skies” deal moves this agenda 

forward in the air sector. We need initiatives to spur 

similar movement in trucking, rail and, to the extent 

U.S. legal restrictions permit, maritime transportation.11

11 The Conference Board of Canada and the Social Sciences and 
Humanities Research Council of Canada sponsored a project that 
examined the effect of deregulation and liberalization, as well as tax, 
labour, security and bankruptcy policies, on the aviation industry 
and the broader national economy. In this project, researchers at 
McGill University Institute of Air & Space Law and Concordia

ADOPT A MORE STRATEGIC APPROACH 
TO INTERNATIONAL TRADE

Over the past decade and a half, Canada’s already heavily 

trade-dependent economy has become even more so. 

Trade as a share of Canadian GDP is now 72 per cent, 

up from 52 per cent in 1990; for comparison, in the U.S. 

its share is about 26 per cent. There is a close correlation 

between international trade and productivity. Sectors 

that are trade oriented tend to attain stronger productiv-

ity performance as a result of their greater exposure to 

international competition as well as to technological 

and managerial innovation. There is also a link between 

trade openness and quality of life. (See box “The Link 

Between Economic Growth, Openness to Trade and 

Quality of Life.”)

Canada needs to become much more strategic about 

international trade and related investment at a time 

when trade is becoming vastly more competitive and 

complex, and will have an even greater impact on the 

future potential of the Canadian economy. Trade pro-

motion strategies like putting more trade commissioners 

on the ground and helping SMEs to swim in the global 

economy are useful. But the challenge is more funda-

mental than that.

SHARPEN INTERNATIONAL TRADE POLICY 
AND MACHINERY
We have to face it: Canada is up against exceptionally 

well-armed trade competitors. Our traditional partners 

and competitors—the U.S., the EU, Japan and other 

open economies like Australia—all have strong national 

trade policy and machinery, as increasingly do China 

and leading emerging economies like Brazil. Our inter-

national trade policy and management regime has its 

strengths. But international trade is a remarkably tough 

business, and we need the vision, structures, policies 

and mechanisms that will enable us to compete with 

the best.

Liberalizing Financial Services

North American and European markets are already relatively open, and financial 
services flow rather smoothly across borders. Most developing country markets 
remain closed in whole or in part to financial services, and the majority of 
remaining significant barriers to trade in financial services are found in Latin 
America and Asia.

To make progress in further opening of financial services markets under the GATS 
negotiation process, Canada will need to review its own domestic financial struc-
ture in three areas:

Limits on authority of governments to interfere in the functioning of finan-
cial markets—an area in which many developing countries are hesitant 
about reform;
Removal of remaining restrictions on intrasectoral financial activities—
such as prohibiting banks from offering insurance services, as is the 
case in Canada; and
Standards in the prudential regulation and supervision of financial 
institutions—which relates to the lack of a national securities regulator 
as well as removal of regulatory barriers to competition.

Canada’s key export markets for financial services are as follows:
Asia: China, Japan, India, Taiwan, Singapore, Malaysia, Hong Kong, Indonesia, 
Philippines, Vietnam
Europe: U.K., Ireland
North America: U.S., Mexico
South America: Chile, Brazil, Argentina, Costa Rica
Caribbean: Caribbean Community (CARICOM)

Source: Hodgson and Tomlin, Opportunity Begins at Home.

1.

2.

3.

 University International Aviation MBA Program collaborated to 
formulate policy recommendations addressing the current chal-
lenges in international aviation and Canada’s role in creating a new 
transnational legal framework for aviation relations. See Dempsey 
et al., Report on International Aviation Policy.
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The Martin government’s effort to separate the inter-

national trade function from the Department of Foreign 

Affairs and International Trade addressed the wrong 

issue. The real question is not about whether, or how, 

to arrange the deck-chairs, but about what kind of trade 

ship will carry Canada’s fortunes through the turbulent 

global trade waters ahead. At the moment, the trade ship 

is a creaky and leaky one, beset by institutions that have 

become dated and by a fragmentation of national effort.

Canada’s international trade and investment policy 
must allow us to compete with the best.

Strengthen Ottawa’s international trade role. Future 

success in the global economy depends on strong national 

trade and investment policy leadership; these are not areas 

to be “contracted out.” Stronger federal vision and leader-

ship must be backed by stronger federal–provincial cooper-

ation that goes beyond the jingoistic “Team Canada” trade 

promotion ethos. Australia⎯another federal state⎯has 

had recent success in Asia, in part due to clear, long-range, 

strategic national trade leadership. The specific elements 

of trade policy leadership are discussed in detail below.

To attain a stronger position, we will need to examine the 

institutional structures of others to stimulate thinking 

about what might improve our performance. Both the 

U.S. and the EU have strong international trade negotia-

tion machinery. Australia, like Canada, houses its inter-

national trade and foreign policy functions together, but 

has introduced private sector oversight into its trade 

commissioner service. There is no single best model, but 

there must be scope for innovation, based on rigorous 

analysis and open engagement with stakeholders: doing 

what has always been done may no longer suffice.

Recognize the growing intersection of the foreign 
and domestic spheres. At the same time, the distinction 

between what is international and what is domestic is 

gradually disappearing. Trade issues today are not so 

much about traditional border barriers to market access 

as they are about things like subsidies and the impact 

The Link Between Economic Growth, Openness to Trade 
and Quality of Life 

In recent years, considerable attention has been paid to questions associated 
with the pattern of economic growth in different countries. One of the “big 
questions” that has tantalized economists who specialize in growth and eco-
nomic development is the following: “As economies grow over time, do they 
tend to converge toward one another, or toward some ‘leader,’ in terms of per 
capita output?” There is a body of economic theory that predicts that this will 
happen and that the extent to which economies are open to international trade 
plays a role in this convergence.

However, just because a country’s economy is growing, it does not necessarily 
follow that its citizens are becoming any better off. For example, economic growth 
may be unequally distributed across different population groups or the growth may 
come at the expense of the environment. In short, economic growth need not go 
hand-in-hand with an improvement in citizens’ quality of life.

A recent path-breaking study—sponsored by the Conference Board and the 
Social Sciences and Humanities Research Council of Canada (SSHRC)—
appears to be the first to explore the connections between economic growth, 
the extent to which economies are open to international trade1 and improve-
ments in various quality of life measures.2 The study presents evidence that 
greater openness to trade can foster growth in economic output and improve-
ments in various measures of quality of life, in Canada and other similar coun-
tries. Increased trade openness also tends to help with the catch-up process if 
we wish to narrow the gap with the leading countries in terms of real per capita 
output. However, it may not be sufficient when it comes to converging with the 
leaders in terms of quality of life. In any case, output catch-up seems to precede 
the catch-up that occurs in quality of life, although there is evidence in the case 
of Canada of a more direct causal link between trade openness and quality of life.

Canada has not made any significant progress in catching up with the econ-
omies of the U.S. and Norway in terms of real output per head in recent years. 
This research suggests that increased trade liberalization offers one opportunity 
to rectify this situation. The various quality of life indicators considered put Canada 
in the middle of the pack, when compared with similar developed economies. The 
research also indicates that further opening Canada’s economy to international 
trade should eventually improve these quality of life measures, though there is 
no guarantee of a complete catch-up with the world leaders. Overall, the study 
concludes that Canada’s standing in the international comparisons can be improved 
in several dimensions, directly or indirectly, by increasing the economy’s openness 
to international trade.

1 Giles, The Link Between Economic Growth, Openness to Trade and Quality of Life.

2 The individual quality of life measures used in this study are life expectancy, share 
of population with a university education, wealth per capita, human capital per 
capita, carbon dioxide emissions per capita, income inequality and the infant 
mortality rate.

Source: The Conference Board of Canada.
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of non-tariff barriers on domestic performance. As 

shown earlier in the productivity conceptual framework 

(Exhibit 1 on page 49), international trade and investment 

is a fully integrated part of national economic performance.

The future will require much closer linkages between 

what we think of as domestic policy—non-tariff barriers, 

limits on competition, regulation, our investment climate, 

skills and education, and innovation—and international 

trade policy. Ireland, for example, a recent global winner 

in international investment and trade, has fundamentally 

restructured itself to strengthen the linkages among 

innovation, investment and trade. (See box “Creating 

a More FDI-Friendly Environment: The Irish Case.”)

INCORPORATE INTEGRATIVE TRADE INTO 
OUR THINKING AND PRACTICES
Canada’s approach to international trade is largely still 

rooted in the classic view of trade as an exchange of 

goods between countries. The rise of global supply chains, 

in which imports and exports are exchanged across bor-

ders as part of the production and marketing processes 

of a single company or a network of companies, chal-

lenges these traditional perceptions. So does trade that 

is increasingly led by FDI in both directions, and trade 

where services are deeply integrated into the entire pro-

cess. We need to better understand and articulate what 

this phenomenon means for Canadian trade and invest-

ment policy in all its dimensions.

For industries that are already highly integrated around 

the Canada–U.S. border, such as the motor vehicle 

industry, one priority is obvious: streamline the border 

process and reduce unnecessary obstacles in the form 

of tariff, regulatory, security or other barriers, no matter 

how subtle. Efficient border management will become 

increasingly important as countries like China, India 

and Brazil try to cut into our supply chains with their 

own lower-cost inputs of sufficient quality. Likewise, 

the demands of modern manufacturing, like just-in-time 

production and quality control, give an important natural 

advantage to geographic proximity, provided it is not 

neutralized by regulatory and security barriers. 

International trade is no longer about exchange; 
it is about integration.

Facilitate key imports. The external challenges for 

Canadian exporters and trade policy are clear: how 

to secure and maintain market access and strengthen 

positions in the global supply chains of U.S. and other 

companies. A different question arises on the import 

side, where growing imports from China and India can 

reduce production input prices without necessarily sac-

rificing quality, thereby making Canadian businesses 

more internationally competitive.

In this changing world, higher import costs due to 

inefficiencies will impact on export competitiveness. 

While import facilitation is tricky, there is a case for 

positive action, such as improving access to credit for 

key imports, to ensure that Canadian firms can com-

pete on a level playing field with businesses abroad. 

Specifically, EDC should have the legislative capacity 

to ensure that exporters can finance or insure key pro-

duction imports on competitive terms. This could be an 

important success factor for some firms in an integrated 

manufacturing world where the foreign (or imported) 

content of exports exceeds 40 per cent, or even 50 per 

cent, in many manufacturing sectors.

Creating a More FDI-Friendly Environment: The Irish Case

Ireland is a stellar example of a country that became a major FDI 
recipient by actively transforming itself into an attractive destination 
for FDI. With less than 1 per cent of the EU population, Ireland now 
attracts a major share of inward EU investment: 41 per cent of soft-
ware projects; 34 per cent of pan-European shared services centres; 
31 per cent of pharmaceutical/medical technologies; 25 per cent 
of pan-European customer contact centres; 12 per cent of ITC; and 
8 per cent of R&D centres. That is not to argue that Canada, in whole 
or in part, can repeat the Irish miracle, but it does show that coun-
tries can change their fortunes through the adoption of an improved 
policy environment.

Sources: The Conference Board of Canada; IDA Ireland, Ireland, Knowledge 
Is in Our Nature, p. 5.
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Examine trade remedy. Notwithstanding the beneficial 

dimension of imports in many sectors, we cannot ignore 

the reality that some imports can put Canadian manu-

facturers at risk of going out of business. This suggests 

a need to review the Canadian system of so-called trade 

remedy—that is, the systems relating to dumping, 

countervail, safeguards and export restraints—to ensure 

that it does not impede critical imports, while protecting 

domestic manufacturers from unfair competition and 

giving them breathing space to adjust.

REASSERT INTERNATIONAL TRADE 
POLICY LEADERSHIP
Canada’s international trade policy is oriented in two 

directions: our bilateral focus on the U.S. and our multi-

lateral focus on the WTO negotiating forum. It is not a 

question of one or the other. Both are essential—and to 

a large extent, reinforcing. Bilateral trade policy serves 

our major trading interests in the U.S., while the inter-

national rules-based trading system implicit in the WTO 

provides a critical offset to what would otherwise be 

overwhelming domination by the U.S.

Canada has lost significant ground in the WTO 
because of our inability to sacrifice some of our 
political sacred cows.

Somewhere along the road, however, Canada seems to 

have fumbled the multilateral trade ball. With the recent 

demise of “the Quad”—the influential group of trade 

ministers from the U.S., Europe, Japan and Canada that 

informally steered key trade negotiation decisions—

Canada has lost significant ground in the WTO. We find 

ourselves today on the outside looking in on a new 

informal leadership group in which we have effectively 

been replaced by Australia. This is a product of our 

inability to show leadership by sacrificing some of our 

protected and political sacred cows in key areas like 

agricultural supply management and shipbuilding, as 

well as long-term strategic positioning by Australia as 

an agricultural free-trader with strategic and growing 

ties to Asia and elsewhere.

At the same time, it has become abundantly evident 

that the process of multilateral trade negotiation itself 

has become unwieldy. In part, the problem stems from 

the domestic political challenge in many jurisdictions, 

including Canada, of reducing agricultural subsidies. 

But the WTO has also become the victim of its own 

success. The kind of informal processes that have 

historically shaped the outcome of past negotiations, 

including the existence of leadership groups like the 

Quad and its successor, do not suit an organization 

that now has 149 members including China and other 

emerging trade giants. So, the solution is not simply 

for Canada to rejoin a reconstituted Quad. Something 

more is required.

The suspension of the Doha Round of negotiations was 

due largely to the inability of the major industrialized 

trading nations to address their own domestic agricul-

tural protection and support programs, and to recommit 

themselves to serious discussions on more liberal global 

trade. As noted earlier in this volume, the existing trade-

negotiating authority from the U.S. Congress expires in 

July 2007, providing a very brief window for the Doha 

Round to be completed under this presidency. A U.S. 

president in the final two years of his term will have 

less influence with Congress. A new president would 

need to seek a new negotiating mandate from a new 

Congress in 2009.

For Canada, the Doha Round suspension poses serious 

risks for bilateral trade with the U.S.—but it creates 

an opportunity for the federal government to exam-

ine in depth its policy toward international trade and 

investment, to consider the costs of being left outside 

the inner circle of multilateral trade, and to articulate 

its trade vision and priorities. Volume II addresses 

the importance of strengthening Canada’s multilateral 

negotiating position with respect to agricultural trade, 

and makes the case that domestic reform in heavily pro-

tected supply-managed agri-food sectors would help to 

reposition Canada as a leader on trade liberalization in 

agriculture more generally.
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Whenever the Doha Round resumes, pressures will rise 

for a new informal collective management structure that 

can lead to the successful completion of the negotiations 

and implementation of the resulting agreements. Canada 

has a strong interest in helping to drive this train toward 

mechanisms where we can exercise our influence. Stand-

ing by and hoping for the best, as we have done in recent 

years, is simply a recipe for getting left out in the cold.

Ultimately, we need to decide whether we are again 

going to be the leader we have historically been in 

multilateral trade, or lapse into default mode. And if we 

are going to have influence, we need to earn our keep 

by taking a constructive lead on key issues with the 

U.S. and other key trading partners. Specific aspects of 

trade in services, for example, would be an innovative 

place for Canada to take a leading role, if we are pre-

pared to reduce our own domestic barriers to competi-

tion and to improve national regulatory alignment.

The U.S. will continue to be Canada’s top bilateral 
trade priority but NAFTA has reached the limit of its 
influence on structural change.

Moreover, to be taken seriously as a free and open trader, 

we need to get serious about our own remaining pockets 

of protectionism in agricultural supply management and 

other protected sectors of the economy. Protec tion in these 

sacred cow sectors not only is indefensible in trade 

terms but also works against the interests of Canadian 

consumers, while protecting a small and shrinking 

number of producers and workers. A smarter policy 

with greater net benefits for the Canadian economy can 

be found, if we have the imagination to look for it.

GET SERIOUS ABOUT OUR BILATERAL INTERESTS
Although Canadians have a strong interest in multi-

lateral pursuit of free trade, and specifically in a suc-

cessful outcome to the Doha Round, we have never put 

all of our eggs in the multilateral basket. Multilateral 

progress has been uneven at the best of times, and our 

trading partners are already actively pursuing new bilat-

eral and regional free trade agreements. We risk being 

left far behind if we do not become more aggressively 

and actively engaged in advancing our bilateral and 

regional trade and investment interests.

Deepen and improve NAFTA. The U.S. will continue 

to be Canada’s top bilateral trade priority. NAFTA, and 

the Canada−U.S. Free Trade Agreement (FTA) before 

it, has played a critical role in promoting Canada–U.S. 

trade, but NAFTA is now a mature agreement that has 

reached the limit of its influence on structural change. 

Meanwhile, the U.S. is pursuing its own bilateral trade 

interests, and we thus risk becoming marginalized 

in U.S. trade policy—without a credible bilateral or 

regional alternative.

The answer to preserving some special status with the 

U.S. is to reduce the remaining barriers to access to the 

American market, which means deep engagement in the 

Security and Prosperity Partnership with the U.S. and 

Mexico. This issue is explored at greater length in the 

next chapter.

Refocus bilateral and regional trade agreements. 
Canada got into the business of negotiating bilateral 

free trade agreements in the wake of NAFTA, largely to 

offset the gravitational pull of our preferential arrange-

ment with the United States. The results, however, have 

been meagre at best. To date, we have negotiated three 

agreements, with less than sterling results: the agree-

ment with Israel was followed by above-average growth 

in exports; the agreement with Costa Rica was followed 

by below-average growth in exports; and the agreement 

with Chile was followed by a 10 per cent export decline. 

There is little evidence of deeper economic integration 

with these three bilateral partners. Another eight proposed 

agreements remain stalled along the pipeline.12

We also suffer from a paradox; countries that are inter-

ested in negotiating bilateral agreements with us tend 

to be marginal to Canadian economic interests, while 

larger countries with greater economic potential tend to 

12 Goldfarb, U.S. Bilateral Free Trade Accords, p. 18.
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be less interested, viewing us more as a regional adjunct 

of the United States. The latter certainly appears to 

be the case in our relationship with the EU. Where 

proposed bilateral trade agreements might be helpful, 

such as with South Korea and the European Free Trade 

Association (EFTA) countries, they have foundered on 

such things as our unwillingness to deal with high ship-

building tariffs.

The conclusion on bilateral and regional agreements 

is that Canada needs to stop pursuing marginal trade 

agreements that have some political appeal but yield 

little in the way of economic gains—and certainly yield 

little relative to the negotiation and implementation 

effort required. Instead, Canada must pursue bilateral 

and regional trade and investment agreements with 

countries that are important to our economic interests, 

based on rigorous analysis of the expected benefits. 

Canada may increasingly finding itself a spoke 
in a larger U.S. preferential trade wheel.

We should further recognize that regional trade liberal-

ization appears to be a growing wave of the future. In 

addition to the existing North American and European 

trade blocs, Asian countries are now making noises 

about developing their own regional approach to trade 

liberalization (although there is a need to separate rhet-

oric from reality). Canada should therefore be prepared 

to engage our NAFTA partners in serious discussions 

about the advantages of region-to-region trade liberal-

ization. Any bilateral or regional agreements pursued 

should be as comprehensive as possible, addressing 

barriers to traditional goods but also barriers to services 

and investment. 

In the larger scheme of things, an international trading 

system riddled with overlapping and confusing trade 

rules—what has been called the “spaghetti bowl”—is 

not optimal for Canadian business. Multilateral trade 

liberalization is superior in terms of economic benefits. 

Nonetheless, bilateral and regional trade agreements are 

not something Canada can afford to ignore, especially 

following the 2003 U.S. decision to actively pursue them. 

Canada needs to stop pursuing marginal trade 
agreements that have some political appeal but 
yield little in the way of economic gains.

To date, U.S. moves appear to have been guided as 

much by politics and security concerns as by commer-

cial interest, with little practical economic impact on 

Canada. But this trend, if continued and extended to 

more significant players, raises the prospect of Canada 

increasingly finding itself a spoke in a larger U.S. pref-

erential trade wheel—our preferential access diluted 

and without the same degree of favourable access in 

third markets. (See Table 6.) At the same time, develop-

ments like Australia’s recent free trade deal with China 

or the rumbles of pan-Asian free trade speak to the 

aspirations of our competitors. Both these factors con-

firm that we need to get into the bilateral and regional 

game as a serious player.

THE CORE MESSAGE: PURSUE A MORE 
COHERENT INVESTMENT AND TRADE POLICY

Ultimately, we cannot afford to forget that we live in 

the real world, one where other countries often attempt 

to use trade and investment rules to “advantage” their 

firms and to “disadvantage” firms from other nations. 

In that real world, we need a tougher approach to inter-

national trade and investment that uses international 

agreements and their complete follow-through to enable 

Canadian businesses to meet the hard-nosed international 

competition. We need to position our country for the 

medium and long term, as our competitors are doing. 

And we need to ensure that there is improved coordina-

tion and even synchronization among our international 

trade and investment policies, trade and investment 

promotion efforts, and domestic policy reform.
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The implications of the preceding discussion are clear. 

We need a coherent, deliberate international trade and 

investment strategy that:

focuses on positioning Canada as a leader once 

again in multilateral trade and investment liberaliza-

tion through the WTO;

deepens and improves NAFTA;

pursues other regional and bilateral trade and invest-

ment agreements with key countries that are vital to 

our economic interests, based on rigorous analysis; and

ensures we are not undercut in markets through 

agreements struck by our competitors and partners, 

or through other special arrangements.

As a trade and investment policy agenda, that is a very 

tall order. Nevertheless, it is an unavoidable one if we 

want to maximize our advantage in a highly competitive 

world.

•

•

•

•

RECOMMENDATIONS TO REVITALIZE 
INTERNATIONAL TRADE AND INVESTMENT

The Conference Board of Canada recommends that: 

The federal government pursue a coherent, deliberate 

international trade and investment strategy:

Position Canada as a leader once again in 

multilateral trade and investment liberalization 

through the World Trade Organization.

Deepen and improve the North American Free 

Trade Agreement. 

Pursue other bilateral and regional trade and 

investment agreements with countries that are 

important to our economic interests.

Ensure that we are not undercut in markets 

through agreements struck by our competitors and 

partners, or through other special arrangements.

11.

–

–

–

–

Table 6
Preferential Trade Agreements: The Expanding NAFTA Trade Wheel

Canada U.S. Mexico

Bilateral/multilat-
eral agreements

Israel (1996)
Costa Rica (1997)
Chile (2003)

Israel (1985)
Jordan (2001)
Chile (2003)
Singapore (2003)
Morocco (2004)
Bahrain (2004)
Central America 5 (El Salvador, Guatemala, 
Honduras, Nicaragua, Costa Rica) plus 
Dominican Republic (2004)
Australia (2005)

Costa Rica (1995)
Nicaragua (1998)
Group of Three (Colombia, 
Mexico, Venezuela) (1995)
Israel (2000)
EU (2000)
EFTA (2001)
Northern Triangle (El Salvador, 
Guatemala, Honduras) (2001)
Chile (2004)
Uruguay (2004)
Japan (2005)

Proposed 
agreements

Free Trade of the Americas (FTAA)
European Free Trade Association 
(EFTA) , since 1998
Singapore, since 2001
South Korea, since 2005
Andean community countries (Colombia, 
Ecuador, Peru, Bolivia), since 2002
EU—“enhancement agreement,” 
since 2004
Japan (preliminary)
Caribbean Community (CARICOM)

FTAA
South Africa, since 2003
Andean community countries (Colombia, 
Ecuador, Peru, Bolivia), since 2004
Panama, since 2004
Thailand, since 2004
Oman, since 2005
United Arab Emirates (UAE), since 2005
South Korea (preliminary since 2005)

FTAA

Sources: International Trade Canada; Office of the U.S. Trade Representative (USTR); Foreign Trade Information System (SICE) of the Organization of American 
States (OAS).



The Conference Board of Canada | 97

Governments recommit to making Canada an 

attractive destination for new productive foreign 

investment by addressing factors that deter foreign 

investors—the regulatory environment, tax com-

petitiveness, the quality of the labour force, and 

constraints at the border—and by bringing greater 

clarity and transparency to the legislation and rules 

governing FDI.

The federal government facilitate outward Canadian 

FDI where there are material benefits to Canada 

through actions that reduce the risk of investing 

12.

13.

outside Canada, like Foreign Investment Protection 

Agreements, and by strengthening facilitation 

of outward FDI through agencies like Export 

Development Canada.

Governments and business promotion organiza-

tions energize trade in services through an improved 

domestic structural and regulatory environment for 

services, more effective promotion of exports and 

investment for services-producing industries, and 

improved market access for services trade. 

14.



HIGHLIGHTS

Canada’s dominant foreign 

policy priority is our rela-

tionship with the U.S.

Stronger regulatory align-

ment with the U.S. is 

required. It is important 

to focus on streamlining 

border processes; reducing 

remaining obstacles to 

preferential access to the 

U.S. market; tapping into 

the potential of services; 

and developing strategies 

for dealing with increased 

U.S. protectionism.

•

•

Yet, we must balance 

the relationship with our 

neighbour to the south 

by giving greater weight 

to our ties with China 

and other key emerging 

markets. Canada should 

pursue all elements of 

integrative trade with 

China—supply chains, 

trade-creating foreign 

direct investment flows 

to China and other Asian 

countries, sales by foreign 

affiliates and offshoring.

• Our traditional partners, 

Japan and Europe, should 

not be forgotten.

Canada can demonstrate 

multilateral leadership by 

focusing on areas where 

we offer specialized exper-

tise, like risk management 

in public health.

•

•

8



There has been much debate about the future 

direction for Canada’s foreign policy, espe-

cially with changing minority federal gov-

ernments. Global political and economic change has 

challenged our comfortable assumptions about who 

we are and how we can best pursue our interests and 

our values. At the same time, we have allowed our 

international status to run down—we are no longer the 

global defence, trade or development assistance player 

we used to be. And we have ended up with fragmen-

tation—too many priorities and not enough strategic 

focus—as well as too little coherence between our 

domestic and international priorities.

A full evaluation of Canada’s future foreign policy direc-

tion is beyond the framework of this report.1 Instead, this 

section suggests directions for making better use of inter-

national relationships to improve our economic perform-

ance. Specifically, the section will articulate why we must 

learn to advance foreign policy along two primary tracks:

Focus constantly on the critical foreign policy 

relationship with the United States. 

Give priority treatment to China and other key 

emerging powers. 

Nurturing our relationship with our traditional partners, 

Europe and Japan, is an important secondary track. 

1 For a more detailed analysis, see The Conference Board of Canada, 
“Revitalizing Canadian Foreign Policy,” pp. 97–115. See also 
MacDuff, Course Correction.

•

•

RETHINK OUR CRITICAL RELATIONSHIP 
WITH THE U.S. 

Canada’s dominant priority—and most difficult 

challenge—is its relationship with the United States. 

Two realities—our future economic prosperity is over-

whelmingly tied to the U.S., but our political relationship 

with the U.S. had eroded until recently—demand that we 

rethink our approach to the U.S.2

Canada is no longer the global defence, trade or 
development assistance player it used to be.

CATCHING UP WITH REALITY
Canadians have always been deeply divided in their 

perceptions of relations with the United States. Geography 

and market forces inevitably drive us toward the U.S., 

but we are suspicious of the consequences of its power 

and influence. To take charge in our relationship with the 

U.S., Canada’s approach needs to be framed by recog-

nition of the changing underlying dynamics.

First, since the Free Trade Agreement, Canada is more 

highly integrated with the United States. Industry and 

infrastructure are increasingly rationalized and integrated 

across our common border. This has occurred at a time 

when the locus of U.S. power is shifting toward the 

south and southwest. The North American Free Trade 

2 The Conference Board of Canada, In Search of a New Equilibrium, p. 1.

Strategy #5: Refocus Foreign 
Policy Priorities 

CHAPTER 8
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Agreement (NAFTA) does not resonate well in the 

U.S. Congress, where it is popularly associated with job 

losses to Mexico and immigration problems. And with 

our large trade surplus with the U.S. (CDN$151 billion 

in 2005), we are part of the overall U.S. external deficit 

picture. (See box “The U.S. Economy: What Kind of 

Horse Is the Canadian Wagon Hitched To?”)

Second, U.S. perspectives have changed. Twenty years 

ago, Canada and the U.S. shared an interest in facilitat-

ing North American economic integration. With the 

Canada−U.S. Free Trade Agreement (FTA) and NAFTA 

in place, U.S. economic attention is increasingly turning 

to other markets and issues, particularly China. Canada is 

comparatively less important to the global production and 

distribution systems of U.S.- based transnational companies.

Third, U.S. global interests have moved from trade to 

greater preoccupation with energy security and the war 

on terrorism. As the popular U.S. dictum goes, security 

now trumps trade. Canada’s economic links with the 

U.S. are now irrevocably tied to security and how well 

we deal with it. The temporary closure of the border after 

9/11 jolted Canadians awake about our vulnerability 

in trade access to the United States. Both governments 

have taken measures to address the “thickened border,” 

but the risk of further disruption is real.

And fourth, although the NAFTA dispute panel system 

has been working well in general, the softwood lumber 

issue raises deep questions about U.S. respect for inter-

national commitments in trade. Ultimately, it speaks to 

the ability of Canadians to pursue policies that are dif-

ferent from those of the U.S., and to the U.S. congres-

sional disposition to bow to powerful domestic lobbies.

U.S. global interests have moved from trade to greater 
preoccupation with energy and the war on terrorism.

PUTTING NAFTA INTO PERSPECTIVE
The FTA, which was subsumed by NAFTA, played a 

key role in promoting Canada–U.S. trade and economic 

integration. But NAFTA is now a mature agreement that 

has largely stalled.

The political vision of “broadening” NAFTA by extend-

ing its provisions to the rest of the hemisphere is 

happening in a haphazard way through bilateral agree-

ments. The Free Trade Agreement of the Americas 

(FTAA) has been slow to materialize, largely because 

the Mercosur countries (including Brazil, Argentina, 

Uruguay and Paraguay) prefer their own arrangement 

and perhaps because of growing anti-U.S. sentiment in 

the region. Ultimately, fundamental differences between 

the U.S. and Brazil mean that the prospect of a truly 

hemispheric arrangement is remote. The most we can 

hope for is “FTAA-lite.”

Deepening NAFTA through the extension of its provi-

sions among the three signatories has not worked out 

as hoped. Chapter 11 of the agreement—which estab-

lishes a mechanism for the settlement of investor versus 

state disputes—has led to much broader challenges for 

national legislation. Progress in the harmonization of 

regulations and standards, as well as in rules of origin 

for imports from third countries, has been slow. The track 

record of NAFTA’s 30 working groups is mixed at best. 

As argued earlier, we are now at risk of becoming just 

another spoke in a larger U.S. preferential trade wheel. 

There is only one answer to preserving some special 

status: reduce the remaining barriers to access to the 

U.S. market.

The U.S. Economy: What Kind of Horse Is the Canadian Wagon 
Hitched To? 

The U.S. economy is a strong factor in Canadian growth and prosperity. At the 
same time, our close economic integration makes us vulnerable to its weaknesses.

The U.S. growth outlook beyond 2006 is uneven, coloured by the twin deficits 
and by heavy consumer indebtedness that is linked directly to the U.S. housing 
market. If housing prices make a soft landing, consumer confidence should not 
be stirred. That soft landing is our baseline forecast. If, however, housing prices 
were to make a sharp downward adjustment of 20 per cent or more—a hard 
landing—consumers may be shaken and the U.S. recovery may stall.

It is uncertain whether the rest of the world will remain as enthusiastic about 
investing in the U.S. as it has been for the past decade. The most likely scenario 
on the horizon depicts slower growth in North America and a further fall in the 
value of the U.S. dollar against other major currencies. The implication of this 
scenario is that global prosperity, not just American, will increasingly be a key 
driver of future North American—and hence Canadian—growth.

Source: The Conference Board of Canada.
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We also need a more realistic appreciation of the future 

of our economic relationship with Mexico. As reflected 

in the first section of this volume, Canadian trade and 

investment with Mexico have grown significantly, but 

from a very small base. The relationship holds promise 

and needs to be stimulated. But we also need to rec-

ognize that Mexico is a growing competitor in U.S. 

markets in areas of interest to Canada, such as auto-

motive and higher technology. The preoccupations 

of the parties are also different, Canada’s being more 

with economic issues and Mexico’s with migration. 

Increasingly, we may need to differentiate between 

where pursuing our U.S. interests is best done with 

Mexico and where we are best to meet the Americans 

without Mexico.

“BIG IDEAS” 
Growing Canada–U.S. economic integration, coupled with 

the events of 9/11, gives rise to options about the future 

shape of the Canada–U.S. relationship.3 One option would 

have Canada distance itself from the U.S. and go down 

a new path defined by multilateralism. This thinking is 

associated with the fashionable thesis that Canadians 

and Americans are diverging due to different “world 

views” and different values. It is coloured by concerns 

about unilateral U.S. power, the Iraq war and the current 

U.S. president. While this approach has considerable 

public resonance, “going it alone” weighs very heavily 

against the reality of continental economics.

Another option seeks further deepening of Canada–U.S. 

economic integration through the creation of new supra-

national institutions, ranging from a fully fledged 

Economic Union to a Customs Union to proposals for 

various kinds of commissions and other joint bodies.

3 The first track is associated with the “soft power” approach advo-
cated by Thomas Axworthy. The second track has appeared in vari-
ous forms in the media. Proposals for new institutions, including a 
North American Commission, an Office of North American Statistics, 
a North American Planning Office, and a Permanent North American 
Court on Trade and Investment, were advanced by Robert Pastor in 
Toward a North American Community, pp. 100–101. An alternative 
position was presented by Robert Wolfe in “See You in Washington?” 
pp. 4–5 and by the Canadian Council of Chief Executives, New 
Frontiers. This latter organization suggests that smaller joint bodies, 
with limited mandates to identify and resolve problems, are the 
most promising means of enhancing the institutional capacity to 
manage the continuing process of economic integration between 
Canada and the U.S.

The most prominent proposals involve negotiation of 

a new strategic “grand bargain” with the U.S., linking 

Canadian cooperation on U.S. physical and energy secur-

ity with assured access to the U.S. market.4 The funda-

mental difficulty with such proposals lies in the asymmetry 

of power between Canada and the United States. What is 

the likelihood of a genuinely bi-national approach to trade 

policy or its administration? Nor is it clear that Canada’s 

problems with the U.S. stem from a lack of formal institu-

tions, or that there is much support in either country for 

moving in this direction. (See box “The Popular Limits 

to Formal Integration in North America.”)

BE PRAGMATIC: COMMON ECONOMIC SPACE, 
INDEPENDENT POLICY SPACE
In the view of The Conference Board of Canada, a 

coherent, practical, step-by-step approach to manag-

ing relations with the U.S. offers the best promise of 

addressing Canada’s economic concerns, while protect-

ing other Canadian interests and values.5

4 Variations of the so-called grand bargain were advanced by the 
C.D. Howe Institute and the Institute for Research in Public Policy. 
See, for example, Dobson, Shaping the Future of the North 
American Economic Space.

5 The Conference Board’s views are discussed in more depth in the 
report In Search of a New Equilibrium, pp. 26–28 and 35–37, and 
in “Revitalizing Foreign Policy: Carving Out a New Role,” p. 107.

The Popular Limits to Formal Integration in North America

Any proposal for further North American integration that emphasizes “creating 
a community of North Americans” will have to contend with the reality that 
identification with the continent is quite low.

In 1981, 1990, 1998 and 2002, the World Values Survey asked the following 
question: “To which of these groups (local, provincial/state, national or global) 
would you say you belong, first of all?” The results are striking. For Canadians, 
identification with “Canada” was top ranked in all but the first of the four surveys 
(where “local” was first). It remained remarkably stable during the 1990s, a period 
of North American economic integration. Among Americans, identification with 
the “United States” has doubled over the past two and a half decades. There was 
a low identification with “North America as a whole” in both countries—only 6 per 
cent selected the continent as their primary identity.

In 2003, the Centre for Research and Information on Canada found that 44 per 
cent of Canadians wanted closer ties with the U.S., while 39 per cent favoured 
the status quo and 15 per cent wanted weaker ties; in 2004, the percentage of 
respondents wanting closer ties dropped to 34 per cent, while those satisfied 
with the status quo stayed more or less the same (41 per cent) and the percent-
age of those seeking a more distant relationship grew to 24 per cent.

Source: The Conference Board of Canada, In Search of a New Equilibrium.
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Canada needs renewed political determination to press 

forward in those areas where we can maximize our 

advantage and better secure our place in the U.S. market. 

NAFTA has taken us a long way, but we need to finish 

the job. This kind of nitty-gritty may not have the grand-

eur of new architecture or sweeping negotiations—but it 

carries the prospect of near-term concrete results. The 

importance of doing everything possible to facilitate trade 

with the U.S. is all the more important with a strong 

Canadian dollar that threatens to price us out of some 

U.S. markets. The following areas—some of which we 

can undertake ourselves and some of which require 

bilateral action—will generate the biggest gains.

Canada’s existing preferential access to the U.S. market 
under NAFTA is unfinished business.

Focus on the border and near-border. The Canada–

U.S. Smart Border and related initiatives have improved 

the flow of goods and people across the border. But the 

problem of border security and border thickening is far 

from solved. Protecting business supply chains and inte-

grated infrastructure is interrelated with our willingness 

to cooperate with the U.S. in the areas of security con-

trol, intelligence gathering and information sharing, and 

immigration and refugee policies, while recognizing 

legitimate privacy and rights concerns. Streamlining the 

border process by making major investments in border-

related infrastructure, such as intelligent technology to 

move the process of customs pre-clearance away from 

the border area, could make a significant contribution to 

reducing transportation costs, customs-processing times 

and wait times. Customs and revenue agencies also 

need to simplify their reporting processes.

Reduce remaining obstacles to access. Canada’s existing 

preferential access to the U.S. market under NAFTA is 

unfinished business. We need greater cooperation on, 

or even harmonization of, regulations where this makes 

sense, without sacrificing Canadian regulatory objectives. 

Remaining tariff differences between Canada and the 

U.S. need to be reduced or phased out—which will also 

help to address the rules-of-origin problem for imports 

from third countries. Priority progress on these fronts 

would give Canadian exporters an important edge in 

the U.S. market and help to secure our position in U.S. 

supply chains.6

Realize the untapped potential of services. NAFTA 

contains only limited provisions for services, which offer 

considerable scope for rationalization and integration. 

Transportation should be targeted for bilateral liberal-

ization—not only the commercial air sector but also the 

trucking and maritime subsectors, with the objective of a 

seamless transportation corridor. With high integration in 

trade in goods, anything less than liberal trade in under-

lying transportation services limits gains.

LIVING WITH TRADE VULNERABILITY
There is also much that we can do to improve the tenor of 

our relations with the United States. A more civil dialogue 

and closer ties in the security and defence areas will con-

tribute to a better overall relationship, although we should 

not be under any illusion that closer dialogue and engage-

ment will overrule powerful U.S. domestic lobbies and 

their influence on Congress and the Administration.

Recent U.S. protectionist pressures, directed mostly 

at China, have been largely contained for the moment. 

But rising and increasingly sophisticated imports from 

emerging economies, coupled with the enormous U.S. 

trade deficit, could drive a growing protectionist U.S. mood 

in which Canada is at risk of becoming ensnared—either 

directly or as collateral damage. We should anticipate 

this by moving in two directions.

Reduce the scope for trade disputes, where feasible. 
While trade disputes are an inevitable feature of the 

Canada–U.S. economic relationship, given its exceptional 

breadth, we need to ensure that we are fighting the right 

battles. The scope for disputes can be reduced through 

greater regulatory, and where it makes sense policy, 

cooperation.  However, embracing “the U.S. way”—

adopting American standards and practices—will not 

necessarily or automatically do the trick.

6 Dobson, Taking a Giant’s Measure, p. 21.
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Focus on rules-based dispute resolution. As the less 

powerful partner in its major economic relationship, 

Canada has a strong interest in seeing international 

rules-based dispute resolution work in both NAFTA 

and the World Trade Organization (WTO). However, 

as the softwood lumber issue demonstrates, any system 

of dispute resolution is only as good as the will of the 

parties to enforce it. The development of rules-based 

dispute resolution has been an important Canadian 

achievement, and we have a strong interest in making it 

a priority both bilaterally and multilaterally. Otherwise, 

we should simply prepare ourselves to live in a less 

than rules-based trade world, one where disputes get 

resolved the old-fashioned way, through negotiation 

(which inevitably favours the more powerful partner) 

or taking our chances in the U.S. courts.

The U.S. will remain our dominant trading partner, 
but we also need to explore other markets.

A WIDER-ANGLE LENS: INVESTMENT AND ENERGY
Canada’s relations with the U.S. over the past two 

decades have been trade focused and must remain 

so, but we also need to give greater attention to other 

dimensions of our economic relationship. 

Attach a higher priority to investment. We need to 

address, as a priority, how to secure a larger share of 

U.S. foreign direct investment (FDI) at a time of height-

ened international competition for FDI. Simultaneously, 

we will want to capture more trade-expansion benefits 

from our surging FDI into the U.S.

Engage on energy and global warming. The tight 

Canada–U.S. energy grid, rising concerns about energy 

security, and the enormous investment required to bring 

new Canadian sources of oil and gas on-stream all point 

to a growing profile for energy in Canada–U.S. rela-

tions in the years ahead. Energy exports are already 

a significant part of Canada’s trade surplus with the 

U.S., driven in recent years by high prices for oil and 

gas. However, Canada’s booming energy trade surplus 

also reflects a growing American appetite to secure its 

imported energy from a politically stable and secure 

source like its neighbour to the north. (See Chart 33.)

This will have important implications for the Canadian 

economy—and for progress on global warming. We 

should devote more consideration to the fact that our 

two largest trading partners, the U.S. and China, have 

strong interests in energy, as well as a need to reduce 

emissions. Volume II of this report, on resources, 

addresses these issues in greater depth.

FOCUS MORE STRATEGICALLY ON CHINA 
AND OTHER EMERGING ECONOMIES

Canadian perspectives on relations with the world beyond 

the U.S. tend to fall into two camps. One assumes the 

U.S. is so central to Canadian interests that it makes our 

economic relations with the rest of the world peripheral 

at best. The other sees diversification of Canada’s eco-

nomic relations with other countries as a way of reducing 

dependence on the U.S. (See box “The Old ‘Third 

Option’: Political Versus Market Drivers.”)

As already discussed, for reasons of geographic proxim-

ity, the U.S. will remain by far the most important econ-

omy for Canada as long as it retains a dominant position 

in the global economy. But this does not detract from 

the need to explore other markets, first because these 

offer attractive commercial opportunities, and second 

because it makes economic and political sense to 

diversify toward attractive opportunities.

Chart 33
Canada’s Merchandise Trade Surplus With the U.S., 
With and Without Energy
(CDN$ billions)

Source: Industry Canada.

1990 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05
0

50

100

150

200

250

Surplus (without energy)

Surplus (with energy)

Energy portion of
trade surplus



104 | The Conference Board of Canada

Canadian businesses have been quietly diversifying 

through outward FDI, related sales by foreign affiliates 

and, to a lesser extent, exports. But much more could 

be done under a deliberate strategy to capitalize on 

expanding international trade and investment oppor-

tunities beyond the U.S., by taking advantage of where 

markets are leading us.

NEEDED: A COMPREHENSIVE STRATEGY 
FOR CHINA AND THE CHINA HUB
Canadians have bought into the idea of north–south 

North American economic integration. We now need 

to readjust to the reality of the rise of Asia, which 

will increasingly pull our economy east–west as well. 

In effect, Canada now stands between the two major 

global growth poles: the U.S. and Asia.

There are practical limits to this phenomenon. China 

will not sustain its recent torrid annual growth rates of 

8 per cent or more forever. We expect China’s real annual 

gross domestic product (GDP) growth to slow to about 

6 per cent by 2013 and 4.5 per cent by 2025 as its popu-

lation and labour force age, due largely to the country’s 

“one-child” policy. There also remains the risk that 

China will be blown off-course by the difficult transi-

tion to a more pluralistic society, although the Chinese 

authorities have been extremely pragmatic and skilled 

at maintaining positive momentum in their ongoing 

reform program. (See box “Just How Risky Is China?”)

Canada needs to readjust to the reality 
of the rise of Asia.

There still remains considerable scope for rapid growth 

in Canadian exports to China, which grew by an average 

of 14 per cent per year between 2000 and 2005. That 

said, a Conference Board scenario suggests that China’s 

share of Canadian exports would still be only about 

10 per cent by 2025—underlining just how dominant 

the U.S. market will remain.7 (See box “Canada and 

China Trade in 2025.”)

7 Beckman and Hodgson, “Making Connections,” pp. 92–93.

The Old “Third Option”: Political Versus Market Drivers

Canadian views of the practicality of diversifying beyond the U.S. market have 
been influenced by the failure of the so-called Third Option, the Canadian gov-
ernment’s effort during the 1970s to reduce economic reliance on the U.S. by 
strengthening economic links with Europe and Japan. Despite substantial nego-
tiating and marketing effort, Canada ended up more, not less, trade dependent 
on the U.S., which in turn set the stage for the Canada–U.S. free trade negotia-
tions in the 1980s.

The Third Option failed because it was driven largely by political vision at a time 
when market forces were leading in another direction. The Third Option was also 
pursued before the rise of trade in knowledge-based services, which is less 
dependent on geographic proximity, and of integrated trade involving global 
supply chains, trade-related foreign investment, foreign affiliates, and other 
aspects of modern global trade and financial flows.

This is not the present case; now, Canadian businesses are increasingly looking 
beyond the U.S. to China and other growth markets outside North America. This 
suggests that diversification beyond the U.S. market should be pursued for rea-
sons that are primarily economic (not political), which support market trends 
(rather than running counter to them).

Source: The Conference Board of Canada.

Just How Risky Is China? 

China’s spectacular rise is anchored in the commitment of its leaders to market-
oriented reform and a determination to become the world’s next economic and 
military superpower. China also has a huge domestic market and a rising middle 
class of consumers with striking similarities in tastes to those in industrialized 
countries.

However, while China seems intent on modernizing its economy, the reform 
process may take longer and be more frustrating than initially believed. Progress 
is being made in financial sector reform and through the adoption of a (slightly) 
more flexible exchange rate. But implementation of WTO accession-based reforms 
has been uneven. Progress in agriculture has been slow, and the enforcement of 
changes to intellectual property rights has been poor.

There are also several Chinas: the capitalist-oriented, skyscraper-building country 
most foreigners see; the older, more socialist-oriented China still behind the 
scenes; and a China faced with enormous infrastructure, environmental, social 
and political issues. Unequal growth rates in urban areas and the coastal special 
economic zones threaten to leave millions of rural, agricultural poor behind. 
There is also systemic risk associated with a financial system that is still 
immature, and with cyclical overheating.

The past two decades of China’s economic transformation are a relatively brief 
period in a centuries-long history of internal strife. As they must do with any 
high-growth prospect, those dealing with China will hedge their bets with a 
contingency plan.

Source: The Conference Board of Canada.



The Conference Board of Canada | 105

Nonetheless, as China’s rate of growth in output and 

trade slowly declines, India and other Asian economies 

are poised to sustain Asia’s rise. For example, China is 

already outsourcing some types of production to Vietnam. 

Canada needs a comprehensive and creative 
high-level China strategy that goes beyond classic 
concepts of trade and investment promotion.

Although recent growth in exports to China has been 

impressive, in 2005 these exports as a share of total 

Canadian exports were only slightly higher than they 

were in the early 1990s. (See Chart 34.) Canada is not 

among China’s top 10 import sources, but we do rank 

among the top 10 countries China exports to. (See charts 

35 and 36.) The biggest factor in our China relationship 

is skyrocketing exports from China to Canada, resulting 

in a significant bilateral trade deficit for Canada of over 

$22 billion in 2005. Sheltered by our economic rela-

tionship with the U.S., Canada has been slow off the 

mark with China. We are now playing catch-up.

The proposed Pacific Gateway strategy to streamline 

transportation infrastructure and other recent initiatives 

will help. But Canada needs a comprehensive and cre-

ative high-level China strategy that recognizes the mag-

nitude of the China phenomenon, and goes beyond classic 

concepts of trade and investment promotion. Responding 

to demand driven by China’s huge and increasingly 

middle-class population is one opportunity, but we need 

to find a way to take advantage of China’s cost structure 

and integrate more fully into its supply capacity.

Think differently about China. China presents a poten-

tially enormous market for Canadian resource products, 

notably wood pulp, chemicals, cereals and nickel, and it 

is also currently a small market for manufactured goods 

(mainly auto parts and mechanical/electrical machinery 

and equipment). But the export of natural resources is 

not enough. Resources will also be a highly competi-

tive market; Australia, for example, is about to become 

the first country to ship liquefied natural gas to China, 

is negotiating to supply enriched uranium for China’s 

growing nuclear market and is building an “energy 

Canada and China Trade in 2025

A Conference Board analysis suggests that Canadian 
exports to China could reach an order of magnitude of 
$46.7 billion by 2025—an increase of about $35 billion or 
600 per cent—under a generous export growth scenario 
(i.e., Chinese growth slowing gradually to 7 per cent; 
Canadian business sustaining its growth of FDI to China; 
and the yuan permitted to appreciate, making Canadian 
goods more price competitive). This increase would amount 
to less than 4 per cent of Canadian exports, raising China’s 
share to about 10 per cent—about where Japan was two 
decades ago. But it would still be dwarfed by Canada’s 
exports to the U.S., which would increase by more than 
$350 billion, assuming they grow by an average of 4 per 
cent annually over the next 20 years.

An analysis of Chinese imports shows a similar pattern. 
China’s current torrid export growth is expected to grad-
ually slow as China moves up the value chain and other 
countries with even lower costs, such as Vietnam, steal 
market share from China. Some analysts expect China’s 
export growth to slow to about 8 per cent annually by 
2008 and to about 4 per cent by 2025. Appreciation of 
the yuan against the dollar will also make Chinese imports 
more expensive in Canada. Chinese import growth will 
remain strong compared with growth from traditional 
industrialized markets. But double-digit rates will not 
be maintained over the next two decades.

Source: Beckman and Hodgson, “Making Connections.”

Chart 34
Canada’s Level of Merchandise Exports to China and Merchandise 
Exports to China as a Share of Total Canadian Merchandise Exports
(CDN$ billions)

Source: Industry Canada.
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highway” to supply coal. Russia recently undertook 

to provide oil from Siberia. Our resource market share 

in China is not assured.

Instead, Canada needs to take better advantage of the 

features of integrative trade: the implications of global 

supply chains, trade-creating Canadian FDI flows to 

China, sales in China by affiliates of Canadian com-

panies, and offshoring. We also need to see China as a 

huge and burgeoning services market, and we need to 

take strategic advantage of low-cost Chinese imports to 

reduce Canadian costs.

China’s vast accumulation of capital also presents 

opportunities to attract Chinese FDI into Canadian 

resource and other sectors. This means Canadians will 

need to get their minds around the prospect of acquisi-

tion of Canadian assets by Chinese state-owned com-

panies. To do so confidently, a review of the Investment 

Canada Act is badly needed to ensure that we are 

attracting FDI from China that is sustained and eco-

nomically driven, not politically motivated.8 In a similar 

vein, we need to approach the issue of human rights in 

China from the right perspective if meaningful progress 

is to be made on that thorny issue. (See box “And What 

About Human Rights?) 

Put China into a regional Asian perspective. The 

China growth phenomenon is not simply about China; it 

is also about China’s impact on the surrounding region. 

China’s economic emergence has revolutionized trade 

and financial flows within the Asia region. For certain 

trade categories, Japan and South Korea now have 

closer economic ties with China than with the U.S., 

and Southeast Asia is more and more tied into Chinese 

production. The huge and increasingly integrated East 

and Southeast Asian regions (including Japan) have a 

current combined GDP of around US$8.6 trillion and 

a potential aggregate growth rate of around 5 per cent. 

This makes the combined region only slightly smaller 

than the European Union (EU), and growing consider-

ably faster. Therefore, selling into the region is another 

way to capitalize on the China phenomenon.

Strengthen the immigration connection. The prevailing 

wisdom that the Canadian business community will 

inevitably default to the U.S. market is being chal-

lenged by China; it is simply too big a phenomenon, 

as a market and as a competitor, for smart companies 

to ignore. And Canada also has a significant advantage 

in the Chinese market: the large number of Chinese 

8 An interesting case in point is that of China Minmetals, a company 
owned by the Chinese government. In October 2004, it publicly 
announced its intention to buy mining giant Noranda for approxi-
mately $7 billion. The announcement raised an exceptional number 
of concerns (and opposition) from both ends of the political spec-
trum. Controversial issues ranged from resource security to the 
question of whether a foreign government should be allowed to 
own a piece of Canada. See Keller, Should Canada Update Its 
Foreign Investment Rules?

Chart 35
China’s Top 10 Import Sources
(per cent; country’s share of China’s total imports)

*ASEAN is the Association of Southeast Asian Nations (Brunei, Cambodia, Indonesia, 
Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand and Vietnam)
Source: Ministry of Commerce of the People’s Republic of China.
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Chart 36
China’s Top 10 Export Markets
(per cent; country’s share of China’s total exports)

*ASEAN is the Association of Southeast Asian Nations (Brunei, Cambodia, Indonesia, 
Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand and Vietnam)
Source: Ministry of Commerce of the People’s Republic of China.
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immigrants, many of them entrepreneurs. This advan-

tage must be used more effectively and augmented by 

more economic-based Asian immigration. Every serious 

Canadian company of material size should be attracting 

in-house China expertise.

In sum, Canadian businesses and the federal government 

should get serious and build a China strategy around the 

elements of integrative trade, in addition to our traditional 

resource exports.9 If we do not, someone else will.

INDIA: INCOMPLETE JOURNEY TO REFORM
Until recently, India ranked more as a Canadian 

development assistance recipient than an economic 

partner. But India has changed significantly. Although 

it lags China’s reform efforts and performance by a dec-

ade or so, India has seen its growth potential increase 

to about 8 per cent, fuelled by partial market reform 

9  The Canadian Chamber of Commerce recently released a policy 
paper setting out its views on strategies for enforcing Canadian 
trade and investment with China, which are broadly consistent 
with the analysis and recommendations offered here. See China 
and Canada: The Way Ahead.

combined with an expanding position in information 

services. (See Chart 37.) At the same time, the old India 

persists, an impoverished, overpopulated, traditional 

agrarian economy.

India’s economic reform has registered some successes, 

but progress is still lacking on privatization, financial 

sector reform, labour market reform, opening to inter-

national investment and reductions in subsidies to interest 

groups, not to mention the country’s poor physical 

infrastructure. If India ever fully opens and reforms 

its economy, however, it could achieve a sustainable 

annual growth rate rivalling or even surpassing that of 

China—particularly as China’s population growth rate 

is expected to slow considerably after 2020. Canada 

needs to do here what it failed to do with China—move 

quickly and get in on the ground floor.

LATIN AMERICA: ETERNAL LAND OF TOMORROW?
Latin America has figured prominently over the past two 

decades in Canada’s assessment of our economic future 

beyond the United States. In effect, having successfully 

completed NAFTA, we kept looking further south with a 

view to expanding our trade while diversifying our rela-

tionships within the historical U.S. economic backyard.

The problem with this strategy is that Latin America has 

not, generally speaking, lived up to its billing. Canada’s 

economic ties with Latin America are solid on investment 

but much lighter on trade. After much effort at trade 

And What About Human Rights?

Concerns are sometimes raised that Canada’s commercial 
prospects in China are being undermined by public denunci-
ations on issues involving human rights—although concrete 
evidence of this is thin.

Like other democracies dedicated to the promotion of inter-
national human rights, Canada has no choice but to pursue 
human rights with China, where the objective of social con-
trol has historically trumped concern for individual liberties. 
We need to do so, however, in ways that are effective and 
consistent with the objective of developing a stronger and 
positive Canada−China relationship. We also want to con-
tinue supporting economic development in China, since the 
emerging middle class will be our strongest ally in pursuing 
ongoing political and social reform. This calls for building 
a trusting dialogue with China that facilitates the handling 
of sensitive issues, especially political dissidents or other 
asylum seekers. It also underlines the importance of main-
taining and strengthening Canada’s program of practical 
assistance in promoting the rule of law in the human rights 
area in China, such as the training of judges, being carried 
out under the aegis of the Canadian International 
Development Agency (CIDA).

Source: The Conference Board of Canada.

Chart 37
Real GDP Growth for India and China
(per cent)

Source: Consensus Economics.
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promotion, our exports to Latin America (excluding 

Mexico) still total only around $5 billion (1.2 per cent of 

Canada’s total exports) and our imports are $12 billion 

(about 3.2 per cent of Canada’s total imports). These 

figures are in sharp contrast to our growing trade activity 

with Asia. (See charts 38 and 39.)

Parts of Latin America are changing. Brazil has crossed 

the Rubicon into sustainable economic policies and 

performance after decades of economic imbalances that 

generated hyperinflation, external debt crises and sharp 

currency devaluations. It is quickly opening its economy 

to trade and investment, and has rebuilt confidence with 

creditors: it launched an international bond issue in its 

own currency late in 2005, for the first time in decades, 

while fully repaying its credits to the International 

Monetary Fund (IMF). With continued progress, Brazil 

could sustain annual growth of 4 per cent through 2025.

A growing Latin America led by fiscally sound Brazil 
presents opportunities for further Canadian investment 
and exports.

Solid macroeconomic policies and strong global demand 

for fuels, metals and agricultural products are contributing 

to renewed economic performance in other countries. 

Chile has a strong track record of economic reform, 

and Colombia is trying hard to sustain economic reform 

in difficult security circumstances. But Venezuela and 

Argentina are continuing the regional tradition of weak 

commitment to sustainable economic policies. Although 

strong commodity prices are producing acceptable growth 

in the near term in these two countries, we fear that 

trouble lies ahead.

A growing Latin America led by fiscally sound Brazil 

presents opportunities for further Canadian investment 

and exports, with or without a Free Trade Agreement 

of the Americas. (See charts 40 and 41.) But it will also 

be a growing source of competition for Canada in third 

markets. And, as the ongoing aerospace saga between 

Bombardier and Embraer attests, the potential for com-

petition lies in not only resource sectors but also manu-

facturing and higher technology.

RUSSIA: OIL AND GAS BOOM, BUT DUTCH DISEASE
On an economic roller coaster since the collapse of 

Communism in 1991, Russia’s economy has performed 

remarkably well in recent years. This success is driven 

by heavy dependence on the oil and gas sector, which has 

allowed the Russian economy to achieve annual growth 

of around 6 per cent or more. But it leaves the country 

vulnerable to loss of competitiveness in most other sec-

tors, resulting from what is called “Dutch disease”—

strong currency appreciation driven by oil and gas 

earnings that crowds out other exporting sectors of 

the economy, particularly manufacturing.

Chart 38
Canada’s Merchandise Exports to Latin America and Asia
(CDN$ billions)

Source: Industry Canada.
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Chart 39
Canada’s Merchandise Imports From Latin America and Asia
(CDN$ billions)

Source: Industry Canada.
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Russia’s future is also being clouded by its demographics. 

Due to very low fertility rates, the World Bank estimates 

that Russia’s overall population could decline from 

143 million to 100 million within the next half-century. 

Moreover, World Bank analysis has highlighted another 

significant concern for Russia’s future, that of declining 

male life expectancy due to alcohol-related illnesses, 

accidents and suicides. If Russia cannot successfully 

tackle the combination of Dutch disease and falling 

life expectancy, its future will hardly be rosy, notwith-

standing its hydrocarbon wealth.

FORGE NEW TIES WITH OLD PARTNERS

The importance of China and other emerging economies 

does not mean that Canada should take its eyes off its 

traditional economic partners, Japan and Europe. While 

economic and demographic dynamics mean they will not 

in the future be the economic powerhouses they once were, 

they are still hugely important to Canada’s interests.

Canada’s economic relationship with Japan is changing. 
Canadian businesses are increasingly using investment 
to serve the Japanese market.

JAPAN: REVIVING, FINALLY
After a decade of stagnation, Japan appears to have 

turned a corner with a consensus growth forecast in the 

range of 2 to 3 per cent over the next two years and the 

end of deflation that depressed domestic consumption. 

Although it may never return to the explosive growth of 

the 1980s, Japan is at least back in the game—driven by 

a renewed push to get its domestic financial, economic 

and political house in order.

Canada’s economic relationship with Japan is changing. 

While our exports to Japan are still heavily weighted 

toward our traditional resource trade and have sagged 

in recent years (see Chart 42), Canadian businesses are 

increasingly using investment to serve the Japanese 

market. They are also providing high-end services and 

technology-based products, such as environmental ser-

vices, information technology, telecommunications, 

Chart 41
Canada’s Inbound FDI Stocks From Latin America and Asia/Oceania
(CDN$ billions)

Source: Statistics Canada.
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Chart 40
Canada’s Outward FDI Stocks in Latin America and Asia/Oceania
(CDN$ billions)

Source: Statistics Canada.
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Chart 42
Canada’s Merchandise Exports to Japan
(CDN$ billions)

Source: Industry Canada.
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biotechnology and new media. At the same time, we 

should recognize that Japan’s economic fortune is 

increasingly tied to China and the rest of Asia as 

Japanese companies move elements of their supply 

chains offshore. Canada will need to see its economic 

relations with Japan in the broader context of supply 

chains and investment links into and out of China, 

South Korea and the rest of Asia.

CANADA AND EUROPE: UNREALIZED POTENTIAL
We cannot dismiss the potential of more business with 

Europe. Superficially, the signs point toward decline: 

largely stagnant trade patterns and European investment 

shifting away from Canada toward other markets to take 

advantage of factors like skilled labour and lower costs, 

specifically among the new EU members of Central and 

Eastern Europe. But Europe remains a global economic 

force to be reckoned with. The modest growth outlook 

for the traditional parts of the EU (the EU15), in the range 

of 2 per cent, needs to be balanced against strong growth 

rates among the new EU members (the new EU10), whose 

growth potential rivals that of many other emerging 

economies. Although the level of Canada’s exports to 

the new EU10 is much smaller than to the EU15, exports 

to the new EU10 grew by 11.5 per cent per year between 

2000 and 2005, while exports to the EU15 grew by only 

4.6 per cent. (See charts 43 and 44.)

Canada now sells much more in Europe than 
it does to Europe.

Canada’s trade with traditional EU partners⎯the U.K., 

France and Germany⎯is caught in a historical time warp: 

an exchange of largely unprocessed resource goods for 

intermediate and finished goods with high value-added, 

such as machinery and equipment. But this pattern is not 

being replicated in our small but growing trade with the 

rapidly expanding EU members of Central and Eastern 

Europe; in 2004, approximately 36 per cent of these 

exports were intermediate goods and 40 per cent were 

finished goods.

The nature of the Canada–EU economic relationship is 

also changing. Canadian investment to Europe is grow-

ing as increasing numbers of Canadian businesses estab-

lish a presence there, in many cases based upon sales by 

their affiliates. (See Chart 45.) Canada now sells much 

more in Europe than it does to Europe: in 2004, sales 

by Canadian foreign affiliates in the EU were twice the 

level of Canadian exports to the EU. Services exports to 

the EU have been climbing steadily, and Eastern Europe 

is attracting Canadian FDI.

The Conference Board’s recent work with the Canada–

Europe Round Table for Business (CERT) confirmed 

a long-standing perception that our relationship with 

Chart 43
Canada’s Merchandise Trade With the EU15
(CDN$ billions)

Source: Industry Canada.
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Chart 44
Canada’s Merchandise Trade With the New EU10 
(CDN$ billions)

Source: Industry Canada.
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Europe is drifting and underdeveloped, with little sense 

of urgency on the part of either business or govern-

ment about developing deeper economic integration. 

Opportunity is being lost through neglect.10 (See box 

“Canada and Europe: The Business View.”) 

This assessment is not new. The history of Canada–EU 

relations is largely a saga of polite European disinterest, 

coupled with our own primary focus on the United States. 

The EU has not been receptive to a free trade agreement 

with Canada, in the absence of one with the United 

States. The recent decision to enter into negotiations on 

a 16-point Canada–EU Trade and Investment Enhancement 

Agreement (TIEA) creates potential for progress, but 

risks the fate of previous well-intentioned yet ultimately 

ineffectual Canada–EU exercises.

If the slow downward spiral is to be broken, strong 

leadership is needed in the reforms that will generate 

the biggest gains: aggressive reductions to the panoply 

of non-tariff barriers on both sides of the Atlantic, as 

well as tariffs; a commitment to improved regulatory 

synchronization, if not harmonization; serious steps to 

re-attract EU FDI; and expansion of our already sub-

stantial services trade.

PURSUE MORE PRAGMATIC 
MULTILATERALISM

The Conference Board’s dialogue on the future of 

Canadian foreign policy revealed two distinct, and 

seemingly contradictory, perceptions.11 One is that 

Canadians tend to have an inflated sense of their power 

and influence in the world, based largely on a nostalgic 

view of our historical role as international honest brokers 

and peacekeepers in a world that has fundamentally 

changed. The other is that Canada’s global presence is 

fading; although our image in the world is positive, our 

international profile has slipped to near invisibility, with 

a high quotient of feel-good diplomacy, pretense and 

photo-ops. “Exporting the Canadian societal model” 

10 Lemaire and Cai, Lost Over the Atlantic?

11 For more information, see The Conference Board of Canada, 
“Revitalizing Canadian Foreign Policy,” pp. 97–115. See also 
MacDuff, Course Correction.

may have its merits, but it does nothing to advance our 

interests with global decision-makers. An honest evalu-

ation says that we have gone from punching above our 

weight to punching below it.

Canada and Europe: The Business View

The Conference Board–CERT study included a survey and workshops with 
20 companies, of Canadian and European origin, in Canada.

Old Barriers to Trade and Investment
The main concern of respondents is non-tariff barriers, particularly regulatory 
cooperation and harmonization of regulations and standards, especially in the 
environmental area. Other priorities are mutual recognition of professional 
qualifications to enable companies to obtain work permits in a timely fashion 
for skilled labour, and policies to facilitate open competition, allowing all coun-
tries the opportunity to compete on a level playing field.

New Opportunities in Central and Eastern Europe
Most businesses see EU enlargement as a positive development, although not 
one that will significantly enhance business prospects or result in major growth 
in trade and investment between Canada and the EU. This is largely because 
new members are small compared with major EU states, such as the U.K. and 
Germany, with poorer infrastructure, corruption, erosion of low-cost advantage 
and macroeconomic instability. Nonetheless, many companies have strategies 
for pursuing opportunities in the new EU10, particularly Poland, the Czech 
Republic and Hungary.

Source: Lemaire and Cai, Lost Over the Atlantic? pp. 24–26.

Chart 45
Canada–EU Bilateral Investment Stock 
(CDN$ billions)

Note: Data for 1993–2003 pertain to the EU15 countries; data for 2004 and 2005 
pertain to the EU25 countries.
Source: Statistics Canada.

1995 96 97 98 99 00 01 02 03 04 05
-40
-20

0
20
40
60
80

100
120
140

EU FDI stock 
in Canada

Canadian FDI stock 
in the EU

Balance



112 | The Conference Board of Canada

Canada’s role in the world has changed as a result of the 

emergence of the U.S. as the world’s sole superpower, and 

it will change further as China and other major emerging 

economies demand centre stage. We need to adjust to these 

realities. But this does not mean that we should think, or 

act, smaller. On the contrary, it points to a need to think 

bigger—but in a more focused and strategic way—about 

where our future place in the world should be, and how 

to get there. Unless we take more initiative to further 

our own interests, the world will simply pass us by and 

we will truly become policy-takers, not policy-makers.

This means narrowing the focus to a key set of object-

ives and pursuing them in a coherent fashion across the 

three kinds of multilateralism we practise: the high-

level multilateralism of the Group of Seven/Group of 

Eight (G7/G8) countries, as well as high-profile regional 

groupings like Asia-Pacific Economic Cooperation 

(APEC); the economic multilateralism associated with 

our membership in the IMF, the World Bank and the 

WTO; and the multilateralism associated with the 

United Nations and its specialized agencies.

ANTICIPATE THE FUTURE: THE G7/G8 AND 
THE LEADERS-20 
Canada’s sliding global ranking will make it increasingly 

difficult for us to hold on to our seat at the G7/G8 table. 

Spain is already angling to replace us. In the longer run, 

the G7/G8 itself also risks declining relevance unless 

it finds ways to expand its engagement with emerging 

economies. Even as Canada strives for influence within 

this group, it is critical that we anticipate the future by 

becoming a central player in a wider circle of influence, 

as envisaged in the proposal for a Leaders-20 (L20)⎯a 

higher level version of the existing and generally suc-

cessful Group of 20 (G20) finance ministers and central 

bank governors of 19 of the world’s largest economies, 

together with the EU.12

ENHANCE ENGAGEMENT WITH ASIA
Similarly, Canada risks being sidelined in high-level dia-

logue with Asia. We have the Organization of American 

States for dialogue with Latin America, but the traditional 

12 The G20 members are Argentina, Australia, Brazil, Canada, China, 
France, Germany, India, Indonesia, Italy, Japan, Mexico, Russia, Saudi 
Arabia, South Africa, South Korea, Turkey, U.K., U.S. and the EU.

vehicle for trans-Pacific dialogue (the unwieldy 21-member 

APEC) is of decreasing relevance. Our long-standing 

dialogue with the Association of Southeast Asian Nations 

(ASEAN), like ASEAN itself, is at best slow moving. 

Tellingly, Canada was not even invited to what could be 

the new vehicle that matters, the first Asian Summit in 

December 2005, although our competitors⎯Australia, 

New Zealand, and informally Russia⎯were. Nor are 

we part of the U.S.–China dialogue.

Canada’s sliding global ranking will make it increasingly 
difficult for us to hold on to our seat at the G7/G8 table.

The existing G20 will remain the key multilateral 

forum for addressing major international trade and 

economic policy issues, such as China’s exchange rate 

policy. There is also a more creative role available for 

the OECD, which already includes South Korea and 

Mexico, and is in the process of reaching out to India. 

Increasingly, however, our economic, and potentially 

also our security, interests will take on a trilateral 

dimension: Canada–U.S.–Asia. We therefore need to 

find a mechanism that allows us to have a seat at the 

table in this critical triangular relationship.

RE-ENGAGE WITH THE U.S. MULTILATERALLY
Multilateralism is vital to Canada, both as a way of 

contributing to the shaping of the global commons 

and of curbing the exercise of unilateral power. But 

Canada’s approach to multilateralism has lost its way. 

Instead of being a means to an end, Canada’s sup-

port for multilateralism has become almost an end in 

itself, a way to distinguish ourselves from the U.S. in 

the eyes of the world. This kind of multilateralism has 

brought us to some odd places, like criticizing the U.S. 

for not signing onto the multilateral Kyoto Protocol, 

even though their performance in reducing greenhouse 

gases is actually better than our own—a confusion of 

the importance of international process and rule-making 

versus what really matters, which is results.

Even though the U.S. has veered recently into a more 

unilateral “exceptionalism” mode, we should not forget 

that, historically, the U.S. was a key architect and 

champion of much of the present global multilateral 
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superstructure, including the IMF, the World Bank, the 

General Agreement on Tariffs and Trade (GATT) and 

its successor, the WTO, and the United Nations. The 

American window of interest in multilateral institutions 

is far from closed, despite the Iraq experience. Canada 

has much to gain through continued constructive 

engagement with the U.S. in strengthening the role 

of key multilateral institutions.

TAKE LEADERSHIP IN SELECTED AREAS OF FUTURE 
GLOBAL RISK AND INSECURITY
Finally, we need an approach to multilateralism that 

addresses issues of global risk and security, since, if not 

managed, these can blow our economic prosperity sub-

stantially off-course. Over the next 15 years, the world 

will grow increasingly interconnected, complex and tur-

bulent. Globalization will create rapid and expansive 

shifts in the geopolitical, economic, social, environmental 

and biological landscape. Although these changes will 

increase opportunities for wealth and well-being, they 

will also increase opportunities for risk and insecurity.

There are three principal kinds of risks arising from 

globalization: conflict risk, including weapons of mass 

destruction, terrorism, and failed and failing states; social 

and health risks, including increased vulnerability to dis-

ease and crime; and economic and technological risks, 

such as disruptions to economic and resource infra-

structures.13 Canada can and should play a key role as 

a catalyst to intensify international action and coordina-

tion in these areas of risk. We need to set priorities by 

picking a small number of areas or sub-areas where we 

have strong interests and capabilities, and become very 

good in, and well known for, these priority areas. Gov-

ernance, where we are already significantly engaged, 

is one obvious choice. Health could be another.

THE CORE MESSAGE: REPOSITION FOREIGN 
POLICY TO SUPPORT PRODUCTIVITY 

In sum, this chapter offers guidance on how our key 

international relationships can help to improve our 

economic performance. Foreign policy has gener-

ally not been considered in the context of our national 

13 Daudelin and Rowlands, “Facing the Risks,” p. 153.

productivity performance. This is an oversight. Strong 

international relationships set the stage for dynamic and 

effective trade and investment policies, which must be 

a core element of any Canadian productivity strategy.

To do this, we need to ensure the right weighting of 

Canada’s bilateral foreign policy priorities. The relation-

ship with the U.S. needs to be managed as a critical pri-

ority; we need to take a coherent, practical, step-by-step 

approach in dealing with America. But as a counterpart, 

we must give more weight to, and focus strategically 

on, China and key emerging economies while not neg-

lecting the ties with our old partners, Europe and Japan.

We should also not forget that multilateralism is a 

means to an end, not an end in itself. Canada’s aim 

should be to link together our key relationships with the 

U.S. and the G7/G8 countries, with deeper engagement 

of the leaders of the emerging world. We should also 

not be afraid to show leadership in selected areas of 

future global risk and insecurity.

RECOMMENDATIONS TO REFOCUS FOREIGN 
POLICY PRIORITIES

The Conference Board of Canada recommends that:

The federal government advance foreign policy 

along two primary tracks:

Focus on the critical foreign policy relationship 

with the United States.

Give priority treatment to China and other key 

emerging powers.

Nurturing our relationship with our traditional partners, 

Europe and Japan, is an important secondary track.

The federal government pursue more pragmatic 

multilateralism as a means, not an end in itself:

Work to engage the U.S. in credible multilateral 

initiatives and programs. 

Anticipate the future by working within the G7/8 

to engage the leaders of the emerging world.

Take leadership in selected areas of future global 

risk and insecurity. 
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HIGHLIGHTS

Canada has significant 

human capital, resource and 

economic advantages, yet 

its economic performance 

is slipping when compared 

with that of other leading 

industrialized and emerging 

market nations.

To ensure sustainable 

prosperity, we need to take 

a strategic approach to 

improving our productivity 

and competitiveness while 

embracing the concept of 

sustainability.

At the heart of the matter 

is the need for a national 

productivity strategy that 

pulls together the many 

factors examined under 

The Canada Project into a 

complete and integrated 

approach, including action 

on all five of the strategies 

outlined in this volume.

•

•

•

In setting priorities, The 

Conference Board of 

Canada endorses identify-

ing and addressing the 

areas where Canada’s 

under-performance is 

greatest relative to poten-

tial. The top three policy 

priorities are:

creating a single, 

competitive Canadian 

market by tackling the 

vast web of regulatory 

and other barriers 

to competition that 

currently pervade the 

Canadian economy;

developing a well-

defined strategic 

Canadian trade and 

investment policy that 

includes addressing 

the infrastructure and 

security barriers at the 

Canada–U.S. border; 

and

•

–

–

implementing meas-

ures to revitalize the 

workforce, to address 

the impact of our 

aging population.

If we can find the ambi-

tion and political will to 

develop—and more 

importantly, implement—

policies in these areas, 

while embracing the 

concept of sustainable 

prosperity, there is every 

reason to believe that 

Canada will achieve stellar 

performance in the global 

economy.

–

•

9



A BOUNTIFUL NATION, SLIPPING 

Canada is fortunate in so many respects. We have 

huge natural resource wealth, skilled human 

capital and free trade with the dynamic United 

States economy. We have the remarkable combination of 

social cohesion and cultural and linguistic diversity, enjoy 

relative safety in a risky world and are benefiting from 

our resource endowment at a time of exploding commod-

ity demand. We are in the gifted class among nations.

Canada cannot afford to be complacent in a global 
economy that is evolving rapidly.

Yet despite all of these advantages, The Conference 

Board of Canada’s benchmarking and the path-breaking 

research conducted under The Canada Project demon-

strate clearly that we are slowly being pushed to the back 

of that gifted class. Why is Canada slowly sliding when 

compared with other leading industrialized countries, 

not to mention when compared with the spectacular rise 

of China and other leading emerging market nations? 

Why are we not reaching our full potential? We need to 

recognize and come to grips with the factors that are 

causing us to lose ground if we are to compete success-

fully in global markets.

This volume, one of three summing up the work of The 

Canada Project, focuses on Canada’s place in the global 

economy. We have argued that Canada cannot afford 

to be complacent in a global economy that is evolving 

rapidly, driven in particular by global demographics 

and the rise of the emerging nations, led by China. We 

have further argued that we need to consider Canada’s 

place within the global economy through the lens of 

integrative trade, under which foreign investment and 

trade, exports and imports, and goods and services are 

increasingly inseparable. And we need to be mindful of 

the risks on the horizon, posed by factors such as large 

and still-growing global imbalances, the suspension 

of the Doha Round of multilateral trade negotiations 

in mid-2006, and the rise of emerging markets as new 

competitors on the global stage (while recognizing their 

potential as new markets to pursue). And all of this 

must be measured against the issue of sustainability, 

since economic growth and global structural changes 

will bear little fruit if achieved at the expense of the 

physical environment.  

NEEDED: A NATIONAL 
PRODUCTIVITY STRATEGY

A summary of 16 major recommendations follows 

below, addressing the specific challenges stemming 

from the broad array of issues covered in this volume. 

At the heart of the matter is the need for a national pro-

ductivity strategy that pulls together the many factors 

examined under The Canada Project into a complete 

and integrated whole.

Getting Down to Work: 
Priorities and Recommendations

CHAPTER 9
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As demonstrated in this report and through much of 

the research conducted under The Canada Project, 

the determinants of productivity and of our national 

prosperity are multi-faceted. At the core are the three 

traditional factors that are commonly used to explain 

productivity—physical capital, human resources and 

innovation (both technological and systems-based). 

Well-designed and coordinated policies for governments 

and businesses alike can encourage the development of 

human and physical capital, and can support innovation 

throughout the economy. And technological innovation 

is a key factor in improving sustainability.

There is scope for Canada to adapt to the external 
environment through well-designed policies.

But as emphasized in The Canada Project research, the 

productivity equation does not stop there. National pro-

ductivity performance depends heavily on the policy 

environment within which firms operate. Factors such 

as the national regulatory framework governed by the 

federal government and the provinces/territories, the 

degree of competition in specific sectors, and the quality 

of the physical and information and communications 

technology (ICT) infrastructure are also important drivers 

of Canadian productivity and determinants of the level 

of our national wealth.

Moreover, we depend heavily upon international trade 

and investment, so the design and effectiveness of our 

international economic regime is a further driver of 

national prosperity. We are deeply integrated into the 

North American economy, where Canadian productivity 

is affected by our ability to maximize the benefits of 

this North American economic integration, which is in 

turn determined by several factors, notably the degree 

of regulatory alignment and the efficient management 

of the border.

And changes in the global landscape also matter. We 

cannot control the global environment, but there is scope 

for Canada to influence and adapt to the external 

environment through well-designed policies. 

International trade and investment policy and foreign 

policy have generally not been included in the recent 

productivity debate. This is surprising, as in the decades 

prior to the signing of the Canada−U.S. Free Trade 

Agreement (FTA), international trade policy was a 

central feature of the research agenda and policy dis-

cussion on productivity.1 Moreover, international trade 

policy was seen at that time as integrally interlinked 

with the domestic microeconomic agenda. We want to 

correct the recent oversight by reinserting international 

trade and investment policy and foreign policy as core 

elements of a Canadian productivity strategy.

It must also be emphasized that this strategy is national 

in scope, but most assuredly is not the responsibility of 

the federal government alone. Achieving optimal results 

will require the full engagement of all three levels of 

governments, plus the full engagement and support of 

the private sector.

SETTING PRIORITIES 

All five strategies outlined in this volume deserve 

action, since all of them would contribute to stronger 

national prosperity. This, admittedly, is a huge agenda. 

So what deserves priority treatment? Adopting the con-

cept of sustainability, which combines economic growth 

with concern for the environment, is a top priority. So 

too is developing and implementing a national produc-

tivity strategy; without such a plan, Canada will continue 

to drive into the future without a road map, missing 

opportunities to generate the sustainable prosperity to 

fund our aspirations.

There are two options for establishing the top priorities 

for early action: focusing on the “quick hits,” or taking 

action in the areas of greatest under-performance. It must 

be re-emphasized that the two priority-setting options 

presented here need not be mutually exclusive; all five 

strategies outlined in this volume deserve action.

1 See, for example, the extensive work in this period by the 
Economic Council of Canada; academics like the Wonnacott 
brothers; and the MacDonald Commission.
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OPTION 1: FOCUS ON THE “QUICK HITS”
One option would be a “quick hits” strategy that would 

aim to make immediate progress by picking the lowest-

hanging fruit⎯an approach that could appeal to polit-

icians who want to show quick progress to electors. 

Priority treatment would be given to areas with rela-

tively strong starting points and less resistance from 

vested interests. Priorities for action would include 

making education spending a higher national priority, 

since there is already a shift in this direction in policy 

advocacy and public attitude; implementing the strategy 

for Canadian innovation that has already been developed 

by the Conference Board’s Leaders’ Roundtable for 

Commercialization; and making the U.S. our top bilat-

eral foreign policy relationship, which the federal gov-

ernment has embraced.

OPTION 2: TAKE ACTION WHERE UNDER-
PERFORMANCE IS GREATEST
The alternative, more ambitious approach, would be 

to identify and address areas where Canada’s under-

performance is greatest relative to its potential. The 

economic payback from structural reform in these areas 

would be the most significant over time—even if reform 

might be more challenging and thus less politically 

appealing, in the short term. The priorities would be 

quite different under this approach.

We need to end the slow death by a thousand paper 
cuts that is imposed on Canadian productivity.

The top policy priority identified by our research 

would be a serious national commitment to tackle the 

vast web of regulatory and other barriers that currently 

pervade the Canadian economy and to reduce barriers 

to competition⎯in other words, the creation of a 

single, competitive Canadian market. We need to end 

the slow death by a thousand paper cuts that is being 

imposed every day on Canadian productivity. Taking 

environmental regulation as but one example, wealth 

creation capacity and innovation in key resource sectors 

are being constrained by inefficient process, without 

improving environmental sustainability. Volume II of 

this report addresses this issue in detail.

The second priority would be a well-defined strategic 

Canadian trade and investment policy. This policy area 

has not been a national priority for over a decade, and 

the net economic return from improved foreign market 

access and from domestic adjustment when faced with 

heightened international competition should be con-

siderable over time. Addressing the infrastructure and 

security barriers at the Canada–U.S. border would be 

an essential corollary.

And the third priority would be to address seriously 

the issue of an aging labour force, which would result 

in individual and collective benefits for both busi-

nesses and governments. To date, most organizations 

have been extremely slow to recognize the issue and 

seize the initiative. Measures to attract and keep older 

workers engaged in the labour force, combined with 

a redesigned and strengthened immigration system, 

would help organizations to keep functioning effect-

ively and would support the growth potential of the 

entire economy.

OUR ADVICE: PURSUE THE SECOND 
OPTION, VIGOROUSLY

The Conference Board of Canada endorses the second 

approach—to identify and address the areas where under-

performance is greatest. Although more difficult to 

accomplish politically (since traditional behaviour will 

be more deeply entrenched and there are more vested 

interests to overcome), the payback in terms of sus-

tained economic prosperity would be greater over time.

If we can find the ambition and political will to imple-

ment the elements of the national productivity strategy, 

while embracing the concept of sustainable prosperity, 

there is every reason to believe that Canada could be 

the most prosperous and successful nation on the planet 

for decades to come. We can, indeed, accomplish 

Mission Possible and achieve stellar performance in 

the global economy.
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VOLUME I: SUMMARY OF RECOMMENDATIONS 
FOR STELLAR CANADIAN PERFORMANCE IN 
THE GLOBAL ECONOMY

EMBRACE PRODUCTIVITY AND COMPETITIVENESS
Canadians recognize that economic growth and con-

cern for the physical environment need to be inte-

grated into a single concept of sustainable prosperity:

Adopt metrics that integrate the concept of sus-

tainability into our measurement of economic 

growth and business success.

Improve federal and provincial government align-

ment and efficiency of environmental regulations.

Public and private sectors adopt a Canadian national 

productivity strategy that addresses the key elements 

affecting our productivity performance.

CREATE A SINGLE CANADIAN MARKET
Governments tackle the vast web of regulatory and 

other non-tariff barriers that currently pervade the 

Canadian economy, and reduce barriers to competi-

tion in specific sectors:

Reinvigorate the removal of barriers to internal 

trade by adopting some of the techniques used 

in international trade negotiations, like binding 

dispute settlement mechanisms and enhanced 

bilateral/regional agreements.

Align, and ideally harmonize, regulatory standards 

and processes among all levels of government.

Pursue the big regulatory policy issues, like 

national securities regulation or openness in the 

financial services industry. 

Simplify and shorten the regulatory process and 

improve regulatory coordination, for example, by 

identifying a regulatory “champion” for specific 

projects.

Align Canadian and U.S. regulatory frameworks 

more closely by removing differences in regulatory 

standards and processes where doing so would 

meet the needs of both countries.

1.

–

–

2.

3.

–

–

–

–

–

Business and governments foster knowledge and 

innovation by implementing the strategy developed 

by the Conference Board’s Leaders’ Roundtable for 

Commercialization, which identified six priority 

areas for businesses and government:

Establish priority areas in which Canada will be 

global best.

Increase corporate investment in strategic training 

and recruitment.

Increase corporate investment in research, 

development and innovation.

Increase international and domestic risk capital 

investment in Canada, and focus on bigger deals.

Expand innovation in industrial supply chains.

Institute an independent national advisory group 

in innovation-based commerce. 

Governments reform tax policy in support 

of productivity:

Reduce marginal tax rates on low incomes.

Eliminate capital taxes and reform business 

taxation.

Strengthen the alignment of the Canadian tax 

system across three levels of government.

Provide cities with the tax instruments they 

need to meet their fiscal responsibilities.

Governments, working with the private sector, invest 

in the modernization and coordination of trade trans-

portation and border infrastructure, including security, 

as a national priority.

RETHINK THE WORKFORCE
The federal government implement a new deal for 

immigrants by improving immigrant selection and 

processing, reforming credentials recognition and 

strengthening intergovernmental and public–private 

sector coordination.

Business and governments actively seek to retain 

older workers by adopting more flexible working 

arrangements, changing the mix of financial incen-

tives and modernizing attitudes toward older workers.

4.

–

–

–

–

–

–

5.

–

–

–

–

6.

7.

8.
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Governments establish education funding as a much 

higher national priority and ensure that both univer-

sities and colleges have the financial resources they 

need to meet their respective mandates.

Governments and employers improve the quality of 

the workforce: 

Recognize the importance of innovation within 

the education system.

Expand international educational experiences 

and language skills.

Address the skills gap.

Revitalize our commitment to Aboriginal education.

Enhance immigrant-sensitive education.

Commit to lifelong learning.

REVITALIZE INTERNATIONAL INVESTMENT AND TRADE
The federal government pursue a coherent, deliberate 

international trade and investment strategy:

Position Canada as a leader once again in multi-

lateral trade and investment liberalization through 

the World Trade Organization.

Deepen and improve the North American Free 

Trade Agreement. 

Pursue other bilateral and regional trade and 

investment agreements with countries that are 

important to our economic interests.

Ensure that we are not undercut in markets through 

agreements struck by our competitors and partners, 

or through other special arrangements.

Governments recommit to making Canada an 

attractive destination for new productive foreign 

investment by addressing factors that deter foreign 

investors—the regulatory environment, tax com-

petitiveness, the quality of the labour force, and 

constraints at the border—and by bringing greater 

clarity and transparency to the legislation and rules 

governing FDI.

9.

10.

–

–

–

–

–

–

11.

–

–

–

–

12.

The federal government facilitate outward Canadian 

FDI where there are material benefits to Canada 

through actions that reduce the risk of investing 

outside Canada, like Foreign Investment Protection 

Agreements, and by strengthening facilitation 

of outward FDI through agencies like Export 

Development Canada.

Governments and business promotion organizations 

energize trade in services through an improved 

domestic structural and regulatory environment for 

services, more effective promotion of exports and 

investment for services-producing industries, and 

improved market access for services trade. 

REFOCUS FOREIGN POLICY PRIORITIES
The federal government advance foreign policy 

along two primary tracks:

Focus on the critical foreign policy relationship 

with the United States.

Give priority treatment to China and other key 

emerging powers. 

Nurturing our relationship with our traditional partners, 

Europe and Japan, is an important secondary track.

The federal government pursue more pragmatic 

multilateralism as a means, not an end in itself:

Work to engage the U.S. in credible multilateral 

initiatives and programs. 

Anticipate the future by working within the G7/8 

to engage the leaders of the emerging world.

Take leadership in selected areas of future global 

risk and insecurity. 

13.

14.

15.

–

–

16.

–

–

–
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The Canada Project had its genesis in 2002 at 
The Conference Board of Canada’s annual 
Canadian Conference—a meeting of senior 

public and private sector leaders at which participants 
are invited to share their most pressing concerns about 
Canada’s present challenges and future prospects.

Many of the leaders at this meeting raised the same 
underlying issue: that Canada was floundering in a state 
of public policy drift at a time that called out for national 
strategic action in the face of rising global competition.

And thus, The Canada Project was born.

Now, almost four years later—thanks to the $2.4 mil-
lion invested by business and government organizations, 
the $1.0 million contributed by the Social Sciences and 
Humanities Research Council of Canada and the effort and 
expertise invested by some of Canada’s top researchers and 
professionals—we present this four-volume compendium of 
the results of our work. The ambitious task of synthesizing 
all the research and analyses produced under the banner 
of The Canada Project required us to focus on what was 
both essential and new. Much of the original research has 
been released over the course of the project in 27 separate 
studies and reports. (See Appendix “The Canada Project 
Research and Dialogue Activities.”) Mission Possible: 
Sustainable Prosperity for Canada summarizes our 
findings in a comprehensive overview. It delivers an 
integrated set of 76 recommendations in support of seven 
closely linked strategies for moving forward. Many of 
these recommendations are consistent with emerging  
public policy thinking; others are more provocative.

I want to thank my exceptional team of colleagues who, led 
by Brenda Lafleur, Director of The Canada Project, con-
tributed to this enterprise. All were diligent and thorough 
in analyzing and weighing policy choices and in selecting 
priorities for emphasis. Special thanks to my volume  
co-captains, Glen Hodgson and Gilles Rhéaume.

I also want to thank Janice Gross Stein for agreeing to 
write the Foreword. Her thoughtful thematic summary  
of our key messages will help readers absorb this 
research-laden body of work.

The timeliness of this publication—coinciding with new 
governments and new leadership in Ottawa and in many 
provinces and cities across the country—is fortuitous.  
It arrives at a moment when there appears to be an emer-
ging consensus among Canadians on two themes: that 
Canada must strive for a global-best level of excellence  
in embracing the competitiveness challenge, and that it 
must adopt a sustainability perspective in so doing.

I hope that Mission Possible will be widely read by 
leaders at all levels and in all sectors. Above all, I hope 
it succeeds in driving policy debate in constructive dir-
ections and contributes to a national resolve to under-
take the actions necessary to build a sustainable and 
prosperous future for Canada. 

Anne Golden
President and Chief Executive Officer 
January 2007
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Canada’s future economic prosperity is at risk. 

This is a hard argument to make in a country 

that today enjoys low unemployment, a strong 

dollar, declining debt and a booming resource economy. 

Canadians are likely to be skeptical of an argument that 

points to serious challenges ahead and makes an urgent 

case for strategic investment today to assure sustainable 

prosperity tomorrow. Yet this is precisely the argument 

The Conference Board of Canada makes in this four-

volume report. It does so in compelling language as 

it examines the challenges Canada faces in the global 

economy, in our resource sectors, and in our cities.  

In all three areas, our performance is slipping.

Canada.lags.behind.most.developed.economies..
in.productivity.growth.

We are becoming less competitive. In just two years, we 

have slipped from 3rd to 12th place in comparative meas-

urements of macroeconomic and microeconomic perform-

ance, according to the results of benchmarking by the 

Conference Board. Canada lags behind most developed 

economies in productivity growth. Our resource sectors 

require significant new strategic investment if they are to 

meet global competition, and our biggest cities are starved 

for investment in comparison with global cities elsewhere. 

In vital sectors of our economy, we are not keeping up 

with our competitors.

Foreword  
by Janice Gross Stein
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The future demands not only an improvement in pro-

ductivity, but a productivity that is sustainable. Across 

the board, Canada must invest in development that 

meets the needs of the present without compromising 

the ability of future generations to meet their needs.  

A central theme running through every volume is the 

imperative to design sustainability into the economic 

architecture that we are building for the future. Across 

the country, Canadians understand that protecting the 

environment from further damage is not a problem for 

tomorrow, but a challenge for today. Our record, unfortu-

nately, does not reflect this awareness. Here too, Canada 

is underperforming and underperforming badly. Without 

serious attention to economic and environmental sustain-

ability, Canada puts its society and its quality of life at 

risk. This report speaks with a clear voice. Sustainability 

matters. It must become one of the yardsticks against 

which we measure productivity.

Sustainability.matters..It.must.become.one.of.the..
yardsticks.against.which.we.measure.productivity.

Mission Possible, a large-scale and in-depth review of 

Canada’s economic performance and potential, issues 

a clarion call. It calls for strategic investment by gov-

ernments, corporations and people. Canada must be 

“smart” in its choice of priorities, its policies and its 

investments if Canadians are to retain their quality of 

life. It is not the federal government alone that faces  

the challenge. It is all three levels of government—fed-

eral, provincial and municipal—and all sectors of soci-

ety—public, private and voluntary—that have to work 

together to develop priorities, translate these priorities 

into strategies, and make the kinds of strategic invest-

ments that are required. We need to develop new habits 

of collaboration across the three levels of government 

and with society, and we need to do it quickly. The  

mission is possible only if the mission is national.

GLoBALIzAtIon.And.SuStAInABLe.
ProSPerIty.In.CAnAdA.

Globalization—the connections and processes that cross 

borders—is the hallmark of the 21st century. The global 

economy rewards knowledge, innovation, investment and 

trade. The signature of this phase of the global economy 

is the integrated global supply chains that distribute pro-

duction around the globe in search of higher efficiency 

and lower costs for each component of the final product 

or service. Close to one-third of world trade today is 

intra-firm trade. In this globally integrated economy, 

Canadian companies must compete vigorously for inter-

national investment and trade if they are to prosper.

north.American.economic.integration.is.slowing,..
and,.in.a.much.more.anxious.security.environment,..
the.united.States.is.thickening.its.borders.

Because of our geography, our rich resource endowment 

and our heavy dependence on the U.S. market, many 

believe that Canada has very little direct exposure to 

globalization. We are insulated, Canadians believe, by  

the North American market. This report tells us otherwise.

Growth in our exports to the United States has slowed 

in recent years, and the growth that has occurred was 

largely due to the energy and other resource sectors. 

The growth in exports that are unrelated to energy—in 

the automotive sector and in manufacturing—has been 

weak. North American economic integration is slow-

ing, and, in a much more anxious security environment, 

the United States is thickening its borders. The North 

American Free Trade Agreement (NAFTA) has lost its 

dynamism, its momentum and, in part, its legitimacy, 

at least for the moment. The Canada–U.S. relationship 

will continue to deepen, but the glittering promise made 

by the architects of North American free trade has 

not been fully achieved. Canadian investors are look-

ing increasingly to other dynamic markets, notably in 

Europe, Latin America and Asia.

Canadians know that we must pay attention to the 

United States—that we must manage our relationship 

carefully and well. The United States is simply too 
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important to our collective well-being for us to do other-

wise. But the Conference Board tells an unexpected 

story. It tells us clearly that we need to wear bifocals:  

we need to look out to the world, without taking our 

eyes off the United States.

In.this.generation,.Canadians.are.looking.beyond..
north.America.to.the.world..our.competitors.are..
global..So.are.our.market.opportunities.

Canada is experiencing globalization in all its critical 

sectors. Volume II of this report demonstrates over and 

over again that in the resource sectors—forestry, agri-

culture, mining and energy—our competitors are global. 

So are our market opportunities. China, India, Russia 

and Brazil, to mention only the obvious, are shaping 

our markets and competing with our firms. Our most 

competitive firms are tightly linked into global supply 

chains. Our cities benchmark themselves against global 

competitors. And we measure our productivity against 

the performance of others. In this generation, Canadians 

are looking beyond North America to the world.

tHe.BALkAnIzAtIon.oF.our..
eConoMIC.SPACe.

Every volume of this report emphasizes the adverse  

consequences to Canadians of chopping up our national 

economic space. The non-tariff barriers to interprovincial 

trade, mobility and investment are at times so severe that 

they inhibit the kinds of east–west connections that char-

acterize our deep connections outside Canada. People 

cannot move easily to work, some industries cannot 

recruit easily, students face difficulties in transferring 

credits from one post-secondary institution to another, 

and supply chains across provincial borders can face 

obstacles that global supply chains have eliminated. In  

an age of global mobility, it simply makes no sense to 

add degrees of difficulty to the movement of people, 

goods and services from one province to another.

The costs and consequences of this balkanization of  

our national economic space are not always obvious. 

The Conference Board tells a striking story about our 

cities. Hub cities within provinces play an essential role  

in sparking economic growth in their own province. 

This pattern of convergence within provinces—not 

across provinces—is at least partly due to the chopping 

up of Canada through interprovincial barriers.

Canadians living in the early part of the 21st century, 

in an era where markets are global, where the Internet 

is ubiquitous, and where people move and travel at 

unprecedented rates, have nevertheless allowed a thicket 

of provincial barriers to stand largely untouched. In the 

21st century, the irony should be obvious: we are divid-

ing and separating ourselves even as we are connecting 

more deeply with others. Our national economy is being 

stifled by barriers that we ourselves have allowed to 

stand. As a result, we have a “chopped-up” economy, 

poorly suited to compete and prosper in a global econ-

omy. This is a problem that governments in Canada can 

and must fix.

StrAteGIeS.to.Move.CAnAdA.ForwArd.

In a globally connected world, how can Canadians build 

sustainable prosperity? This report highlights seven 

important strategies: 

putting in place a comprehensive national strategy 

to increase our lagging productivity;

creating an integrated national market; 

investing in and supporting a workforce that is 

equipped to meet the challenges of the global economy; 

adopting strategic investment and trade policies; 

sharpening our foreign policy priorities; 

investing in our resource industries so that they are 

competitive and sustainable; and 

investing strategically in our major cities so they 

can fulfill their potential as engines of sustainable 

national growth.

Common to all seven strategies are the imperative to 

increase productivity in sustainable ways, the neces-

sity to develop knowledgeable and skilled workers and 

managers, the importance of redesigning our fiscal and 

regulatory architecture, and the urgency of special treat-

ment for our major cities.

•

•

•

•

•

•

•
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A.nAtIonAL.StrAteGy.to.InCreASe.
ProduCtIvIty.

Canada must develop a comprehensive national strategy 

to increase our productivity in ways that are sustain-

able. The data in this report are alarming. Compared  

to the U.S. economy, only one-fifth of the Canadian 

economy is more productive, while the other four-fifths 

are less productive. How can Canadian productivity  

be improved? There is a great deal that we can do.  

We need to open industries to competitive pressures,  

we need to improve the level and quality of capital 

intensity, we need to encourage organizational and 

managerial innovation, and we need to reform our tax 

system to encourage lower-income Canadians to stay 

engaged in the labour market. We do not, by and large, 

need to work longer; we are a hard-working country. In a 

global knowledge economy, we need to work “smarter.”

To work smarter, Canadian governments and compan-

ies must invest in research and development and work 

together to create a climate that is even more supportive 

of risk-taking and innovation. We are better at innovation 

than we generally think. Canada ranked fourth globally 

on a measure of innovation in 2004 and, according to 

benchmarking by the Conference Board, slipped to fifth 

in 2005 behind only Finland, Sweden, the United States 

and Iceland. 

we.do.not,.by.and.large,.need.to.work.longer;.we.are.a.
hard-working.country..In.a.global.knowledge.economy,.
we.need.to.work.“smarter.”.

Canadians are good at diffusing innovation through our 

openness to foreign ideas, technological cooperation 

and partnering with foreign inventors on patents. We 

also have high penetration of broadband technology, an 

important platform for exchanging ideas. These are all 

important assets in the global market for ideas. But we 

lag behind the top global performers in business invest-

ment in research and development and in the commer-

cialization of inventions and ideas. We are not leaders 

in scientific and engineering publications, and we invest 

significantly less than some of our competitors in our 

universities. We need research scientists in universities 

working with their counterparts in the corporate sector 

to bring innovative products to market and carve out a 

place for Canadians at the high end of the value chain. 

If we want to maintain our current standard of living, 

raising productivity through significant strategic invest-

ment in research and development and in post-second-

ary education is an imperative.

Improving.the.quality.and.access.to.training..
and.education.is.a.refrain.that.is.replayed.in..
the.discussion.of.the.Canadian.economy,.our..
resource.industries.and.our.cities..

Working smarter also means investing in the research 

and development of sustainable technologies that reduce 

damage to the environment and society. Volume II, on 

resources, speaks about the importance of sustainable 

extraction, management and renewal of our resource 

endowments. Whether it is forestry, agri-food, mining 

or energy, all require a full accounting that considers 

the consequences of resource extraction for the environ-

ment. Volume III, on cities, underlines the importance  

of sustainability in the rebuilding of our badly frayed 

urban infrastructures.

A.SkILLed.And.knowLedGeABLe.
workForCe.

The Conference Board pays a great deal of attention 

in this report to the importance of a skilled and know-

ledgeable workforce. This kind of workforce is critical 

to increasing our productivity, to the development of 

sustainable technologies, and to the re-engineering of 

our resource industries. Without a high-quality work-

force, none of these will happen. It is no surprise that 

improving the quality and access to training and educa-

tion is a refrain that is replayed in the discussion of the 

Canadian economy, our resource industries and our cit-

ies. Every volume speaks to the importance of strategic 

investment in education, in lifelong learning, and in the 

development of the skills that Canadians will need as 

global value chains proliferate and deepen.
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The Conference Board also worries about an aging 

demographic that threatens every sector of the Canadian 

economy and could compromise the quality of life of 

the next generation. Although immigration can help to 

address the looming shrinkage of the workforce, it alone 

cannot solve the shortfall caused by an aging population. 

But we can do much better at integrating immigrants and 

helping them to take full advantage of the skills they 

bring. This report speaks to the importance of immigrants 

in Canada: their contribution to our productivity, their 

global connections, and the contributions immigrants can 

make to the quality of Canadian life if their credentials, 

education and training are properly recognized.

Although.immigration.can.help.to.address.the.looming.
shrinkage.of.the.workforce,.it.alone.cannot.solve.the.
shortfall.caused.by.an.aging.population..

To compensate for an aging population, governments 

at all levels and businesses will have to create incen-

tives so that educated and experienced people continue 

to work. Educational institutions will have to become 

more flexible so that lifelong learning becomes a shared 

experience across the generations. Governments will 

have to invest significant resources to provide the best 

available education to our young people. Although 

governments have increased funding for post-secondary 

education in the last several years, Canada’s universi-

ties are still significantly under-funded compared with 

those of our international competitors. The German 

government has just chosen three among its many 

universities to receive special funding so that they can 

become internationally competitive. In a globally com-

petitive environment where post-secondary institutions 

educate young people, contribute to lifelong learning, 

spark research and development, jump-start innovation 

and build global connections, one size can no longer fit 

all. Here, as elsewhere, Canada will have to abandon a 

cherished myth of equal treatment for all its institutions. 

The importance of strategic investment in education, of 

differential treatment to build excellence, jumps out of 

every volume of this report.

redeSIGnInG.our.FISCAL.And.
reGuLAtory.ArCHIteCture.

Canada is living with 19th-century architecture in the 

21st century. Its fiscal arrangement grows out of a rural 

experience, and is not responsive to the massive shift of 

population to Canada’s major cities and to the settlement 

of immigrants in the largest cities. A rigid fiscal structure 

has produced ongoing arguments about redistribution and 

health spending while urban infrastructure decays, fund-

ing for education declines relative to other countries, and 

Canada invests less than it should to prepare itself for 

the coming century. Despite years of effort, governments 

have been unable to adapt fiscal structures or to innov-

ate. They usually give up in frustration and make do. The 

fiscal framework has been the handmaiden of the balkan-

ization of the Canadian economy. There is no doubt that 

institutional rigidities have been a significant drag on our 

capacity to innovate and to excel.

Governance.is.the.default.factor.in.Canada’s.success..
in.the.next.decade..without.good.governance,.nothing.
will.go.right..

Every volume of this report bemoans the regulatory mess 

in Canada. Overlapping and misaligned regulations at 

the federal and provincial levels impose serious costs, 

do not contribute as well as they might to public safety 

and environmental stewardship, hamper the mobility of 

people and capital, and stifle innovation and experimen-

tation. The burden of costly and inefficient regulation 

will drag productivity down and discourage investment 

and immigration. In essential areas—capital markets and 

securities—we have failed, largely because of provincial 

rivalries, to build the kind of national regulators that 

global investors have come to expect and depend upon.

Governance is the default factor in Canada’s success in 

the next decade. Without good governance, nothing will 

go right. Good governance is about far more, however, 

than governments. It is the coming together of corpor-

ate leaders, voluntary organizations and governments  



viii. |. The.Conference.Board.of.Canada

to work together on sustainable forests and environ-

mentally responsible mining. It is coalitions of citizens, 

corporate leaders, university presidents, and city offi-

cials working together to improve the quality of life in 

our major cities. It is giving our major cities the requi-

site money and power to become powerful engines of 

the national economy. Everything that needs to happen 

in Canada will happen only when all three sectors of 

society actively work together to change public policy, 

innovate and create value.

we.are.living.with.architecture.built.for.our.earlier..
rural.past—an.architecture.that.fits.badly.with.the..
new.urban.Canada.

InveStInG.In.CAnAdA’S.MAJor.CItIeS.

The Conference Board makes clear in this report that 

strategic investment in our major cities is urgent. 

Nowhere is the gap between Canada as a global society 

and our political, fiscal and regulatory architectures 

more apparent than in our largest cities. Canada, like 

other societies, has transformed itself from a rural to 

an overwhelmingly urban society, but we are living 

with architecture built for our earlier rural past—an 

architecture that fits badly with the new urban Canada. 

Urbanization is likely to accelerate. Immigrants who 

bring valuable skills with them and compensate—at 

least in part—for our aging population, generally settle 

in Montréal, Toronto and Vancouver. Yet these cities 

have little voice in settlement policy or immigration pol-

icy. Indeed, Canada’s cities are not officially recognized 

in federal–provincial discussions and are considered 

creatures of the provinces. This may have made sense 

a hundred years ago, but it makes absolutely no sense 

today. Not only do cities have no official representation, 

they have no access to taxes that grow as the economy 

grows. Less than 12 per cent of total government rev-

enues goes to municipalities. Generally reliant on prop-

erty taxes and user fees, Canadian cities cannot make 

the kinds of basic investments in urban infrastructure, 

transportation and waste management required to build 

sustainable ecologies for the future.

If Canada’s largest cities are to become world-class cen-

tres of design, architecture and culture, and attract young, 

talented, creative people, they will have to do more than 

invest in physical infrastructure. They will have to sus-

tain vibrant cultures and become centres of excellence in 

education so that they can take advantage of the global 

networks that power great cities and drive Canada’s 

economy forward. Cities today are the principal sites of 

innovation and production of knowledge-intensive goods 

and services. They must have the resources—from their 

province and the federal government—to invest in people 

so that they are socially as well as environmentally and 

economically sustainable. The reality of Canada’s cities 

today is far from this picture of excellence. What can be 

done to help Canada’s cities?

Canada’s.prosperity.depends.on.the.success.of..
our.major.cities..Governments.at.all.levels.must..
flow.resources.to.major.cities,.which.have.special..
potential.and.face.distinctive.challenges.

The Conference Board makes the argument clearly and 

unequivocally: Canada’s prosperity depends on the success 

of our major cities. Above all, Canadians must recognize 

that the major cities need and deserve special assistance, 

and that these investments will benefit everyone. As the 

German government did recently with its universities and 

as European countries are doing with their core cities, gov-

ernments at all levels must flow resources to major cities, 

which have special potential and face distinctive challen-

ges. If they do not, neither our cities nor our economy will 

be globally competitive. We are also unlikely to sustain the 

arts and culture that are so important to Canadian identity.

No longer, the Conference Board insists, can we con-

tinue to interpret equality as equal per capita. That is not  

a popular argument to make in this country, where “fair” 
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is intuitively understood as “the same for everyone.”  

If we continue to invoke old language and avoid dif-

ferentiation, we will continue to starve our cities, and 

everyone will lose. This is a tough but compelling argu-

ment. It deserves very serious attention.

Nor can Canada allow itself to be hobbled by an outdated 

fiscal and political architecture. Governments at all lev-

els, the private sector and the voluntary sector must pool 

resources to work together on the shared challenges of 

urban finance, urban infrastructure, urban ecology and 

urban governance.

Urban transportation is in especially urgent need of 

investment. People, goods and services must be con-

nected in ways that are both efficient and sustainable. 

The gridlock we currently face is a drag on our pro-

ductivity, a disincentive to come to our big cities, and 

deeply damaging to the environment. Without major 

investment in the transportation infrastructure of our 

biggest cities, Canada will meet none of its basic goals.

People,.goods.and.services.must.be.connected..
in.ways.that.are.both.efficient.and.sustainable.

The Conference Board also underlines the importance  

of viewing cities as urban ecosystems and developing 

industrial processes to promote the reuse of industrial 

by-products and waste. Cities contribute significantly  

to air and water pollution, greenhouse gas emissions, 

and overflowing landfill sites. Eco-industrial systems 

transform open-loop systems—where resources become 

waste—to cyclical closed-loop systems—where waste 

products become inputs for new processes. Governments 

at all levels will have to work together to align incen-

tives and regulation so that industry can experiment 

with innovative eco-industrial systems.

How.can.we.be.truly.excellent?.that.is.an.important..
question.for.Canadians.to.ask.

StrAteGIC.InveStMent.

This report by the Conference Board speaks with a 

refreshing voice because, in the final analysis, it is about 

excellence. It does not ask: what does Canada have to do 

to maintain the status quo? It asks: what do Canadians 

have to do to excel? In a world where we are competing 

with the very best, where yardsticks are now globally 

made, how can Canadians do much better than we have 

done in the past? How can we be truly excellent? That is 

an important question for Canadians to ask.

To be excellent, we need to get the fundamentals right. 

We are richly endowed, with natural resources, with 

people, with cities that could be the very best even if 

they are not now, with a few world-class post-secondary 

educational institutions. Our challenge—and our respon-

sibility—is to make the most of these endowments, to 

provide the highest-possible level of stewardship of our 

resources, our people and our institutions, to differenti-

ate when we need to build excellence, and to measure 

our performance against the very best in the world. 
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ucts,.agri-food,.mining.

and.energy.
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desirable.and,.although.
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more.must.be.done..Its.

resource.industries.can.

contribute.to.a.Canadian.

sustainable.prosperity.

that.integrates.economic.

development.and.the.pro-

tection.of.the.environment.

and.the.public..
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Global demand for natural resources has escal-

ated in recent years and is likely to continue 

to grow for at least the next decade or so. 

As a result, Canada is well positioned to prosper from 

its resource base: vast forests, significant agricultural 

land mass, large water volumes for hydro power produc-

tion, and substantial mineral and oil sands deposits. But 

there is a catch to this opportunity to take advantage of 

expanding markets for natural resources: it comes with 

a limited-time offer. Careful, strategic investments in 

natural resource sectors—investments that consider the 

protection of the natural environment and the public—

are required now to lock in gains.

Canada.is.well.positioned.to.prosper.from.its..
natural.resource.base,.but.there.is.a.catch.to.this.
opportunity—it.comes.with.a.limited-time.offer.

GrowInG.deMAnd.FueLLed.By.CHAnGInG.
deMoGrAPHICS.And.rISInG.InCoMe

For the most part, the world’s emerging economies  

have fuelled the growth in global demand for natural 

resources. As noted in Volume I of Mission Possible: 

Sustainable Prosperity for Canada, the economies of 

China and India have grown rapidly in recent years,  

and they are likely to continue to do so for at least the 

next 15 years, spurring job creation and expansion of  

the middle class. China’s middle class currently com-

prises about 200 million people—a number that is likely 

to double by 2010. India’s comparatively smaller middle 

class of some 90 million people is growing rapidly as 

well. Typically, members of middle-class households 

have discretionary income to spend and desire a modern 

lifestyle and its associated comforts. In their quest to 

fulfill these desires, this consumer group is putting pres-

sure on natural resources markets worldwide.

Canada.is.prospering.by.shipping.forest,..
agricultural,.mineral.and.energy.products.to..
domestic,.u.S..and.international.markets.

Meanwhile, the economies and populations of Canada 

and the United States have also been expanding. The 

housing boom of the past decade has been instrumental 

in significantly increasing demand for wood products 

and copper, and increased consumer spending on dur-

able goods has boosted the demand for mineral prod-

ucts in general. Energy consumption has caught up with 

supply, and new sources of energy are being sought by 

these economies. Together, population growth and ris-

ing personal income have also increased the demand  

for higher-value food products.

Introduction

CHAPter.1
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And Canada is prospering by shipping forest, agricultural, 

mineral and energy products to domestic, U.S. and inter-

national markets.

MeetInG.CoMPetItIve.CHALLenGeS

Because of our small population and significant resource 

base, Canada is a large exporter of resource goods but it 

is certainly not the only one. Australia, Brazil, Russia and 

Sweden—among others—are major exporters and for-

midable competitors. They are not only eroding Canada’s 

market share in its existing markets, but also edging their 

way into promising new markets, such as China.

A.number.of.issues.must.be.resolved.if.Canada’s.
resource.sectors.are.to.meet.their.full.potential..
in.the.pursuit.of.current.global.opportunities..

How long the economic expansion in Canada and the 

U.S. will last is hard to tell, but an economic slowdown, 

if not a recession, is likely to occur during the next 

decade. Canada’s resource sectors can certainly enjoy 

the current growth in North American demand for their 

commodities, but they also must prepare for the even-

tual slowdown and potential temporary downturn.

A number of issues must be resolved if Canada’s 

resource sectors are to meet their full potential in 

the pursuit of current global opportunities. Innovative 

solutions and strategic investments will be essential. 

Governments will need to create a better business  

setting while keeping protection of the public’s safety 

and interests—and of the natural environment—top 

of mind. Central to the protection aspect of this busi-

ness pursuit is a high-functioning regulatory system 

that addresses both the approval of energy and other 

resource sector projects and the negative impacts of 

production activities.

LookInG.to.tHe.next.deCAde.And.A.HALF.

This report addresses the question of how Canada can 

maximize its opportunities from the projected growth in  

demand for natural resources over the next 10 to 15 years 

to achieve longer-term prosperity and well-being. It focuses 

on four major natural resource sectors:

forest products

agri-food

mining

energy

These sectors were chosen not only for the choice global 

market opportunities within them, but also because they  

have considerable resources that can be exploited in a  

sustainable way. The criterion of sustainability disquali-

fied fisheries and water as suitable sectors. Fish stocks 

are currently at levels that do not permit significant 

export expansion (see box “The Atlantic Canadian Cod 

Fishery: A Faustian Bargain Come Due”), and bulk water 

exports would create major ecological problems. In fact, 

Canada could actually face future major water shortages 

in high-demand regions (see box “Blue Gold: Canada’s 

Water Resources”).

this.report.looks.at.how.industry.and.governments..
can.cooperate.to.maximize.opportunities.in.a.way..
that.ensures.sustainability.

FoCuSInG.IndIvIduALLy.And.CoLLeCtIveLy

For each of the chosen natural resource sectors, this 

report looks at how industry and governments can 

cooperate to maximize opportunities in a way that 

ensures sustainability. There are opportunities in all 

four sectors, but interestingly, they are not currently  

on an equal footing. Buoyant conditions in the mining 

and energy sectors contrast starkly with the current  

difficult economic conditions in the forest products  

and agri-food sectors. 

•

•

•

•
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The.circumstances.leading.to.the.collapse.in.the.1990s.of.the.
North.Atlantic.cod.stocks.and.the.announcement.in.199�.of.a.
moratorium.on.fishing.activities.provide.a.cautionary.tale.about..
the.perils.of.political.interference.in.scientific.advice.provided.to.
policy-makers.

The.ecological.effect.of.tainted.advice.was.the.extinction.of.the.
northern.cod.as.a.commercially.viable.resource..The.subsequent.
socio-economic.impacts.in.Atlantic.Canada.were.profound..
Approximately.30,000.people.immediately.found.themselves.out.
of.work,.and.provincial.economies.were.left.reeling..The.federal.
government’s.aid.package.provided.relief,.but.the.depletion.of.the.
cod.stocks.renders.the.future.of.numerous.rural.Atlantic.Canadians.
uncertain.

The.10-year.moratorium.has.passed,.and.still,.nearly.15.years.
later,.the.cod.stocks.are.nowhere.near.commercially.viable.levels..
The.impact.in.Newfoundland.and.Labrador.alone.has.caused.its.
population.to.decline.for.the.first.time.in.the.province’s.history..
of.more.than.500.years,.despite.expanded.activities.in.the.oil.and.
gas.industry.

Although.the.role.and.impact.of.natural.factors.associated.with..
the.Earth’s.changing.climate.remain.contentious,.the.role.of.polit-
icians.and.of.advisors.from.the.Department.of.Fisheries.and.Oceans.
(DFO).in.the.collapse.of.the.stocks.cannot.be.ignored..The.seeds.of.
destruction.of.the.northern.cod.stocks.were.sown.in.the.immediate.
aftermath.of.the.creation.of.the.�00-mile.limit.in.1977.

Securing.the.�00-mile.limit.led.to.an.overexpansion.in.fishing.
activities..The.number.of.fishing.licences.issued.to.Canadians.
increased.to.about.7,500.in.1981.from.approximately.5,800.in.
1974..In.subsequent.years,.fishing.vessels’.capacity.grew,.and..
the.number.of.fish.plants.rose.to.�46.in.199�.from.just.53.in..
1970..The.expanded.activities.were.based.partly.on.pragmatic.
electoral.considerations.but.were.grounded.in.insufficient.and.
inaccurate.scientific.information.that.was.often.politicized..In.lieu.
of.disinterested.scientific.advice,.scientific.data.and.analysis.were.
filtered.through.political.and.economic.considerations.

The.fishery.had.long.been.a.lifeline.for.numerous.rural.commun-
ities.in.Atlantic.Canada..Increases.in.cod.prices.in.the.1980s.meant.
that.the.political.pressures.and.rewards.for.expanded.fishing.activ-
ities.were.significant..And.once.those.activities.were.established,.
retrenchment.entailed.electoral.risk.for.politicians.

Exacerbating.matters,.scientific.research.at.DFO.led,.in.the.late.
1980s,.to.inaccurate.depictions.of.the.relative.health.of.the.cod.
stocks.and.flawed.projections.regarding.the.future.of.this.resource..

Rather.than.using.macro-level.ecosystem.analysis,.DFO.relied.on.
trawler.data.related.to.catch.per.unit.of.effort.(CPUE).as.an.indicator.
of.the.stocks’.relative.health..Returns.indicated.that.the.stocks.were.
increasing..However,.increasing.net.sizes.were.not.considered.a.miti-
gating.factor.in.determining.CPUE,.and.the.methodology.underesti-
mated.fish.mortality.rates—an.error.not.identified.for.five.years.

Inaccurate.projections.in.the.1980s.led.to.large.portions.of.the.
stocks.being.allocated.to.foreign.nations.in.the.interests.of.domes-
tic.trade.and.diplomatic.objectives..The.benefits.of.those.arrange-
ments.accrued.to.other.parts.of.the.country.and.not.directly.to..
the.places.most.directly.affected.by.the.collapse.of.the.stocks.

Tragically,.the.dissenting.opinions.expressed.by.inshore.fisher-
persons.who.questioned.the.optimistic.assessments.and.projec-
tions.were.dismissed.by.DFO.and.decision-makers.as.self-interested.
arguments.on.the.part.of.participants..More.credence.was.given..
to.offshore.fishing.companies.that.spoke.the.same.language.as.the.
policy-makers.and.whose.information.served.as.the.basis.for.scien-
tific.assessments.of.the.health.of.the.stocks.

The.years.following.199�.saw.DFO’s.science.budget.slashed,.with.
deleterious.effects.on.research.into.fish-stock.ecology..“Cod.science”.
is.no.longer.a.priority.for.DFO,.which.in.1995.lost.funding.for.its.
$33-million.northern.cod.science.program..DFO.cutbacks.also.led.to.
the.non-replacement.of.scientists.who.left.or.retired.from.the.organ-
ization..As.a.consequence,.federal.and.provincial.policy-makers.cur-
rently.lack.the.scientific.capacity.to.adequately.support.and.monitor.
a.sustainable.fishery..For.example,.fishery.scientists.still.lack.histor-
ical.and.current.data.on.biomass.trends.for.cod.stocks.and.do.not.
know.whether.the.stocks.represent.a.single.unit.or.comprise.multiple.
groupings.

If.policy-makers.and.industry.participants.are.to.receive.adequate.
scientific.information.for.consideration,.the.gathering.of.scientific.
data.must.receive.substantial.public.investment..At.the.same.time,.
scientists.must.be.free.to.acknowledge.data.uncertainty.and.to.
“speak.truth.to.power”.without.fear.of.consequences.

Decisions.taken.long.before.the.announcement.of.the.199�.cod.mora-
torium.were.the.ones.that.had.the.longer-term.ecological.impacts.that.
nearly.wiped.out.the.cod.stocks..This.story.of.mismanagement.clearly.
illuminates.the.importance.of.accurate,.objective.and.disinterested.
scientific.inputs.into.the.policy-making.process.and.of.the.need.to.
consider.the.opinions.of.those.directly.involved.in.harvesting.natural.
resources.

the.Atlantic.Canadian.Cod.Fishery:.A.Faustian.Bargain.Come.due

Sources:.Alcock,.“Draft:.The.Institutional.Dimensions”;.Ibid.,.“Embeddedness.and.Influence”;.Canada–Newfoundland.and.Labrador.Action.Team.for.
Cod.Recovery,.A Strategy for the Recovery;.Felt,.Small,.Isolated.and.Successful;.Harris,.Independent Review;.Hutchings.et.al.,.“Is.Scientific.Inquiry.
Incompatible”;.MacGarvin,.Now or Never;.Rose,.Fisheries.Resources; Standing.Committee.on.Fisheries.and.Oceans,.Northern Cod;.Vardy.and.Dunne,.
New.Arrangements..
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ForeSt.ProduCtS
The report starts with Canada’s forest products sector, 

which has two main subsectors: wood products and 

pulp and paper. To compete in the global marketplace 

and to capture new market opportunities, this sector 

requires renewal. While the wood products subsector 

has benefited from the North American housing boom 

over the past several years, it has also been tested by 

the “softwood lumber dispute” with the U.S. and will 

need to be resilient during the downturn. The major 

challenge will arise in the pulp and paper subsector, 

where small, older mills struggle to compete against 

new, larger global rivals. This report focuses on those 

older mills and what Canada must do to ensure the sec-

tor’s sustainability.

the.major.challenge.will.arise.in.the.pulp.and.paper.
subsector,.where.small,.older.mills.struggle.to.compete.
against.new,.larger.global.rivals..

AGrI-Food
The agri-food sector has the potential to gain from robust 

global demand for food products. Growing consumer 

demand for higher quality and more variety allows for 

competition based on the features of food products and 

not just on their price. This trend definitely exists in indus-

trialized countries, but it is also occurring in emerging 

economies as personal incomes in those locales rise. The 

agri-food sector is also poised to provide possible solu-

tions to environmental challenges—for example, biofuels 

as new, clean energy sources. However, current trade bar-

riers, as well as market structures that stymie innovation, 

are preventing Canada’s agri-food sector from achieving 

its full potential. This report focuses on the opportunities 

and barriers and suggests steps toward achieving a vibrant 

agri-food sector that is successful in the global market and 

protects the public and the environment.

Blue.Gold:.Canada’s.water.resources

By.global.standards,.Canada.is.awash.in.fresh.water..More.than.�0.per.
cent.of.the.world’s.supply.is.located.within.Canada’s.national.bound-
aries..But.having.water.and.being.able.to.use.it.to.satisfy.anthropogenic.
demand.are.two.different.things..The.Conference.Board.of.Canada’s.
2005–06 Performance and Potential.report.discusses.three.reasons.
Canada.should.keep.a.keen.eye.on.its.“blue.gold.”

First,.a.large.portion.of.Canada’s.freshwater.resource.cannot.be.consid-
ered.renewable,.nor.is.it.easily.accessible..It.is.not.renewable.because.
much.of.it.has.accumulated.underground.over.millennia.or.is.locked.in.
glaciers,.snow.or.ice.sheets..It.is.not.accessible.because.about.60.per.
cent.of.it.flows.northward,.away.from.the.country’s.southern.border.and.
the.major.population.centres.where.more.than.85.per.cent.of.Canadians.
live..Indeed,.substantial.portions.of.the.watersheds.in.British.Columbia,.
Alberta,.Saskatchewan.and.Ontario.must.already.contend.with.water.
scarcity.because.of.large.anthropogenic.demand.

Second,.Canada.is.not.exempt.from.future.water.scarcity..Climate.change.
has.already.affected.the.hydrology.of.British.Columbia..In.Hope,.for.
example,.one-third.of.the.cumulative.annual.flow.of.the.Fraser.River.now.
runs.11.days.earlier.than.it.did.a.century.ago..This.has.resulted.in.even.
more.water.during.the.spring.runoff.(a.low-demand.period).and.less.in.
the.summer.(a.high-demand.period)..The.riverbanks.also.have.to.endure.
greater.erosion.stress..In.other.regions.of.the.country,.the.impact.of.
climate.change.on.anthropogenic.water.use.is.similar..Variations.in.water.
availability—whether.they.result.from.increased.precipitation.and.evap-
oration,.changing.snow.packs,.earlier.glacial.melts,.warmer.river.temper-
atures.or.reduced.soil.moisture—will.force.water.managers.across.the.
country.to.closely.monitor.their.regions’.water.budget.

The.2005–06 Performance and Potential.report.identifies.international.
trade.as.the.third.reason.why.Canadians.should.keep.close.tabs.on.
their.water.resources—namely.a.concern.that.water.will.become.
a.“tradable.commodity”.and.subject.to.the.provisions.of.the.North.
American.Free.Trade.Agreement..Despite.action.from.the.federal.
and.provincial.governments,.and.proposals.for.a.Great.Lakes.Basin.
Sustainable.Water.Agreement.by.the.Council.of.the.Great.Lakes.
Governors,.there.is.some.worry.that.population.growth.in.the.U.S..
could.lead.to.creation.of.a.“water.pipeline”.from.Canada..That.con-
cern.may.be.overstated..Advances.in.conservation,.improvements.in.
desalinization.technology.and.the.distance.from.Canada.to.U.S..mar-
kets.have.made.bulk.water.exports.a.higher.cost.option.for.addressing.
continental.water.scarcity..Today’s.response.to.water.scarcity.is.not.
trade.or.diversions,.but.rather.improved.management.and.govern-
ance.of.water.resources..These.efforts.should.also.include.widespread.
implementation.of.metering.and.pay-for-use.

For.these.three.reasons,.Canada.must.protect.its.watersheds.from.
wasteful.and.environmentally.damaging.withdrawals.and.must.remain.
vigilant.about.bulk.water.diversions.

Source:.Hoover.et.al.,.“Pursuing.Sustainability.”



The.Conference.Board.of.Canada. |. 5

MInInG
To tap into growing global markets for metal and mineral 

products, the mining sector needs to increase the number 

of operating mines in Canada. However, making head-

way on this task is difficult for a few reasons: exploration 

has lagged in the past decade, metal reserves are declin-

ing, and a consolidation wave is currently sweeping the 

sector. The time lags between discovery of a new mine 

and production start-up are lengthy, in part because of 

time-consuming environmental reviews. Before com-

panies can thrive in today’s minerals boom, this major 

challenge must be addressed. This report concentrates 

on the steps that will be required for Canada’s mining 

sector to flourish and to continue making progress on 

its environmental performance.

enerGy
Discussion of the energy sector in this report centres on 

the oil and gas, coal, and electricity industries (nuclear, 

hydroelectric and other renewable electricity generation 

sources). The oil and gas industry encompasses oil and 

gas production primarily from the oil sands in Alberta, 

the conventional oil reservoirs beneath the Grand Banks 

off Newfoundland and Labrador, and new gas finds in 

Alberta and the Nova Scotia offshore. For Canada to 

gain from these rich mineral-fuel resources, substantial 

new investments in production and pipeline transmis-

sion will be required. New sources of natural gas can also 

be secured by investing in liquefied natural gas (LNG) 

regasification plants that draw on foreign supply. Adequate 

transportation infrastructure will also be vital to moving 

these energy products to market.

this.report.concentrates.on.the.steps.that.will.be.
required.for.Canada’s.mining.sector.to.flourish.and..
to.continue.making.progress.on.its.environmental..
performance.

The country’s supply of electricity will have to expand 

to respond to growing domestic and U.S. demand. In 

hotspots such as the city of Toronto and Vancouver 

Island, the electricity supply is problematic, and solutions 

are urgently required. Newfoundland and Labrador and 

Quebec want to develop their hydroelectric resources to 

meet internal demands and to capitalize on opportunities 

in the export market. Manitoba and British Columbia 

have significant untapped hydroelectric potential that 

could be similarly developed. 

Canada.has.achieved.major.reductions.in.environmental.
emissions..despite.the.progress,.more.needs.to.be.
done,.and.more.can.be.done..

The energy sector must also address environmental chal-

lenges—for example, improving air quality and reducing 

greenhouse gas emissions (GHG). This report examines 

ways in which Canada’s energy sector can benefit from 

the projected growth in demand, while overcoming its 

challenges and meeting environmental policy objectives.

CAnAdA’S.reSourCe.SeCtorS..
And.SuStAInABLe.ProSPerIty

Many observers view Canada’s environmental perform-

ance as less than leadership quality. In the Conference 

Board’s Performance and Potential report of 2005–06, 

we scored our performance in this area as middle of 

the pack among a peer group of countries. Admittedly, 

we have achieved major reductions in environmental 

emissions and have adopted improved practices over the 

past several decades. Yet Canada remains the largest 

(or nearly the largest) per capita emitter of greenhouse 

gases, generator of solid waste, user of water, user of 

energy . . . and the list goes on. Despite the progress, 

more needs to be done, and more can be done. “More” 

can be achieved only by ensuring that all developments, 

decisions and activities in the resource sectors are 

viewed through the lens of sustainable prosperity.

The concept of sustainable prosperity attempts to ensure 

that Canada can continue to be a healthy, wealthy and 

stable place to live and work for generations to come. 

Aspects of productivity, societal cohesion and environ-

mental integrity form its core. In that way, it mirrors the 

concept of sustainable development, or sustainability. 

While there are many definitions and approaches to the 
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notion, the Brundtland Commission’s definition is the 

most widely used:

Sustainable development is development that 

meets the needs of the present without com-

promising the ability of future generations to 

meet their own needs.1

This concept is widely understood to embody three fun-

damental principles—economic growth and prosperity, 

environmental protection and enhancement, and the 

protection of social systems and human rights. Before 

the Brundtland Commission report, these principles 

were not generally seen to be interdependent.

Canada.has.been.able.to.prosper.by.developing..
and.exporting.resources..But.this.growth.has.come..
with.a.cost.

Economic growth is essential to the proper operation of  

any society, and blessed with a vast endowment of natural 

resources for its small population, Canada has been able 

to prosper by developing and exporting these resources. 

But this growth has come with a cost.

A natural resource economy discharges a large amount 

of waste products into the environment, and a prosper-

ous population consumes and disposes of products at 

a great rate. The result is our high per capita waste 

rankings in international benchmarking studies. For the 

past several decades, Canada has been reducing these 

wastes through technological and regulatory means, but 

they remain at high levels, and Canada must continue 

to reduce them in the future. All four of the sectors 

addressed in this volume are significant dischargers of 

waste and emissions, and these discharges have been 

the subject of regulatory and voluntary reductions by 

the respective sectors. In some cases, very significant 

reductions have been achieved for specific pollutants. 

1.. Brundtland, Our Common Future,.p..43.

Nevertheless, more needs to be done in each sector  

and this volume discusses some of the approaches  

that Canada can take to effect these changes.

the.current.opportunity.to.boost.prosperity.through.
our.resource.sectors.must.be.balanced.with.the.need.
to.minimize.or.eliminate.negative.environmental.and.
social.impacts.

The social side of sustainability is harder to measure 

quantitatively than the economic side. However, it is 

clear that industrial pollution and food safety are real 

issues that must be addressed. It is also clear that some 

business decisions, such as closure of operations, can 

have negative effects on local communities. Further, 

new resource projects close to populations bring the 

positive aspects of economic well-being but can have 

negative impacts on other local economic activities  

and quality of life.

The Conference Board has long advocated that economic 

growth, environmental integrity and social cohesion are  

inextricably linked. Based on this tenet, then, the current 

opportunity to boost prosperity through our resource 

sectors must be balanced with the need to ensure that 

negative environmental and social impacts are mini-

mized or eliminated.

All components of society have a role to play in this 

regard. As an agent for society, governments’ key 

role is to ensure that developments are managed to 

extract the greatest prosperity for the least negative 

impact. This task is tricky but doable and requires two 

fundamental tracks. The first is integrating policy for 

development and protection through regulatory and 

measurement systems to make sure that sustainability 

is considered and delivered. Second, governments and 

industry need to focus on improving technology to 

reduce the environmental impacts of resource develop-

ments. This volume discusses both. 



HIGHLIGHtS

Although.Canada.remains.

the.largest.exporter.of..

forest.products,.its.forest.

products.sector.has.old.

and.small.pulp.and.paper.

mills..It.is.also.facing.

higher.costs,.a.high.

Canadian.dollar.and.

increased.offshore..

competition..

To.enhance.its.international.

competitiveness.and.

improve.its.performance,.

Canada’s.forest.products.

sector.will.need.to.continue.

to.shut.down.uncompeti-

tive.mills,.modernize.

others,.transform.mills.to.

produce.new.product.lines.

(such.as.biochemicals).and.

perhaps.construct.some.

large,.world-scale.mills.

•

•

To.encourage.ambitious.

investments,.governments.

will.need.to.remove.trade.

barriers.to.the.interprovin-

cial.movement.of.logs,.

improve.flexibility.in.their.

timber.tenure.systems,.

allow.uncompetitive.mills.

to.close,.and.permit.con-

solidation.and.rationaliza-

tion.of.the.industry.

Mill.closures.cause.eco-

nomic.and.social.strain..

for.affected.communities,.

and.industry.and.govern-

ments.can.help.these.com-

munities.have.effective.

economic.redevelopment.

strategies.in.place.

•

•

Industry.and.governments.

will.need.to.continue.

their.work.in.improving.

air.quality.in.mill.towns,.

which.is.the.sector’s.most.

important.environmental.

challenge.

•

2



SnAPSHot.oF.tHe.ISSueS

At first glance, the forest products sector 

appears to be doing well. As Table 1 shows, 

this sector makes substantial contributions to 

Canada’s gross domestic product (GDP), employment 

and exports. In 2005, Canada was the world’s largest 

producer of newsprint and the largest exporter of news-

print, wood pulp and softwood lumber. (See Table 2.) 

But rising global demand for forest products is now 

being supplied by a growing number of international 

competitors. Canada has witnessed increased competi-

tion from other temperate-zone producers as well as 

from producers in warmer climes. As a result, our share 

of world exports has dropped for both newsprint and 

pulp in recent years.

The sector also faces the challenges of improving its 

environmental performance as well as managing the 

social repercussions of mill closures. This chapter  

offers an overview of the current state of the forest 

products sector and its future prospects, in addition to 

suggesting ways Canada’s forest products, sector and  

the communities that currently depend upon it can 

ensure their prosperity well into the future.

rising.global.demand.for.forest.products.is.being..
supplied.by.a.growing.number.of.international..
competitors,.reducing.Canada’s.share.of.exports..
for.newsprint.and.pulp.

SeCtor.overvIew

The forest products sector can be divided into two main 

subsectors—wood products, and pulp and paper products. 

The key wood products are softwood lumber, structural 

panels, engineered wood products, and value-added wood 

products such as millwork (for example, doors and win-

dows). The principal pulp and paper products are news-

print, printing and writing papers, and market pulp.

wood.ProduCtS
The lumber industry within the wood products sub-

sector has benefited from the latest North American 

housing boom but has been sorely tested by the 

long dispute with the U.S. over softwood lumber. 

Forest Products Sector: 
Opportunity Knocks, but 
Renewal Must Open the Door

CHAPter.2

table.1..
Canadian.Forest.Products.Sector,.Key.Statistics,.�005

Contribution.to.GDP $3�.billion

Share.of.national.GDP �.9.per.cent

Exports $4�.billion

Share.of.total.merchandise.exports 9.6.per.cent

Direct.employment 339,900.persons

Share.of.national.employment �.1.per.cent

Source:.Statistics.Canada.
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Nevertheless, the recent softwood lumber agreement 

should ease some of the pressure, and the sector should 

enjoy good access to the large U.S. market, where more 

than 80 per cent of Canada’s softwood lumber is sold. 

This rosy picture is tempered by the downturn in U.S. 

housing starts, in the fall of 2006, which resulted in 

numerous sawmill closures.

north.American.demand.outstripped.the.continent’s.
supply,.leaving.the.door.open.for.offshore.producers..
to.increase.their.market.share..

In the face of trade pressures, Canada reduced its soft-

wood lumber production in 2005 by 1.9 per cent from 

2004 levels. North American demand outstripped the 

continent’s supply, leaving the door open for offshore 

producers to increase their market share. U.S. imports 

have been steadily increasing from producers in Europe 

(Germany, Austria and Sweden) and the southern hemi-

sphere (New Zealand, Chile and Brazil). As a result, 

Canada’s market share in the U.S. decreased slightly  

to 33.8 per cent from 34.2 per cent in 2004.1 

But increased offshore competition is not the only reason 

for the decrease in Canada’s market share in the United 

States. Trade disputes have also contributed, with dut-

ies as high as 27 per cent being collected on Canadian 

softwood lumber exports.2 Although the duties have 

now been reduced, producers in other countries gained 

competitive ground because they were unaffected by  

the softwood lumber tariffs.

1.. Natural.Resources.Canada,.The State of Canada’s Forests  
2005–2006,.p..3�.

�.. Forest.Products.Association.of.Canada,.Competition and 
Consolidation,.p..9;.British.Columbia,.Ministry.of.Forests..
and.Range,.“Softwood.Lumber.”

table.2. .
Forest.Products.Sector.in.Canada,.�005

world.Production.
ranking

world.export.
ranking exports destinations

Commodity Position
Share.

(per.cent) Position
Share.

(per.cent)
value.

($.billions)
Proportion.
(per.cent) Market

value..
($.billions)

Proportion.
(per.cent)

Total.forest.products — — First 16 41.9 100 . U.S. 33.8. 81

. EU �.3. 6

. Japan 1.8. 4

Softwood.lumber Second 18 First 37 9.9 �3.6 . U.S. 8.4. 85

. EU 0.�. �

. Japan 1.0. 10

Newsprint First �0 First 44 6.� 1�.6 . U.S. 3.8. 7�

. EU 0.5. 9

. India 0.�. 4

Wood.pulp Second 15 First �5 5.3 14.8 . U.S. �.7. 44

. EU 1.1. 18

. China 0.6. 10

Other — — — — �0.5 48.9 . U.S. 19.0. 93

. EU 0.5. �

. Japan 0.3. 1

Sources:.Natural.Resources.Canada;.United.Nations.Food.and.Agriculture.Organization;.Statistics.Canada.
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In the late fall of 2006, a settlement to the softwood 

lumber dispute was accepted on both sides of the bor-

der. This negotiated truce is expected to endure for up 

to seven years. 

By.the.end.of.this.decade,.China.will.require.an.esti-
mated.70.million.tonnes.of.paper.per.year,.representing.
an.annual.growth.rate.of.13.per.cent,.compared.with..
2.to.3.per.cent.for.europe.and.north.America.

PuLP.And.PAPer.ProduCtS
The pulp and paper subsector shows an economic mal-

aise that has persisted for at least 10 years and that is 

aggravated by competitive, technological and environ-

mental challenges.3 In addressing their challenges, pulp 

and paper producers have already made difficult deci-

sions: consolidating or closing operations (which have 

removed approximately 4.8 million tonnes of pulp, paper 

and newsprint from the market), upgrading aging pulp 

and paper mills with the latest technological features, 

and shifting from newsprint production to higher-value 

or entirely new products.

While Canada exports more wood pulp than does any 

other nation—accounting for 25 per cent of world total  

exports—there has been virtually no growth in our exports  

of this product over the past decade. Recent increases in 

Canadian pulp exports to China were offset by declines to 

Europe, Japan and the U.S.

The pattern of world demand for newsprint has changed 

more substantially than demand for wood pulp. Since 

1990, North American demand has declined by 17.1 per 

cent. And while European and Asian demand increased, 

these regions account for a relatively small proportion 

of Canadian exports.4 Overall, newsprint exports fell over 

the past decade by an average of 2 per cent per year.

3.. A.more.detailed.analysis.can.be.found.in.Hoover.et.al.,..
“Pursuing.Sustainability.”

4.. Newfoundland.and.Labrador,.The Economic Review,.pp..1�–13.

oPPortunItIeS.And.CHALLenGeS.

tHe.rISe.oF.CHInA
China’s remarkable economic growth has created high 

demand for raw materials and finished products, includ-

ing pulp and paper products. By the end of this decade, 

China will require an estimated 70 million tonnes of 

paper per year, representing an annual growth rate of  

13 per cent, compared with 2 to 3 per cent for Europe 

and North America. 

Because of poor forest management, 80 per cent of 

China’s forest companies have exhausted their mature 

timber resources. As domestic demand exceeds local 

supply, China is expected to become a net importer of 

forest products, with a market for industrial timber and 

pulp and paper second only to that of the United States. 

Rising prosperity among China’s population has created 

such a demand for market pulp that analysts expect it to 

surpass that of any other country by 2008.

China also imports raw timber to fuel its forest products  

sector. More than 70 per cent of those imports are manu-

factured into wood products—such as furniture—to sup-

ply the global market.5 Low labour and production costs 

in China’s wood-processing industry have allowed it 

to expand and remain competitive, and investments are 

being made in the entire supply chain to further develop 

this industry. Exports of manufactured wood products to 

the U.S. and the European Union (EU) from China have 

increased substantially—to the point where China has 

now become the second-largest exporter (after Canada) 

of wood products to the U.S.6

The Chinese government is attempting to restore the 

forest base and boost future domestic forest production 

by initiating a massive program of subsidies for fast-

growing pulpwood plantations (to supply the domestic 

market) and by funding forest restoration and protec-

tion. However, environmental and logistical factors are 

5.. White.et.al.,.China and the Global Market.

6.. Forest.Products.Association.of.Canada,.Competition and 
Consolidation,.p..5.
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currently preventing forest plantation targets from being 

met, and government policies have banned or reduced 

production from natural forests.

Developing countries with a competitive advantage 

owing to cheap land, adequate soil and rainfall, and a 

year-round growing season will compete with Canada to 

become key suppliers to the Chinese market. Currently, 

the major suppliers to China are Russia, Malaysia, New 

Zealand, Indonesia, Papua New Guinea, Australia and 

Thailand. However, forests across East Asia are under 

stress. To feed rising demands in China, logging has dra-

matically increased in the countries of this region. For 

example, at current cutting rates, it is estimated that the 

natural forests in Papua New Guinea will be logged out 

in 13 to 16 years.7 Owing to its geographic advantage 

and access to Chinese ports, Russia has been increasing 

its presence in the region; its 2003 exports of softwood 

logs to China were 14 times the 1997 level.8

developing.countries.with.a.competitive.advantage.
derived.from.cheap.land,.adequate.soil.and.rainfall,.and.
a.year-round.growing.season.will.compete.with.Canada..

InCreASed.GLoBAL.CoMPetItIon
International competition in the forest products sector’s  

export market has risen markedly for every market, not just 

China. Traditionally, Canada’s major competitors have been 

the U.S. and Scandinavian countries. Yet between 1990 and  

2000, the number of countries exporting newsprint grew  

to 57 from 33, and the number of countries exporting solid  

wood products rose to 180 from 111.9 Substantial export  

growth in Brazil, Chile and New Zealand has brought 

added competition for Canada. World exports of for-

est products from outside North America (Russia and 

countries in Europe and the southern hemisphere) have 

increased by 26 per cent overall since 1990.10 

7.. White.et.al.,.China and the Global Market,.p..13.

8.. United.States.Agency.for.International.Development,.Technical 
Notes,.p..�.

9.. Forest.Products.Association.of.Canada,.Competition and 
Consolidation,.p..5.

10.. Ontario.Forest.Industries.Association,.OFIA 2005.

Output from Russia’s forest products sector declined 

during the early to mid-1990s, but the country has been 

showing signs of recovery in recent years. Today, Russia 

has an abundant, high-quality and inexpensive wood-

fibre supply—complemented by low labour and energy 

costs—and it has become the world’s largest roundwood 

exporter. Still, its forest products sector is dominated 

by low-value-added products and lacks the necessary 

domestic and foreign capital to transform that situation.

Between.1990.and.2000,.the.number.of.countries.
exporting.newsprint.grew.to.57.from.33,.and.the..
number.of.countries.exporting.solid.wood.products..
rose.to.180.from.111.

Realizing this, the Russian government has pledged to 

increase the value of production for the sector over the 

next two decades to US$100 billion from the current level 

of US$10 billion, through government investments and 

policy changes to permit foreign investment.11 Russia 

currently supplies timber and pulp to both European 

and Asian markets. But the country’s potential to play  

a larger role in world forest and paper markets depends 

on its ability during the coming years to capitalize 

on its tremendous fibre supply and on the pace of its 

planned transformation.

In developing countries, producers have been steadily 

increasing the size and number of “fast-wood” forest 

plantations in response to Chinese demand.12 These plan-

tations have higher per-hectare yields and much shorter 

“rotation” periods (the time from planting to harvest) 

than their run-of-the-mill counterparts. Fast-wood plan-

tations are harvested within 20 years of being planted, 

whereas traditional plantations have a 20- to 30-year 

rotation in tropical climates and a 40- to 80-year rotation 

in temperate climates. For example, Indonesia—one of 

the countries transforming its forest products sector in 

this manner—was home to 1.4 million hectares of fast-

wood plantations in 2001, and the largest forest products 

companies are planning major plantation expansions.

11.. Ibid.

1�.. United.States.Agency.for.International.Development,.Technical 
Notes,.p..7.
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New pulp mills, larger than those in Canada, are being 

built in developing countries, bringing an associated 

increase in efficiency through technological advances. 

Consequently, pulp prices are continuing their long-

term downward trend. The global stock of hardwood 

is double that of softwood, and the hardwood pulp 

manufactured in the southern hemisphere has a lower 

cost of production and can be sold at a discount price, 

compared with softwood pulp.13

In recent years South America’s pulp and paper indus-

try has been increasing its market share: in 2004, sales 

and net income increased 23 per cent and 46 per cent, 

respectively, over 2003. Low fibre and labour costs, 

technologically advanced mills and fast-growing euca-

lyptus trees have been fuelling the industry’s growth in 

Brazil, Argentina, Uruguay and Chile. Brazil, currently 

producing 4.8 million tonnes of pulp per year, is now the 

world’s third-largest producer, behind Canada and the 

United States. South America’s forecast annual growth 

rate in pulp production—4 per cent until 2010—rivals 

that of Eastern Europe and Asia and makes it the leading 

region of growth.14 In the next few years, construction of 

new mills in Uruguay, Brazil and Chile will extend the 

continent’s overall capacity to 12 million tonnes annu-

ally.15 Meanwhile, advanced paper machine technology 

will allow hardwood pulp to be used in a number of new 

products, permitting producers in the southern hemisphere 

to compete in markets typically dominated by Canadian 

softwood pulp. In the coming years, this region will give 

Canada some stiff competition.

new.pulp.mills,.larger.than.those.in.Canada,.are.being.
built.in.developing.countries.

CAnAdA’S.CoMPetItIveneSS
The Canadian forest products sector has a lot going for 

it. Canada’s pulp subsector produces a greater diversity 

of wood fibre than that produced in many rival countries, 

and the country’s northern climate boasts a wide array of  

 

13.. Yong,.Sector Focus, p..4.

14.. Greenbaum,.“South.America’s.Road.to.China.”

15.. Ibid.

tree species with desirable characteristics. Slow-growing 

trees native to Canada yield fibre with distinct properties 

of density, strength and aesthetics that are highly prized. 

For example, Canadian newsprint producers have taken 

advantage of long-fibre Canadian softwood to generate a 

range of lightweight and ultra-lightweight papers for the 

growing global market in catalogue and direct mail paper 

products. Further product development has the potential 

to reconfigure fibres for even greater value, allowing 

Canadian producers to compete against mills in the 

southern hemisphere.

In.eastern.Canada,.producers.of.softwood.pulp..
are.significantly.affected.by.higher.wood-fibre..
and.energy.costs.

But Canada’s forest products sector faces serious hurdles 

to remaining competitive. One challenge for the sector 

stems from factors that have made Canadian firms high-

cost producers: high fibre, labour and energy costs.  

To remain competitive in a global market, Canada’s 

mill operators are striving to become low-cost produ-

cers in order to better endure low market prices.

In Eastern Canada, producers of softwood pulp are 

significantly affected by higher wood-fibre and energy 

costs.16 Wood-fibre costs, including those for road 

building and maintenance, and harvesting and hauling, 

were 60 per cent higher there in 2004 than in Western 

Canada. Fibre costs in Ontario and Quebec are among 

the highest in the world, along with those in Germany 

and Japan. The average cost per cubic metre (m3) 

of wood delivered to the mill is estimated at $55 in 

Ontario compared with $35 globally.17 Average deliv-

ered log costs are higher for North America than for 

other regions. (See Chart 1.) The differential can be 

attributed to higher labour costs, more difficult terrain 

and longer hauling distances. These high costs contrib-

uted to the sawmill closures in Eastern Canada in the 

fall of 2006.

16.. Natural.Resources.Canada,.The State of Canada’s Forests  
2004–2005, p..18.

17.. Ontario,.Minister’s.Council.on.Forest.Sector.Competitiveness,..
Final Report,.p..8.
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Cost allocations also vary. For example, in Ontario  

the forest products sector has been bearing the full  

cost of building and maintaining access roads, but  

this is not the case in British Columbia or in most  

other producing areas.18 

As a major consumer of energy, Canada’s forest prod-

ucts sector has been hit by rising prices for energy. 

Electricity constitutes one-third of the total operat-

ing cost for newsprint and thermo-mechanical pulp 

facilities,19 and compared with domestic and U.S. 

18.. Ibid.

19.. Ibid.,.pp..8–9..

competitors, Ontario firms face high electricity rates. 

This situation is partly attributable to the elimination 

of energy price protection by the Ontario govern-

ment, which caused electricity prices in the prov-

ince to increase by 30 per cent from 2000 to 2004.20 

Nevertheless, Canada’s electricity prices are still  

among the lowest in the world. (See Chart 2.)

Labour costs vary among South American, Asian, 

European and North American mills. Producers in the 

southern hemisphere enjoy lower labour costs than those 

incurred by North American producers, while labour 

costs in the EU are 20 per cent higher than in North 

America and about 100 per cent higher than in South 

America and Asia.21

The domestic forest products sector’s major input costs 

(fibre, energy and labour) are priced in Canadian dollars 

and are therefore vulnerable to exchange rate shocks. In 

mid-2006, the Canadian dollar was 30 per cent stronger 

against the U.S. dollar than it was in 2003. The higher 

Canadian dollar, rising energy costs and increased fibre 

prices have all contributed to numerous mill closures 

across the nation.

�0.. Natural.Resources.Canada,.The State of Canada’s Forests  
2004–2005, p..18.

�1.. European.Commission,.“Forest-Based.Industries.”

Chart.1
Delivered.Log.Cost,.�004
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Source:.Minister’s.Council.on.Forest.Sector.Competitiveness.
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Canada’s relatively old and small pulp and newsprint 

mills are also contributing to a dampening of the for-

est products sector’s competitiveness. Overall operating 

costs are higher than those of newer mills in competing 

countries. Canada is fighting youthful competitors with 

old mills.22 Provincial governments have historically 

intervened to retain older, higher-cost mills in the hope 

of sustaining forest communities, but this support has 

only contributed to the decrease in the sector’s overall 

competitiveness. The forest products sector is also fall-

ing behind on research and development, and its return 

on capital employed is lower in Canada than in other 

producing regions. Consequently, the sector is struggling 

to attract investment, and mills are not being renewed.

SoCIAL.IMPACtS.oF.MILL.CLoSureS
The number of mills in Canada has declined over the 

past decade, resulting in the displacement of thousands 

of workers. In 2001, the economies of more than 300 com-

munities across Canada relied on the forest products 

sector.23 From 2001 to mid-2006, 108 mills across the 

country either partially or fully closed, putting 17,000 

people in 85 communities out of work and devastating 

their communities. (See Table 3.) Because the forest 

products sector also supports indirect jobs, recent mill 

��.. Hoover.et.al.,.“Pursuing.Sustainability.”.

�3.. Forest.Products.Association.of.Canada,.Building for the Future..

closures have reduced the number of those jobs in  

forest-related services, engineering and technology,  

further affecting forest-reliant communities.

Canada’s.relatively.old.and.small.pulp.and.newsprint.
mills.are.contributing.to.a.dampening.of.the.forest.
products.sector’s.competitiveness..

With the high average age of the workforce, it is not 

surprising that many of these displaced workers are 

finding it difficult to successfully retrain and find new 

employment. To sustain the local economy, affected 

communities are attempting to retain displaced work-

ers through diversification and retraining. Provincial 

governments have responded and offered support in the 

form of provincial re-employment programs and sup-

port for regional and community economic diversifica-

tion strategies as well as for employment action centres 

and committees.

For the 28 Ontario communities recently affected by 

mill closures, the Ministry of Training, Colleges and 

Universities created the Adjustment Advisory Program. 

table.3. . . . .
Effects.of.Mill.Closures,.�001.to.�006

Atlantic.
Canada ontario Quebec

western.
Canada total

Closures.(partial.and.full) 6 37 31 34 108

Communities.affected 6 �8 �7 �4 85

Workers.displaced 1,�89 5,431 4,795 5,718 17,�33

Product.removed.from.the.market

Pulp.(tonnes) 491,000 685,000 300,000 615,000 �,101,000

Paper.(tonnes) 0 815,000 1�8,000 445,000 1,388,000

Newsprint.(tonnes) �60,000 165,000 396,000 535,000 1,356,000

Lumber.(thousands.of.board.feet) 0 �53,000 70,000 160,000 483,000

Source:.The.Conference.Board.of.Canada... . . . .
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This program reviews employment options for displaced 

workers and plans steps for re-employment. The Ministry 

works with industry and labour and with municipal, 

provincial and federal partners to create labour market 

development initiatives in Northern Ontario. 

In.Atlantic.Canada,.there.have.been.six.mill.closures,.
displacing.nearly.1,300.workers.

The downsizing of the Weyerhaeuser mill in Dryden, 

Ontario, resulted in a $21-million loss to the local econ-

omy and the displacement of 385 workers.24 In response, 

a local Community Adjustment Partnership was formed 

by the Northwest Training and Adjustment Board, which 

recommended a diversification plan to invest in and pro-

mote value-added wood products, mining development, 

energy production, training and tourism.

In Atlantic Canada, six communities have been affected 

by mill closures, which displaced nearly 1,300 work-

ers, including the 300 displaced in October 2005 when 

Abitibi-Consolidated closed its Stephenville mill in 

Newfoundland and Labrador. The provincial government 

is actively working on economic diversification opportun-

ities, including agri-food and small-scale manufacturing, 

and it has commissioned a study to identify opportunities 

for value-added products in the Labrador forest products 

sector. Other Atlantic provinces are engaged in similar 

actions to assist communities that have lost mills.

The British Columbia forest products sector generates 

more than 250,000 direct and indirect jobs for the prov-

ince, and 24 of 63 local areas depend on the sector.25 

Over the past five years, 24 mill closures have resulted 

in almost 4,000 displaced direct workers. The provincial 

government currently has no transition strategy or pro-

gram for aiding them. However, in 1999, Forest Renewal 

BC, a Crown corporation formed by the provincial gov-

ernment, invested $30 million over a two-year period in 

communities facing forest job loss resulting from sector 

restructuring. As part of its mandate, this new organiza-

tion initiated a Forest Community and Worker Transition 

�4.. “Social.Problems.Rise.”

�5.. Horne,.British Columbia’s Heartland,.pp..7–8.

Strategy in a number of communities to provide re-

employment assistance for displaced workers and to 

identify new business opportunities for the community.

When faced with the possibility of a mill closing, prov-

incial governments are reluctant to accept that outcome 

because of the impact on the communities. (See box 

“Case Study: Lessons From the Mining Sector.”) The 

very nature of these facilities and the direct and indirect 

employment that they deliver make them large contribu-

tors in small towns—for example, Liverpool, Nova 

Scotia—and even in larger cities, such as Thunder Bay, 

Ontario. So, when faced with the prospect of a mill 

closure, provinces frequently organize loans or equity 

investments from the public purse to support the weak-

ened operation. This action usually keeps the mill 

going, but it does nothing to postpone obsolescence or 

improve competitiveness. At best, it buys a few years of 

tortured operation; however, in the main, the sector—

which is technology-driven and needs to continually 

renew itself—is weakened. (See box “Case Study: 

Skeena Cellulose.”) Provinces would do far better by 

permitting these mills to close. They could then encour-

age investment in new, competitive mills and provide 

focused transition assistance for the community.

when.faced.with.the.possibility.of.a.mill.closing,..
provincial.governments.are.reluctant.to.accept.that..
outcome.because.of.the.impact.on.the.communities..

envIronMentAL.CHALLenGeS
Since 1990, the forest products sector has greatly 

improved its environmental performance. Water con-

sumption has been slashed by 34 per cent, and water-

borne and airborne discharges have been reduced. 

Effluent treatment systems and in-plant controls 

installed in the 1990s have improved effluent quality 

by more than 90 per cent, and chlorinated dioxin and 

furans have been lowered to non-measurable levels.26 

Since 1992, pulp and paper mills have cut their particu-

late emissions per tonne of output by 50 per cent, their 

sulphur dioxide emissions by 20 per cent, and their total 

�6.. Environment.Canada.and.Forest.Products.Association.of.Canada,.
Towards More Innovative,.p..6.
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odorous gas emissions by 45 per cent.27 The sector has 

also made progress toward reducing greenhouse gas 

emissions. Since 1990, these emissions by the sector 

have decreased by 30 per cent,28 and it has committed  

to achieving a further reduction of 15 per cent by 2010.

These improvements are welcome and significant, but 

much remains to be done. Air quality is currently the 

greatest environmental challenge for the forest products 

sector. Pulp and paper mills release air contaminants such 

as particulate matter, sulphur oxides, nitrogen oxides 

and volatile organic compounds, all of which harm 

local air quality and increase risks to human health.

The Forest Products Association of Canada has led 

a multi-stakeholder group (with representatives from 

industry, the federal and provincial governments, 

environmental groups and Aboriginal groups) to 

develop a 10-year action plan to reduce air pollutants 

�7.. Hoover.et.al.,.“Pursuing.Sustainability,”.p..115.

�8.. Forest.Products.Association.of.Canada,.2005 Annual Review,.p..13.

and shape the air-quality management agenda for pulp 

and paper operations across Canada. The aim was to 

improve air quality in mill towns, while matching the 

timing of the emissions control investment with the 

plant and equipment renewal.

Air.quality.is.currently.the.greatest.environmental..
challenge.for.the.forest.products.sector.

This multi-stakeholder effort was intended to create 

favourable conditions for further investments at pulp and 

paper mills to improve air quality. For example, two mills 

in Prince George, British Columbia, will fuel a modern 

cogeneration plant with biomass that used to be inciner-

ated in air-polluting beehive burners. The electricity thus 

produced will sustain mill operations and generate enough 

additional power for 39,000 homes.29

�9.. Ibid.,.p..�9.

With.mill.closures.becoming.a.new.reality,.the.forest.prod-
ucts.sector.would.be.wise.to.heed.the.lessons.learned.from.
mine.closures.across.Canada—closures.that.have.resulted.in.
worker.and.community.effects.similar.to.those.that.will.befall.
mill.workers.and.their.communities.

At.one.time,.the.mine.in.Faro,.Yukon,.produced.10.per.cent.of.
the.world’s.zinc,.contributing.1�.to.15.per.cent.of.Yukon’s.GDP..
Over.the.past.few.decades,.the.region.has.suffered.a.series.of.
mine.closures.and.reopenings.under.new.ownership..In.1998,.
the.Anvil.Ridge.lead–zinc.mine.closed.suddenly,.and.by.�000,.
the.community’s.population.had.fallen.to.�50.from.9�5..

The.territorial.government.provided.worker.severance.and.
retraining.packages,.and.the.local.government.used.a.com-
munity.plan.to.promote.economic.diversification..Although.
economic.diversification.into.service,.tourism.and.home-based.
jobs.occurred,.the.local.population.remained.low.in.�005.at.
360..The.reactive.approach.taken.by.the.territorial.government.
was.clearly.not.very.successful.in.providing.economic.divers-
ification.for.the.community,.as.a.number.of.displaced.workers.
were.forced.to.seek.employment.elsewhere.

In.contrast,.the.community.of.Tumbler.Ridge,.British.Columbia,.
was.guided.from.its.inception.in.1976.by.a.detailed.development.
plan..This.plan.was.sufficiently.comprehensive.to.anticipate.the.
eventual.decline.of.the.coal.resource..The.Quintette.mine.closed.
without.warning.three.years.ahead.of.schedule.in.�000,.and.
the.Bullmoose.mine.closed.in.�003..Combined.employment.
from.the.mines.amounted.to.70.per.cent.of.local.jobs..As.a.
result.of.the.closures,.the.population.declined.to.a.low.of.1,900.
in.�000.from.the.1991.peak.of.4,800..However,.the.transition.
plan.provided.the.municipality.with.physical,.social.and.political.
resources.to.facilitate.a.successful.restructuring.after.the.mines.
closed..A.community.task.force.developed.an.economic.divers-
ification.strategy.that.included.tourism,.oil.and.gas,.and.regional.
services..With.implementation.of.the.strategy,.the.population.of.
Tumbler.Ridge.has.steadily.increased.and.was.estimated.in.�006.
at.approximately.3,500.residents.

These.and.other.examples.from.the.mining.sector.provide.
lessons.for.the.forest.products.sector—most.notably,.that.the.
sector.should.work.with.resource-dependent.communities.to.
prepare.for.the.eventual.possibility.of.a.mill.closure..Although.
there.is.not.a.direct.transfer.of.practice,.the.mining.sector’s.
experience.is.a.source.of.learning.to.be.tapped.

Source:.Walisser.et.al.,.“The.Resilient.City.”

Case.Study:.Lessons.From.the.Mining.Sector
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reGuLAtory.And.PoLICy.CHALLenGeS
Because of significant discharges emanating from pro-

duction facilities, the pulp and paper subsector is subject 

to stringent environmental regulation. Streamlining and 

other improvements in regulatory system operations are 

always on the agenda for the subsector, but particularly 

in times like the present, when profitability is challen-

ging. As noted above, the subsector is currently working 

with the federal and provincial governments, environ-

mental groups and others to develop an approach to 

emissions that improves air quality in mill towns, while 

permitting the subsector to address its renewal challen-

ges. As it strives to renew itself, regulations that affect 

the development and redevelopment of manufacturing 

sites will become even more relevant.

Before constructing and operating new facilities or 

upgrading pulp and paper processes, forest compan-

ies must meet federal and provincial environmental 

requirements and obtain mandated approvals. In 

Ontario, under the Environmental Protection Act, a 

Certificate of Approval is required from the Ministry 

of the Environment for facilities that release emissions 

into the atmosphere and that store, transport, process or 

dispose of waste. In addition, both Ontario and British 

Columbia require a Permit to Take Water for facilities 

using water in production. Pollution control objectives 

in British Columbia require that pulp and paper mill 

operators obtain waste discharge permits before they 

can release effluents to the air, water and land. Similar 

permits are required from the Quebec Ministère du 

The.Skeena.Cellulose.pulp.mill.in.Prince.Rupert,.British.
Columbia,.has.been.the.subject.of.a.long-running.closure.and.
bailout.story..In.1997,.then-owner.Repap.Enterprises.Inc..had.
accumulated.$600.million.in.debt.for.the.Skeena.operation,.
and.it.filed.for.protection.from.creditors..Eventually,.with.the.
exit.of.private.sector.banking.interests,.a.provincial.Crown.
corporation.purchased.65.per.cent.of.the.company—including.
its.term.and.operating.loans—and.provided.funding.under.a.
capital.expenditure.loan.agreement.

At.full.production,.Skeena.directly.and.indirectly.provided.
employment.for.6,500.people.in.Prince.Rupert.and.surrounding.
areas..A.mill.closure.would.have.terminated.Skeena’s.high-paying.
jobs,.so.the.provincial.government.provided.funding.to.support.
the.struggling.mill..Eventually,.the.Crown.corporation.exhausted.
its.$100-million.line.of.credit,.and.the.provincial.government.
provided.funding.to.ensure.that.contractors.received.payment..
In.1998,.Skeena.emerged.from.creditor.protection,.only.to.cease.
operation.in.�001.because.of.outdated.technology,.poor.timber.
supply.and.labour.troubles..Between.1998.and.�00�,.the.provin-
cial.government.incurred.$3�3.3.million.in.costs.

In.February.�00�,.NWBC.Timber.&.Pulp.Ltd..agreed.to.pur-
chase.Skeena.and.its.subsidiaries.from.the.provincial.govern-
ment..The.company.planned.to.restart.operations.later.that.
year.after.a.major.overhaul..Although.the.City.of.Prince.Rupert.
offered.a.$�0-million.loan,.adequate.financing.was.not.secured,.
and.the.mill.fell.into.receivership.

In.�005,.SunWave.Forest.Products.Ltd.,.a.unit.of.China.Paper.
Group,.purchased.the.Skeena.Cellulose.pulp.mill.for.$3.3.mil-
lion..SunWave.is.expected.to.invest.$100.million.to.produce.
350,000.tonnes.of.pulp.annually,.with.80.per.cent.of.the.output.
supplying.paper.operations.in.China..The.company.and.the.
municipality.negotiated.an.agreement.under.the.province’s.
new.community.charter.legislation..As.a.result,.the.company.
will.receive.a.five-year.tax.break,.and.future.taxes.will.reflect.
pulp.prices.and.the.mill’s.production.volumes..In.exchange,.
the.China.Paper.Group.will.donate.money.to.the.municipality.
through.an.Economic.Development.Partnership.Agreement.

The.decision.by.the.provincial.government.to.financially.sup-
port.Skeena.Cellulose.failed.to.recognize.environmental.sus-
tainability.and.economic.viability..Skeena’s.pulp.mill.required.a.
significant.harvest.from.the.forest.to.support.its.operations.at.
a.time.when.the.timber.supply.in.the.region.was.declining.in.
volume.and.quality..Although.the.pulp.mill.had.gone.through.
several.upgrades,.a.significant.capital.investment.was.required.
to.improve.its.technological.efficiency..In.1999,.it.was.esti-
mated.that,.because.of.high.costs.and.low.pulp.prices.caused.
by.the.arrival.of.new,.low-cost.producers.in.countries.such.as.
Brazil,.Chile,.Indonesia.and.New.Zealand,.the.mill.lost.between.
US$130.and.US$�50.on.every.tonne.of.pulp.produced.

In.future,.provincial.governments.should.use.a.set.of.environ-
mental,.social.and.economic.criteria.to.judge.whether.to.
intervene.

Sources:.Asia.Pacific.Foundation.of.Canada,.China;.Auditor.General.of.British.Columbia,.Adopting Best Practices;.Gale.and.Gale,.“Accounting.
for.Social.Impacts”;.Greenwood,.“Hopes.Rise”;.Hunter,.“BC.Bails”;.Kennedy,.“China.Paper”;.Mertl,.“B.C..Forest.Sector”;.Prince.Rupert.
Economic.Development.Commission,.Community Profile;.Stirling,.“Spotlight:.First.Steps.”

Case.Study:.Skeena.Cellulose
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Développement durable, de l’Environnement et des 

Parcs (MDDEP). Renewal projects or altered pulp and 

paper facilities may be required to obtain a combination 

of permits from provincial authorities. 

British.Columbia,.Quebec.and.ontario.have..
harmonization.agreements.with.the.Canadian.
environmental.Assessment.Agency.

Environmental assessment may be required under prov-

incial or federal legislation. A new or modified facility 

with electricity generation capacity and a new chemical 

manufacturing facility exceeding a designated produc-

tion capacity may be required to undergo an assess-

ment. In Quebec, the Environmental Quality Act does 

not require a full environmental impact assessment 

for modification of an existing pulp mill; however, a 

Standard Certificate of Approval has to be obtained 

from the MDDEP. 

Renewal projects may also be subject to a federal environ-

mental assessment under the Canadian Environmental 

Assessment Act. Projects that receive federal financial 

assistance or that are constructed on federal lands are 

required to undergo an environmental assessment.  

British Columbia, Quebec and Ontario have harmon-

ization agreements with the Canadian Environmental 

Assessment Agency, allowing the environmental assess-

ment processes at both the federal and provincial level 

to be met through a single, coordinated procedure. But 

no matter how well coordinated the procedures, these 

assessments require time and resources; the time period 

varies depending on the particular case. Longer lead 

times in some jurisdictions could create a reluctance  

to develop biorefineries.30

Additional environmental approvals at the federal level 

may be required for facilities generating innovative bio-

products. Under the New Substances Notification regu-

lations of the Canadian Environmental Protection Act 

(CEPA), the health and environmental effects of new 

substances—including biochemicals and biopolymers—

30.. Fransham,.interview.

must be assessed before manufacturing involving these 

substances can commence in Canada. CEPA is the guid-

ing legislation for the protection of air and water qual-

ity in Canada, and it contains a list of toxic substances 

(including pulp and paper effluents) that are subject to 

risk assessments and management measures. One area 

in particular that CEPA has yet to rule on is the ethanol 

manufacturing process, which emits volatile organic 

compounds and carbon monoxide. 

to.compete.effectively,.Canada’s.forest.products.sector.
must.invest.in.both.renewal.and.transformation..

As the forest products sector moves into the future, pro-

ject review processes must reflect the learning gained 

from years of experience with process and technical 

issues so that environmental protection and economic 

incentive can be appropriately balanced during new  

project development.

InduStry.ACtIonS.to.StrenGtHen..
tHe.ForeSt.ProduCtS.SeCtor

To compete effectively, Canada’s forest products sector 

must invest in both renewal and transformation. Renewal 

investments will modernize or upgrade equipment in 

order to efficiently and consistently create variations 

on traditional products to satisfy modern needs. For 

example, upgrades or alterations may lead to the pro-

duction of a new grade of paper or a new lumber bundle 

size. Transformation investments will fundamentally alter 

industry processes, creating brand new ways to manu-

facture traditional products or entirely new products.

MAkInG.tHe.MoSt.oF.AvAILABLe.reSourCeS
Regardless of the fates of today’s mills, their owners, 

their workers and their communities, the forest will 

continue to grow in the boreal regions of the country. 

Should we derive economic benefits from such a vast 

resource? The answer is a resounding “yes,” but only  

in a prudent, sustainable manner. To protect our coun-

try’s forest resources, harvest levels are regulated and 

all harvested areas must be reforested. Each province 
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and territory sets an annual allowable cut based on the 

sustainable growth rate of the particular forest area, 

with the goal of maintaining biological diversity while 

considering economic opportunities and social impacts.31

Chart 3 shows that annual softwood harvest levels 

remained relatively steady from 1994 to 2004, averaging 

155 million m3 per year, about 23 million m3 below the 

potential wood harvest. While hardwood harvest levels 

increased by 61 per cent in that period, from 23 million 

m3 per year to 37 million m3, they were still well below 

the potential harvest of 60 million m3 per year.

Making the most of available resources also entails bet-

ter use of forest residues. A recent biomass inventory 

by the BIOCAP Canada Foundation—a publicly and 

privately funded research organization dedicated to 

developing a biologically based economy—indicates 

that 60 million tonnes of forest residues are available 

for various bioproduct and bioenergy applications in 

Canada. According to BIOCAP, future improvements 

in forest management practices could result in the pro-

duction of an additional 300 million tonnes of forest 

biomass.32 Most of this biomass originates as residues 

31.. Calculation.of.the.annual.allowable.cut.are.based.on.the.following.
factors:.the.land.base;.the.growth.rate.of.trees;.losses.due.to.fire,.
insects.and.disease;.accessibility;.economic.conditions;.environ-
mental.considerations;.silvicultural.investment;.the.degree.of.
protection;.and.management.objectives..Natural.Resources.Canada,.
The State of Canada’s Forests 2004–2005,.p..31.

3�.. Wood.and.Layzell,.A Canadian Biomass Inventory,.p..�.

from sawmills, and most of it is found in Ontario, British 

Columbia and Quebec.33 In 2004, estimates suggested 

that 2.7 million “bone-dry tonnes” of mill residue in the 

form of sawdust, chips and shavings were available for 

use in producing bioproducts.34 Together with pulp mill 

residues such as sludges and bark, sawmill residues can 

be used to help revitalize the forest products sector.

A.recent.inventory.indicates.that.60.million.tonnes..
of.forest.residues.are.available.for.various.bioproduct.
and.bioenergy.applications.in.Canada..

tHe.CASe.For.“SuPer.MILLS”
Canada’s available forest resources could be processed in 

very large “super mills” in order to make Canadian pro-

ducers competitive with large-scale producers elsewhere 

in the world. (Currently, Canadian pulp and paper mills 

are significantly smaller and older than those operated 

by their international competitors.) Large-scale paper 

machines and pulp mills are the new international indus-

try standard.35 In South America and Asia, pulp and 

paper producers have an abundant, fast-growing wood 

supply for these mills. As a result, production output 

capacities in these regions have surpassed those of 

Canadian mills.

In 2005, production commenced at a 900,000 tonne per 

year bleached eucalyptus pulp mill in Brazil.36 A mill on 

the Uruguay–Argentina border will soon supply 1 mil-

lion tonnes of pulp annually to Europe and Asia.37 A new 

pulp mill located on Hainan Island in southern China pro-

duces 1 million tonnes of bleached hardwood kraft pulp 

annually.38 In contrast, Canadian pulp mills (mechanical 

and chemical) have, on average, an annual production 

capacity of 204,000 tonnes per mill (2003 figures).39  

33.. (S&T)�.Consultants.Inc..and.Meyers.Norris.Penny.LLP,.Economic, 
Financial, Social,.p..73.

34.. Natural.Resources.Canada.et.al.,.Estimated Production,.p..ii.

35.. Forest.Products.Association.of.Canada,.2005 Annual Review,.p..7.

36.. Webbolt.Company,.“Stora.Enso.Is.Exploring.”

37.. Oy.Metsä-Botnia.Ab,.“Uruguay.Project.”

38.. Aker.Kvaerner,.“Highest.Mark.”

39.. Romain,.interview.

Chart.3
Potential.Versus.Actual.Wood.Harvest
(millions.of.cubic.metres)

Source:.Canadian.Council.of.Forest.Ministers.
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One of Canada’s largest producers of northern bleached 

softwood kraft pulp is located on Vancouver Island. Its 

annual capacity is 400,000 tonnes.40

Scale.matters.in.this.business..to.compete.with.
the.newer,.international,.million-tonne.super.mills,.
Canadian.mills.must.reach.similar.scales.

Mills producing newsprint have also grown in size 

in other countries. In 2004, the average capacity of 

Canadian newsprint producers was 285,000 tonnes 

per mill. Two of Canada’s larger operations produced 

589,000 and 460,000 tonnes annually. Although these 

facilities surpass the Canadian average, the world’s lar-

gest newsprint mill, located in Japan, can produce more 

than 1 million tonnes annually.41

Scale matters in this business. To compete with the newer, 

international, million-tonne super mills, Canadian mills 

must reach similar scales. According to the Pulp and 

Paper Products Council, Canada’s total production of 

market pulp and newsprint was 10.8 million and 7.8 mil-

lion tonnes, respectively, in 2005.42 In theory, 10 pulp 

and 7 newsprint super mills could produce the same 

amount of product as Canada’s 72 mills do currently.

This sounds like a simple solution, but there is nothing 

simple about the transition from one scenario to the 

other. Building large mills involves choosing sites for 

the new facilities, shutting existing mills (which car-

ries its own set of issues), and finding methods of supply 

and transportation for the raw material. The terms of the 

necessary investment must be attractive, and investors 

must be satisfied that an adequate return is possible. 

Both government policy and economic reality affect  

the possibility of satisfying these needs.

Pulp and newsprint mills can use a mixture of sawmill 

residues, chips and logs for their feedstock. Historically, 

in most provinces, trees harvested on Crown land (about 

40.. Pope.and.Talbot,.“Harmac.Pulp.Mill.”

41.. Pulp.and.Paper.Products.Council,.“Newsprint.Producers.
Association.”

4�.. Ibid.,.Canadian Pulp and Paper Industry,.pp..1–9.

95 per cent of total Canadian forest land) have been 

assigned to specific lumber or pulp mills for processing 

to retain employment in the province. After the lumber 

has been produced, the chips remaining are shipped to 

pulp and newsprint mills. In some cases, those mills also 

use logs as raw material. The slow-growing trees typ-

ical in Canada make it necessary for additional wood 

fibre for large mills to be hauled from great distances. 

The optimum positioning of potential super mills will 

therefore be dictated by the location of the available 

wood resource and the cost of long-distance hauling.

Provincial.trade.and.tenure.policies.militate.against.
building.large.mills.

Depending on the location and mix of raw material 

required, operators of super mills could be required 

to obtain their supply from neighbouring provinces, a 

scenario impeded by provincial timber tenure systems 

that do not permit logs to be shipped across the prov-

incial border. Wood chips are not typically affected by 

interprovincial boundaries. However, since logs used to 

produce lumber are allocated to specific mills and are 

affected by interprovincial boundaries, the new pulp 

mills could face long haul distances for wood chips. 

Thus, provincial trade and tenure policies militate 

against building large mills.

In Ontario, there is no legislative prohibition of cross-

border log movement, but there is an informal under-

standing that logs in the northeast are offered first to 

Ontario mills. From Quebec, logs do not flow easily 

to Eastern Ontario because the tenure rules in Quebec 

assign wood resources to specific provincial mills.43  

In New Brunswick, external mill operators in other 

provinces may legally access timber resources on pri-

vate land, but provincial regulations governing Crown 

land do not encourage interprovincial log trading.44 

Under the Crown Lands and Forests Act, Crown timber 

is meant to be used in New Brunswick wood-processing 

facilities; but the legislation does provide for the export 

of Crown fibre if it is deemed—through a legislated 

43.. van.Kooten,.“Forest.Economics.”

44.. MacFarlane,.interview.
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approval process—that there is no internal market.45 

Recent timber tenure reforms in British Columbia  

have eliminated the practice of assigning logs to spe-

cific mills.46 Still, no clear trend has yet emerged 

regarding the opening of provincial borders to 

unrestricted trade in logs.

To make production room for large new mills, other 

smaller and older mills would have to close, something 

that provinces have been reluctant to permit because they 

wish to preserve the jobs in existing mills. Provinces have 

in the past used economic measures to support such mills. 

But with those smaller mills competing for raw material 

and bidding up the price, large new mills are less attract-

ive to investors and are unlikely to be built. Furthermore, 

the history in competition policy circles has been to avoid 

large-scale concentration in Canadian mills.

to.make.production.room.for.large.new.mills,.other.
smaller.and.older.mills.would.have.to.close,.something.
that.provinces.have.been.reluctant.to.permit.because.
they.wish.to.preserve.the.jobs.in.existing.mills.

The above factors illustrate the difficulty of even 

approaching the idea of building world-scale pulp  

and newsprint facilities in Canada today. Nevertheless, 

super mills would provide Canadian forest products 

operators with the opportunity to be more competitive 

on a global scale. Changes in employment protection, 

interprovincial trade policies and forest tenure systems, 

must occur to make investments in new mills of greater 

scale more attractive for the subsector.

reSeArCHInG.eMerGInG.teCHnoLoGIeS
Industry groups have been actively involved in identify-

ing and researching emerging technologies that have 

the potential to diversify the conventional lumber and 

pulp and paper businesses. More specifically, they have 

focused on creating energy from wood waste and chem-

icals from fibre, and on developing a forest biorefinery.

45.. Ibid.

46.. Haley.and.Nelson,.British Columbia’s Crown Forest Tenure System,.
p..15.

For example, the Canadian Forest Innovation Council, 

an executive body of senior industry and government 

representatives, has identified two transformative tech-

nologies for expanding bioenergy production in Canada: 

thermochemical conversion and bioconversion. Using 

forest biomass and mill residues, these technologies can 

disassemble feedstock into intermediate and basic com-

ponents to produce energy, fuels, and value-added chem-

icals and materials.

Industry.groups.have.been.actively.involved.in.creating.
energy.from.wood.waste.and.chemicals.from.fibre,.and.
in.developing.a.forest.biorefinery.

The forest biorefinery concept aims to produce biofuels, 

energy and biochemicals in addition to traditional pulp 

and paper products. New process stages can be added to 

existing pulp mills, or a new facility can be constructed 

to generate products in addition to pulp and paper. (See 

Table 4.) Underused mill residues can be processed on 

site to derive products directly, to increase the efficiency 

of energy generation, or to create intermediates that 

can be processed into end products at other facilities. 

Cellulose, hemicellulose, lignin and extractives can be 

separated and processed into a range of biochemicals. 

Rising oil and gas costs for biochemical production are 

making forest-based feedstocks an attractive alternative.

In 2006, the Canadian Forest Innovation Council hosted 

a forum to identify and prioritize transformative tech-

nologies capable of producing biochemicals and bio-

energy. Industry researchers, policy-makers, industry 

stakeholders and academics determined the time frame 

required to achieve technical viability of these technolo-

gies, as outlined in Table 5.

To facilitate sector renewal through forest biorefineries, 

a range of technical and organizational barriers must 

be overcome. One of the primary hurdles (because of 

important technical issues), as indicated by the Canadian 

Pulp and Paper Network for Innovation in Education and 

Research, is the integration of co-product manufacturing 
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into current pulp and paper mills.47 Further research  

into process and product development will no doubt 

prove valuable on the planning side, but in the field,  

various industrial sectors will have to collaborate, and 

forest products companies will need to expand their 

focus to partner with companies that have experience  

in biochemical and biofuel production. Interestingly, 

while Canada’s typically small pulp and paper mills  

usually hinder competitiveness in conventional pulp  

and paper products, they may be an asset in the move  

to biochemical and biofuel production. Small mills  

may have greater flexibility to make the transition.  

In a pulp mill biorefinery, new product lines can be 

added to existing facilities that already have the infra-

structure to process wood waste.

Canada’s.typically.small.pulp.and.paper.mills.may..
be.an.asset.in.the.move.to.biochemical.and.biofuel.
production..

Co-product production from forest biomass also faces 

competition from agricultural feedstock and a pos-

sible lack of specialty skills in the current workforce. 

Governments can play a key role in stimulating the 

necessary renewal and development by establishing  

or amending policies and by creating and providing  

appropriate incentives.

GovernMent.PoSItIon.on.renewAL

As owners of 90 per cent of the forest and as benefici-

aries of its use, Canadian governments have an abiding 

interest in the long-term economic prospects of the for-

est products sector and are actively involved in the dis-

cussions concerning sector renewal. They are supportive 

of, and have committed themselves to, funding programs 

and initiatives to spark that renewal.

47.. Canadian.Pulp.and.Paper.Network.for.Innovation.in.Education.and.
Research,.White Paper,.p..11.

table.4.
Potential.Biorefinery.Processes.and.Products,.�005

new.Processes new.Products

Wood.extraction Hemicelluloses.and.sugars

Wood.extract.conversion Ethanol,.polymers.and..
other.chemicals

Wood.pyrolysis Resins,.wood.composites.
and.carbon.products

Wood/black.liquor..
gasification

Syngas

Gas.conversion Electricity,.renewable.transpor-
tation.fuels,.methanol,.dim-
ethyl.ether.and.hydrogen

Source:.Closset.et.al.

table.5. .
Expected.Time.Frame.to.Implement.Forest.Products..
Sector.Transformative.Technologies,.�006

0.to.2.years 10+.years

Biochemicals Co-products.in..
pulp.mills

Dedicated..
biochemical.mills

Bioplastics Lignin.chemicals..
from.trees

Cellulose.fibres.from.
trees.for.other.material.
purposes

Pharmaceuticals.and.
nutraceuticals.from.
trees

Bioenergy Biofuels.from.the..
bioconversion.platform

Biofuels.from.the.
thermochemical..
platform

Biomass.power..
and.cogeneration

Gasification.to.recover.
chemicals.for.gas/
steam.turbine

Pyrolysis.oil.as.an.
energy.feedstock

Source:.Canadian.Forest.Innovation.Council.
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In 2006, the federal government announced a two-year 

funding initiative to support Canada’s forest products 

sector. This $400-million investment will encourage  

the long-term competitiveness of the sector, assist with 

forest worker adjustments and address the mountain 

pine beetle infestation in British Columbia.

Canadian.governments.have.an.abiding.interest..
in.the.long-term.economic.prospects.of.the.forest..
products.sector..

To encourage renewable energy production, the federal 

government provides, under the Income Tax Regulations, 

an accelerated capital cost allowance for companies  

producing energy from wood biomass. Cogeneration 

equipment used by pulp and paper facilities is also eli-

gible for an accelerated capital cost allowance under 

these regulations, and equipment installed between 

February 2005 and 2012 will qualify for an acceler-

ated depreciation rate.48 The 2006 Budget confirmed 

the federal government’s commitment to expanding this 

program to include cogeneration systems that produce 

energy from spent pulping liquor (a by-product of the 

48.. Government.of.Canada,.“Regulations.Amending.”

pulping process). Pulp and paper facilities now have  

an incentive to generate clean electricity from heat and 

to reduce reliance on external energy sources.

The provincial governments of British Columbia, 

Ontario, Quebec and New Brunswick have announced 

renewal funding to support industry innovation, value-

added manufacturing, cogeneration, electricity pro-

duction from biomass and bioproduct development. 

(See Table 6.) The commitment of these provinces 

should yield far-reaching benefits: new biorefineries 

and pulp and paper mills with additional co-product 

streams will create direct and indirect employment 

for communities across Canada, revitalizing regional 

economies; biochemicals and biomaterials can lessen 

Canadians’ reliance on oil and gas as a feedstock; and 

renewable bioenergy and biofuels will help the coun-

try to reduce greenhouse gas emissions.

the.confirmation.of.the.federal.government’s.commitment.
gives.pulp.and.paper.facilities.an.incentive.to.generate.
clean.electricity.from.heat.and.to.reduce.reliance.on.
external.energy.sources.

table.6. .
Provincial.Government.Forestry.Renewal.Initiatives.and.Funding,.�005

Ministry/Government Initiative.
Funding.

($.millions)

Ontario.Ministry.of.Natural.Resources Forest.Sector.Prosperity.Fund 150.

Ontario.Ministry.of.Natural.Resources Loan.Guarantee.Program. 350.

Ontario.Ministry.of.Natural.Resources Alternative.Energy.Pilot.Project:.Mobile.Forest.Biorefinery 0.8.

Government.of.British.Columbia. Forestry.Innovation.Investment.Ltd. 3.�.

British.Columbia.Ministry.of.the.Environment Clean.Air.Research.Program Ongoing

Quebec.Ministry.of.Natural.Resources New.Direction.for.Forestry.in.Quebec 450.

Government.of.New.Brunswick Five-Year.Forestry.Action.Plan �50.

Source:.The.Conference.Board.of.Canada.
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wHAt.otHer.CountrIeS.Are.doInG

Since 1997, the EU has been working toward the follow-

ing objective: by 2010, renewable energy will provide 

12 per cent of its total energy requirements. In 2005, the 

European Commission initiated a coordinated Biomass 

Action Plan to promote the use of biomass for transpor-

tation, heating and electricity generation. Additionally, 

European Commission Directive 2003/20/EC is expected 

to increase the share of biofuels sold in the EU to 5.57 per 

cent in 2010, from 2 per cent of all fuels in 2005.

Research and development into second-generation bio-

fuel technologies is already well advanced in Europe, 

with three pilot plants established in Sweden, Spain and 

Denmark. The European Commission is continuing to 

position the production of energy from biomass and 

the improvement of process technologies as long-term 

research priorities. The Biomass Action Plan supports 

investment in research on biofuels from wood waste and 

in campaigns to inform forest operators about energy 

from wood material. As a component of this action plan, 

the EU has developed a Strategy for Biofuels to improve 

the competitiveness of those products.

the.european.Commission.is.continuing.to.position.the.
production.of.energy.from.biomass.and.the.improvement.
of.process.technologies.as.long-term.research.priorities..

In the U.S, the Energy Policy Act (2005) provides 

grants to offset the cost of purchasing forest biomass 

for production of electricity, heat and transportation 

fuels. Those whose facilities produce these co-products 

can receive a maximum of US$20 per green ton of bio-

mass delivered. In addition, producers are encouraged 

to invest in projects that develop or research oppor-

tunities to improve biomass utilization. Projects that 

generate electricity from biomass, create jobs, expand 

small businesses and develop cleaner technologies for 

biomass utilization are eligible for a government grant 

up to a maximum of US$500,000.49

49.. United.States.Environmental.Protection.Agency,.“Energy.Policy.Act.”

In 2004, the U.S. introduced a national renewable 

fuels standard that mandates a rise in domestic biofuel 

use to 28.4 billion litres by 2012.50 In addition, the 

ethanol fuel federal tax credit of US$0.52 per gallon 

is valid until 2010 and provides additional incentive 

for producers. To supply mounting ethanol production 

demand, the U.S. government has committed to fund-

ing research into additional biofuel sources, including 

wood waste.

SuMMAry

The forest products sector in Canada is currently in 

choppy waters. While lumber exports have increased, 

pulp exports have not grown and newsprint production 

has declined significantly. And, although the lumber 

industry has just managed to resolve, for a time, the 

long-standing trade dispute with the U.S., it has lost 

long-term North American market share to offshore 

competitors. Furthermore, a recent decline in U.S. 

housing demand has taken a toll on the industry, forc-

ing closures in Eastern Canada. The pulp business is 

facing increased competition from large new mills in 

foreign countries. On the domestic front, increased fibre 

and energy costs are biting into industry margins, and 

the soaring Canadian dollar is making Canadian forest 

products more expensive internationally.

In.the.u.S,.the.recent energy Policy Act provides..
grants.to.offset.the.cost.of.purchasing.forest..
biomass.for.production.of.electricity,.heat.and..
transportation.fuels..

Although Canada remains the largest exporter of forest 

products in the world, Canadian companies are finding 

that the low profitability stemming from higher domestic 

costs, a high Canadian dollar and offshore competition is 

making it difficult for them to renew their facilities. This 

is particularly true in the pulp and newsprint industry, 

which has seen a large number of mill closures in the 

50.. Agra.CEAS.Consulting.and.F.O..Licht,.How Canada Ranks,.p..3.
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past five years. And there are likely more to come as the 

industry establishes a new economic base from which to 

maintain and enhance its international competitiveness. 

This endeavour involves two tracks: renewal of existing 

facilities to make them more modern and economically 

competitive; and transformation of the industry’s prod-

uct line to include biochemicals, bioenergy and other 

non-traditional products. A third possible track is to 

facilitate the construction of world-scale mills. To do  

so would require modification of provincial forest policy 

and federal competition policy so that companies can 

properly evaluate the possibility of establishing these 

large facilities.

Government.policy.changes.could.remove.barriers..
that.impede.investment.in.large-scale.super.mills..
or.new.bioproduct.facilities.

This will not be an easy road, as more mills will close 

and challenging investment decisions will have to be 

made. Although the sector bears the responsibility of 

making the final decisions, government policies can 

assist the renewal efforts by improving the business  

climate. As an example, government policy changes 

could remove barriers that impede investment in large-

scale super mills or new bioproduct facilities.

In the past five years, numerous mill closures have caused 

social and economic strain for rural communities across 

the country and have displaced a significant number of 

direct workers. Social problems have been amplified 

by an aging workforce whose members are difficult to 

retrain and re-employ.

Provincial governments have implemented employ-

ment and economic diversification strategies in ailing 

forest-dependent communities, but an economic trans-

formation in the sector is long overdue—especially in 

the pulp and paper subsector—and government policy 

has been impeding progress toward that transformation. 

Industry and governments together must detect the early 

warning signs of mill closures and determine whether 

a closure will occur. Open communication will allow 

communities and workers to prepare for a closure so 

that effective economic redevelopment strategies can  

be put into place.

Regardless of the state of the sector, our forests will 

continue to flourish, and the resource will be sufficient 

to supply a renewed and transformed forest products 

sector. However, a truly renewed and transformed sector 

will take time. Widespread commercialization requires 

that the technologies to generate biochemicals, biofuels 

and bioenergy be developed, but a number of technical 

and organizational challenges stand in the way. These 

challenges—such as integrating new bio-products into 

existing facilities, securing investor confidence and 

building strong partnerships with other industrial sec-

tors—must be met. Governments will have to be nimble 

in their actions—by creating new regulations and author-

izing approval mechanisms that reflect the urgency of 

reviving the forest products sector and placing it on the 

path to a positive future.

A.truly.renewed.and.transformed.forest.products.sector.
will.take.time.

GoInG.ForwArd

MAke.tHe.PoLICy.envIronMent.More.FLexIBLe
The forest products sector requires a policy environment 

that promotes self-renewal through existing and new 

products. Given favourable economic conditions, building 

a small number of super mills could be a viable option 

that would allow the Canadian pulp and paper subsector 

to be more competitive with large-scale producers in 

other countries. To encourage the ambitious investments 

required, trade barriers that prevent the interprovincial 

shipment of logs will have to be removed; provinces will 

have to make their timber tenure systems more flexible 

and allow smaller mills to close; and competition policy 

will have to accept the reality of new, larger mills.
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Governments will have to change their approach and 

allow uneconomical mills to close so that the remaining 

mills can thrive and grow; in the past, they have inter-

vened to prevent the closure of some facilities. Provincial 

governments should instead focus on assisting com-

munities with the necessary transition. Federal compe-

tition authorities have raised concerns about company 

mergers that would have increased the competitiveness 

of the sector by rationalizing and consolidating facilities. 

In this regard, government policy needs to be flexible so 

that the sector can rationalize and consolidate as neces-

sary to increase overall competitiveness.

Governments and industry should continue with the 

work they have initiated to improve air quality in mill 

towns and complete this work in a time frame that 

permits the sector to renew itself. The cooperative 

multi-stakeholder approach can effectively achieve real 

improvements at costs that are reasonable and in time 

frames that are tuned to address community concerns 

and the sector’s financial needs.

Governments.and.industry.should.continue.with.the.
work.they.have.initiated.to.improve.air.quality.in.mill.
towns.and.complete.this.work.in.a.time.frame.that..
permits.the.sector.to.renew.itself..

uPdAte.tHe.ForeSt.MAnAGeMent.ProCeSS
Forest allocations and timber tenure systems typically 

restrict harvested wood for use in lumber or pulp pro-

duction. This stipulation should be updated to permit 

log use for non-traditional products, such as biofuels, 

bioenergy and biochemicals. Forest biomass is already 

available in large quantities for alternative uses; how-

ever, a national biomass inventory is currently lack-

ing. A government–private sector partnership could be 

formed to conduct a national biomass inventory, and 

that inventory could include the characteristics of the 

forests (fibre and other qualities). Information of this 

sort would allow forest producers to direct the resource 

toward tailored end products and to renewed and trans-

formed facilities accordingly.

Current provincial timber tenure regimes link the access 

to fibre resources with specific mill facilities, thereby 

limiting facility size and dictating the location of facilities. 

If mills are to be able to increase their production capacity,  

provincial tenure regimes will have to be altered to  

accommodate the closure of some mills and the enlarge-

ment of others as well as the reassignment of existing 

fibre resources to supply the larger mills.

Governments.should.play.a.key.role.in.the.actual..
deployment.of.the.technologies.rather.than.just..
focusing.on.their.development.

InveSt.In.reSeArCH.And.deveLoPMent
While overall investment in R&D has been sluggish  

in the forest products sector, research in emerging tech-

nologies has been extensive. However, governments 

should play a key role in the actual deployment of the  

technologies rather than just focusing on their develop-

ment. As for investments in R&D, biomass energy, bio-

fuels and biochemical technologies deserve more attention.

An immense opportunity currently exists in British 

Columbia for the federal and provincial governments to 

assist in the transformation process of the forest products 

sector. In this region, with the mountain pine beetle infest-

ation devastating large tracts of timber, the industry’s 

efforts to salvage the logs have rendered the current sup-

ply of logs far in excess of what is required to maintain 

local processing operations. The public and private sec-

tors should capture this opportunity to develop a forest-

based biorefinery. Collaboration between the Canadian 

Forest Service and the provincial government, and with 

the private sector, would be beneficial. Such a partnership 

could develop a biorefinery in British Columbia to utilize 

the additional fibre volume harvested as a result of the 

mountain pine beetle infestation.

enCourAGe.CAPItAL.InveStMent
The forest products sector requires capital investment 

if it is to develop larger facilities to compete in the 

international market. Additionally, in a renewed and 

transformed sector that produces a wide range of new 
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bioproducts and bioenergy, significant capital investment 

in new technologies will be necessary. Currently, poor 

returns and government policies that place high marginal 

tax rates on capital investment make investors reluctant 

to bankroll the sector. Government policies should there-

fore be amended to eliminate provincial capital taxes 

and enhance the federal capital cost allowance.

Industry.must.collaborate.with.the.community.and.
with.various.governments.to.anticipate.closures.and.
announce.them.in.advance.to.give.the.community.the.
maximum.amount.of.time.possible.to.adjust.

AntICIPAte.MILL.CLoSureS
Provincial governments have typically taken a reactive 

rather than proactive approach to mill closures. Better 

detection of the early warning signs of a mill closure 

would allow measures to be taken to lessen the impact 

on displaced workers and communities. Long-term 

economic planning to diversify the industry base should 

ideally encourage sustainable economic development 

for the community. Overall, the federal and provincial 

governments must become adept at monitoring the 

factors that influence the sector’s operations—includ-

ing industry trends, commodity prices and govern-

ment decisions—in order to anticipate mill closures.51 

Preliminary, pre-closure work by local governments, 

communities and industry can then start. In addition, 

industry must collaborate with the community and 

with various governments to anticipate closures and 

announce them in advance to give the community  

the maximum amount of time possible to adjust.52

51.. Walisser.et.al.,.“The.Resilient.City.”

5�.. Ibid.

But the status of the forest as a renewable resource may 

make predicting mill closures difficult. Moreover, mill 

managers are reluctant to admit failure and publicize 

problems to their investors as this would affect their 

market position and value. Nevertheless, current trends 

demonstrate that mills will close. For a successful tran-

sition, the forest products sector must collaborate with 

governments and affected communities to examine 

and adopt the best available knowledge and practices, 

gained through experience in the forest products sector 

and in other resource sectors such as mining.

Governments.should.provide.financial.incentives.for.
producers.that.generate.energy.from.wood.biomass.and.
should.amend.Canada’s.energy.policy.framework.to.facili-
tate.the.sale.of.excess.electricity.generated.from.biomass.

enCourAGe.AdoPtIon.oF.BIoMASS.enerGy
Canada has tremendous potential to generate renewable 

energy from its available wood resource. Government 

policies can play a large role in increasing biomass 

energy generation. To complement the accelerated cap-

ital cost allowance for biomass energy, financial incen-

tives should be provided to producers that generate 

energy from wood biomass. For instance, governments 

should implement a financial incentive for biomass 

energy equivalent to that for wind power, and it should 

expand the Renewable Power Production Incentive 

to include energy from forest biomass. A grant pro-

gram for biomass energy development similar to that 

established by the U.S. Energy Policy Act program, or 

a national biomass action plan similar to that created 

by the EU, could foster biomass energy expansion in 

Canada. In addition, Canada’s energy policy framework 

should be reformed to facilitate the sale, at competitive 

prices, of excess electricity generated from forest biomass.
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reCoMMendAtIonS.to.renew.tHe.
ForeSt.ProduCtS.SeCtor

The Conference Board of Canada recommends that:

Provincial governments allow industry to close 

uncompetitive mills, but industry must collaborate 

with government and affected communities to make 

the transition.

Governments eliminate interprovincial barriers to 

the movement of logs, reform the timber tenure 

system, and modify taxation and competition policy 

to support investments in much larger mills than cur-

rently exist in Canada.

1.

2.

Governments and industry increase investments in 

research and development to develop new products, 

including biomass energy, biofuels and biochemicals.

Governments provide financial incentives like those 

provided for wind power to expand biomass energy 

in Canada and governments reform energy policies 

so that excess power generated from forest biomass 

can be sold at competitive prices.

Governments and industry continue the work they 

have initiated to improve air quality in mill towns. 

3.

4.

5.



HIGHLIGHtS

New.opportunities.are.

emerging.for.the.Canadian.

agri-food.sector.due.to.

increased.demand.for.high.

value-added.products.both.

in.developed.countries.

and.from.the.emerging.

middle.class.in.developing.

countries.such.as.China.

and.India.

The.agri-food.sector.can.

benefit.from.these.global.

market.trends.if.it.suc-

ceeds.in.greater.product.

innovation..But.the.sector.

will.need.to.improve.the.

way.in.which.consumer.

information.flows.through-

out.the.supply.chain,.and.

Canadian.regulatory.agen-

cies.will.need.to.assess.

new.products.and.inputs.

in.a.timely.way.

•

•

Food.safety.is.critical.to.

the.viability.of.Canada’s.

food.exports.and.the.pro-

tection.of.the.Canadian.

public..It.requires.effective.

systems.that.can.track.

products.from.the.farm.to.

the.consumer,.regulatory.

regimes.that.are.effective.

and.efficient.in.ensuring.

food.safety,.and.a.sector.

that.can.respond.to.chan-

ging.consumer.health.and.

nutritional.needs.

The.agri-food.sector’s.

impact.on.water.through.

its.use.and.discharge.is..

its.greatest.environmental.

issue,.but.it.can.be.

addressed.by.regulation.

and.best.management.

practices..There.can.be.

environmental.benefits.

from.the.protection.of.nat-

ural.capital.(such.as.wet-

lands).but.such.protection.

must.be.properly.valued.

and.farmers.compensated.

for.their.protection.

•

•

Trade.liberalization.is.

essential,.and.the.stalled.

Doha.Round.of.negotia-

tions.is.a.setback..Canada.

has.applied.little.pressure.

to.move.the.World.Trade.

Organization.talks.to.a.

successful.conclusion..

But.it.will.need.to.take.a.

stronger.position.at.future.

negotiations.in.favour.of.

further.trade.liberalization.

of.agri-food.if.the.sector..

is.to.meet.its.future.poten-

tial.prosperity.

•

3



SnAPSHot.oF.tHe.ISSueS

When average Canadians think of this sector, 

they normally think only of primary agri-

cultural production—products like wheat 

and cattle that are produced on farms. However, primary 

agricultural production represents only a small part of a 

large and integrated sector that includes processing and 

distribution activities as well. The Canadian agri-food 

sector is one of the largest sectors in Canada; it pro-

vided one in eight jobs and contributed 8.1 per cent of 

gross domestic product (GDP) in 2004. (See Table 7.)

The environment in which Canadian commercial farm-

ers and the production and distribution chain of agri-

food sectors competes is changing rapidly. Some of 

the factors driving structural changes within the sector 

include changing consumer demands, technological 

change, global economic growth, trade liberalization, 

declining commodity prices and rising farm expenses.

New opportunities are emerging for the Canadian agri-

food sector due to increased demand for traditional 

commodities from developing countries, and due to 

increased demand for new, high value-added products 

from consumers willing to pay more in developed coun-

tries and from the emerging middle class in developing 

countries such as China and India. However, there are 

also challenges—related to trade barriers, overlapping 

and cumbersome regulatory review systems, and a lack 

of communication along the agri-food value chain— 

preventing the sector from taking advantage of the 

global growth in demand.

SeCtor.overvIew

The agri-food sector can be divided into five main subsect-

ors: food services, food retail and wholesale, food process-

ing, primary agriculture, and input and service suppliers. 

The largest subsectors are food services (5.1 per cent of 

total employment and 1.5 per cent of GDP) and food retail 

and wholesale (3.6 per cent of employment and 2.4 per 

cent of GDP). (See Chart 4.) The relative contribution of 

the primary agriculture subsector to GDP and employment 

declined significantly over the past half century—from  

18 per cent of employment in 1955 to 1.8 per cent in 

2004—although the value of agricultural production in 

absolute terms tripled.

Agri-Food Sector:  
Unleashing Innovation, 
Improving Competitiveness

CHAPter.3

table.7.
Canadian.Agri-Food.Sector,.Key.Statistics,.�004

Contribution.to.GDP $104.5.billion

Share.of.national.GDP 8.1.per.cent

Exports $�6.5.billion

Share.of.total.merchandise.exports 5.8.per.cent

Direct.employment �,100,000.persons

Share.of.national.employment 13.per.cent

Source:.Unpublished.data.provided.by.Agriculture.and.Agri-Food.
Canada..
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The relative economic importance of the agri-food sector 

varies by province—from highs of 10.2 per cent of GDP  

in Prince Edward Island and 9.7 per cent in Saskatchewan 

to a low of 1.9 per cent in British Columbia.

on.average,.Canadian.food.exports.have.risen.by..
5.per.cent.annually,.outpacing.global.food.exports.

The Canadian agri-food sector is highly trade oriented. 

Between 1990 and 2003, global agri-food exports grew by 

73 per cent and Canadian agri-food exports, by 83 per 

cent—from US$10.9 billion to US$19.9 billion.1 On 

average, Canadian food exports have risen by 5 per  

cent annually, outpacing global food exports, which 

have been growing by 4.5 per cent annually. Most 

of the growth has occurred in meat, specialty grains, 

oilseed products, and processed fruits and vegetables. 

Export markets will continue to be a growth opportun-

ity, but major challenges must be addressed.

1.. World.Trade.Organization,.Statistical.Database.

In 1995, Canada’s exports accounted for 3.2 per cent 

of total global agri-food export value. The country’s 

export value share peaked in 2001 at 4.3 per cent; it then 

decreased to 3.7 per cent in 2003, partly because of the 

discovery of a case of bovine spongiform encephalop-

athy (BSE, or mad cow disease), which led to the clos-

ure of many borders to Canadian beef and cattle, and 

partly because of the drought in 2002–03 that severely 

affected Canada’s grain and oilseed exports.

Historically, the U.S. has been Canada’s leading cus-

tomer for agri-food exports. Currently, it accounts for 

more than 60 per cent of Canadian agri-food trade. 

Canada’s next largest customer is Japan, followed by 

the countries of the European Union (EU). This pattern 

has changed little over the past 10 years, and, under the 

North American Free Trade Agreement (NAFTA), is 

unlikely to change significantly in the future. However, 

the value of Canada’s agri-food exports to other inter-

national markets is growing faster than the value of its 

exports to the U.S., showing that Canada is diversify-

ing into new international markets, even as the U.S. 

remains vital to Canada’s agri-food trade.

oPPortunItIeS.And.CHALLenGeS

SeGMentAtIon.oF.tHe.ConSuMer.MArket.
Segmentation—that is, a demand among customers for 

certain consistent attributes in their food—is becoming 

a feature of the consumer market in many countries, 

including developing countries with a growing middle 

class. Sought-after attributes include organic production, 

local sourcing, consumer-ready portions and variety in 

package sizes. Increasingly, assurances about produc-

tion processes are also being sought: Is the product 

safe? Does it contain genetically modified organisms 

(GMOs)? What environmental processes are involved?  

Is animal welfare considered during production?

This trend in segmentation has allowed the agri-food 

sector to compete for market share on qualities other 

than lowest cost. In many cases, such competition 

requires tracing systems and identifiable attributes of  

the products. Much of Canada’s agri-food sector is 

gearing up to ensure that products are traceable back 

to the farm of origin. Traceability not only addresses 

Chart.4
Agri-Food.Sector.Contribution.to.GDP..
and.Employment,.�004
(per.cent;.share.of.Canadian.total)

Source:.Federal/Provincial/Territorial.Working.Group.on.
Economic.Analysis.
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liability issues with respect to food safety, but also per-

mits products to be marketed based on identifiable and 

preservable attributes.

Trade growth in agri-foods is being driven by these 

value-added products. Canadian value-added agri-food 

exports as a share of total agri-food exports increased 

from 52 per cent in 1990 to 80 per cent in 2004.

eConoMIC.GrowtH.In.deveLoPInG.CountrIeS
Global economic growth is projected to remain strong  

at 3.2 per cent annually between 2006 and 2015.2 However, 

economic growth in developing countries is expected to 

average 5 per cent annually during the same period.3 As 

incomes in those developing countries rise, the demand for 

and imports of higher-value food products—especially red 

meats, vegetable oils and prepared foods—are likely to 

strengthen. This strong economic growth in developing 

countries is evidenced by the increased livestock and 

meat production within those countries. More trade in 

livestock feeds might therefore be expected.4

Canadian.value-added.agri-food.exports.as.a.share.of.
total.agri-food.exports.increased.from.52.per.cent.in.
1990.to.80.per.cent.in.2004.

Although global population growth rates are expected 

to slow to 1.1 per cent annually by 2015, population 

growth in developing countries will remain higher than 

that in the rest of the world. Demand for higher-value 

foods from countries such as Canada will therefore 

become even more important as the developing coun-

tries’ share of world population increases to more than 

81 per cent by 2015.5

�.. United.States.Department.of.Agriculture,.USDA Agricultural 
Baseline Projections.

3.. Ibid.

4.. Morgan,.“Global.Food.Consumption.Shifts.”

5.. United.States.Department.of.Agriculture,.USDA Agricultural 
Baseline Projections.

eMerGenCe.oF.BIoFueLS
Canada’s commitment to reduce greenhouse gas emis-

sions has stimulated interest in the production and use 

of biofuels such as ethanol and biodiesel. These clean-

burning alternative fuels are made from renewable 

feedstocks: corn and wheat for ethanol, and soybeans, 

canola and rendered animal fats for biodiesel. Canadian 

governments, like those in Brazil and the U.S., are likely 

to subsidize early development of the biofuels industry 

until it proves (or fails to prove) its economic worth.

An.increase.in.the.use.of.biofuels.could.provide.the.
agri-food.sector.with.new.sources.of.revenue.arising.
from.increased.demand.for.feedstocks..

At 15 billion litres and 14 billion litres respectively, 

Brazil and the U.S. led the world in ethanol production 

in 2004.6 Agricultural, energy, environmental and tax 

policies enacted in Europe have led to the widespread 

production and use of biodiesel on that continent.7 

Biofuel production in Canada is much less developed 

than in Brazil, the U.S. or Europe; Canada produced 

just 245 million litres of ethanol in 2004.

An increase in the use of biofuels could provide the 

agri-food sector with new sources of revenue arising 

from increased demand for feedstocks. For the moment, 

however, the prices of ethanol and biodiesel remain 

higher than those of traditional gasoline and diesel fuel, 

discouraging their use. The primary factors influencing 

production cost include the cost of feedstock and the 

state of technological developments. Biofuels will pro-

vide a major market opportunity for the agri-food sector 

only if governments make it so, by implementing meas-

ures such as subsidies to producers or regulations that 

mandate a proportion of biofuels in gasoline.

6.. Canadian.Renewable.Fuels.Industry,.“Ethanol.”

7.. (S&T)�.Consultants.Inc..and.Meyers.Norris.Penny.LLP,.Economic, 
Financial, Social Analysis.
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trAde.LIBerALIzAtIon
International trade is extremely important to Canada’s 

agri-food sector. One of Canada’s natural advantages  

is its favourable ratio of arable land to population.  

The country’s high ratio—one of the highest among 

developed nations—offers opportunities for major 

growth in agri-food through exports. Agricultural  

commodities such as beef, pork, food grains, feed 

grains, oilseeds, pulses,8 and fresh and processed  

fruit and vegetable products are traded internationally  

in competition with products from other countries.

Canadian.bulk.exports.of.raw.product.to.the.u.S...
have.not.grown,.but.exports.of.consumer-oriented.
products.have.increased.by.a.factor.of.almost.six..

Recent growth in agri-food exports is chiefly a result  

of trade liberalization through the Canada–U.S. Free 

Trade Agreement (FTA) and the Uruguay Round of  

the World Trade Organization (WTO) negotiations, both 

of which improved market access to the United States. 

The most recent round of WTO negotiations—the Doha 

Round—was expected to further increase this access 

through a combination of improvements: lowering tar-

iffs, reducing domestic farm subsidies and completely 

8.. Pulse.crops.are.grain.legumes.such.as.peas,.beans,.chickpeas..
and.lentils.

phasing out export subsidies. However, a successful 

outcome seems unlikely, as the July 2006 talks in 

Geneva reached an impasse on the issues of market 

access for agricultural and non-agricultural products,  

as well as agricultural domestic support.

Tariff removal on several high-value food categories has 

meant that Canada currently has more access than before 

to U.S. markets for processed and higher-value agri-food 

products. Canadian bulk exports of raw product to the U.S. 

have not grown, but exports of consumer-oriented products 

have increased by a factor of almost six. (See Chart 5.) 

Clearly, Canada has the ability to respond to the market-

place when opportunities arise.

trAde.ACtIonS.
Contrasted against this vibrant background of opportun-

ities and successes created by trade liberalization are the 

increased number of trade actions taken against Canada 

in the agri-food sector. Oddly, liberalized trade with the 

U.S. creates threats as well as opportunities for Canada. 

These threats dampen agri-food investment, and the 

difficulty of convincing the U.S. to redress trade policy 

disputes in areas such as softwood lumber and cotton 

is beginning to cast doubt on the fundamental structure 

of the international trading system. Uncertainty, in turn, 

jeopardizes the potential of all countries—and espe-

cially trading nations like Canada—to achieve gains 

from liberalized trade.

HIGH.tArIFFS.And.SuBSIdIeS
Canada wants improved market access through a global 

reduction in agri-food tariff levels. Such a reduction 

would be significant because trade in farm and food 

products—particularly those supplied by Canada—

encounters material barriers. For example, recent (2005) 

estimates from the United Nations Food and Agriculture 

Organization indicated that bound tariff rates—rates that 

are enforceable under the General Agreement on Tariffs 

and Trade—for beef, pork and dairy products averaged 

65 to 75 per cent across 106 countries. Some tariffs 

exceeded 300 per cent. And tariffs in most countries are 

higher on value-added products than on raw products.

Tariffs distort production patterns, but the distortion 

amplifies when tariffs are disproportionately high on 

downstream products. For example, Canada exports 

Chart.5
Composition.of.Canada’s.Agri-Food.Exports.to.the.U.S.
($.billions)

Source:.Agriculture.and.Agri-Food.Canada..
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canola to Japan, but not canola oil, because Japanese 

oil tariffs are prohibitive. Investment in oilseed crushing 

in Canada is thereby curtailed, and productivity in the 

crushing industry is reduced because of limited econ-

omies of scale. Most processes are weight losing—that 

is, the final product is lighter and therefore cheaper and 

easier to transport than the raw product. Transporting 

the bulkier oilseed requires larger transportation facilities,  

and high processing costs in the Canadian crushing indus-

try lead to less canola being grown and processed in 

Canada. The same pattern applies to almost all agricultural 

products that face trade-distorting tariff structures.

tariffs.distort.production.patterns,.but.the.distortion.
amplifies.when.tariffs.are.disproportionately.high..
on.downstream.products.

Similarly, agricultural production subsidies pose a 

major concern for Canadian products that are traded 

internationally. In particular, the subsidies paid to U.S. 

grain growers under that country’s 1996 and 2002 farm 

bills distort market signals and remove risk.9 The result 

is excess production. Prices of subsidized products then 

fall because the farmers who receive the subsidies have 

no incentive to reduce production during a market glut. 

Prices then drop in countries where subsidies are lower, 

such as Canada. (See Table 8.) This trade pattern is a 

major contributor to the decline in Canadian net farm 

income.

The data in Table 8 reveal that very little changed  

after 1988 for Japan, the EU and the U.S., despite a 

supposed increase in market access and reduction in 

subsidies following the Uruguay Round of the WTO 

negotiations. On the contrary, Canada and other coun-

tries clearly made major adjustments.

SuPPLy.MAnAGeMent
Canada’s distinct treatment of certain commodities 

(e.g., dairy, eggs and poultry) through supply manage-

ment can create a real dichotomy at the trade negotiat-

ing table, with Canada arguing for improved market 

9.. Mayer.et.al.,.The 2002 U.S. Farm Bill’s Implications; Gardner,  
U.S. Agricultural Policies;.Sumner,.Boxed In.

access for its internationally traded products, while 

trying to protect supply-managed industries. As supply-

managed foods are protected by relatively high tariffs 

(roughly 150 per cent for poultry products and 250 per 

cent for dairy products), tension arises over the two 

opposing interests during negotiations. Ultimately, a 

trade-off is made between maintaining the wealth of  

the few and the opportunity of the majority.

Protecting.supply-managed.commodities.clearly..
weakens.Canada’s.ability.to.secure.trade..
liberalization.elsewhere..

Proponents of regulated, supply-managed commodities 

have made the case that supply management should be 

fully defended at the negotiating table. However, pro-

tecting supply-managed commodities clearly weakens 

Canada’s ability to secure trade liberalization elsewhere. 

Supply-managed commodities represent about 22 per 

cent of gross farm income and an even smaller percent-

age of the number of farms.

The Doha Round of the WTO negotiations would have 

had many implications for this two-track system. The 

Doha Round planned to focus on reducing tariffs, a 

move that would have made Canada’s supply-managed 

industries more vulnerable to international competition.

table.8. .
Average.Producer.Subsidy.Equivalents.
(per.cent;.share.of.gross.farm.income).. .

Average

1986.to.1988 1998.to.2004.

Japan 61.� 58.3

EU�5 41.3 34.5

U.S. ��.0 �0.5

Canada 36.1 �0.1

Source:.Organisation.for.Economic.Co-operation.and.
Development.
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Before the Doha Round of negotiations broke off, coun-

tries had agreed to the complete phase-out of export 

subsidies by 2013. Proposals that were still on the table 

included:

reductions of between 60 and 80 per cent on  

production-distorting domestic farm subsidies; 

reductions of 55 to 70 per cent in tariffs on agricul-

tural and food products;

designation of some product lines as “sensitive” to 

retain relatively more protection (Canada’s supply-

managed commodities would more than likely have 

been classified “sensitive”);

elimination of legal support for state trading entities 

such as the Canadian Wheat Board; and

a six-year phase-in period for the proposed changes.

the.suspension.of.the.doha.round.of.negotiations.is..
a.major.setback.for.Canada’s.agri-food.sector,.given..
that.its.growth.potential.resides.in.exports.

Implementation of these changes would have proven 

to be a major boon for the Canadian agri-food sector, 

allowing agri-food commodities more access to export 

markets. The removal of export subsidies and domestic 

farm subsidies would have reduced unfair competition.

One result of the changes likely would have been 

slightly higher and more variable commodity prices, 

because the reduction in subsidies should have led to 

a reduction in production by the subsidized countries. 

Clearly, farmers would have had more incentive to 

reduce production in response to falling prices of their 

commodity. As noted earlier, U.S. farm programs in  

particular virtually eliminate any incentive to reduce 

production when prices are low. More volatility would  

have been added due to fluctuating demand or supply  

in importing and exporting countries.

The suspension of the Doha Round of the WTO negoti-

ations is a major setback for Canada’s agri-food sector, 

given that its growth potential resides in exports. The 

pressure to lower trade barriers continues, but will be 

redirected to bilateral and regional trade agreements.

•

•

•

•

•

Such agreements do not favour Canadian agri-food 

interests. Whether any specific component of the 

Canadian market is of sufficient size or attraction to 

warrant significant commitment toward liberalization 

by an agreement partner is doubtful. Our bargaining 

power in bilateral arrangements such as these is likely 

to be weak. Canada would be much better off as a full 

participant in a broader negotiation that decided trading 

rules for all participants simultaneously.

Food.SAFety
The safety of Canada’s food production is critical 

to the viability of the agri-food sector. The future 

prosperity of this sector depends on the growth of its 

export markets, and major safety problems with food 

exports—whether real or perceived—can have a devastat-

ing impact on exports. For example, the 2003 BSE case 

cost the Canadian cattle industry in excess of $2 billion. 

Between 1998 and 2004, the EU shut down imports of 

genetically modified (GM) oilseed and GM food prod-

ucts, costing the Canadian sector in lost sales. When  

the EU lifted the sanctions, but introduced stringent 

licensing rules for GM food products in 2004, the  

costs of licensing increased dramatically.

the.future.prosperity.of.the.agri-food.sector.depends.on.
the.growth.of.its.export.markets,.and.major.food.safety.
problems.can.have.a.devastating.impact.on.exports.

The bottom line is that food safety is critical to agri-food 

exports. Traceability becomes essential either because 

of foreign-country requirements (such as those found in 

the EU for GM food products) or because of the need to 

respond quickly to contain a problem (such as with the 

2003 BSE case). Having systems that can track products 

from farm to plate is invaluable in assuring an importing 

country that food origins can be confirmed, which allevi-

ates fears of contamination. Such tracking systems are 

also essential for any health issue, even domestically. 

For example, contamination of food with E. coli results 

in serious disease outbreaks that occur with alarming 

speed. These outbreaks must be quickly suppressed. 

Robust tracking systems that can single out the specific 
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source and deal with it directly are effective in limiting 

health consequences for consumers and damage to the 

producer community.

In addition to tracking systems, adequately staffed, cred-

ible regulatory agencies, research institutes and public lab-

oratories are critically needed to assure the overall safety 

of the food Canadians consume—for not only existing 

products, but also new ones being developed. With pro-

ducers introducing multiple new products, additives and 

inputs every year, oversight of food safety is taxing our 

current regulatory system.

The Canadian population expects the food they eat to 

be safe, but eliminating all risks is impossible. The opti-

mal approach is to minimize risk and when a problem 

occurs, to take quick and decisive action. This approach 

can apply both to disease outbreaks and to long-term  

health problems that are traced back to an ingredient in  

a product. For example, in recent years, concerns have  

arisen about the long-term health consequences of con-

suming trans fats. In Canada, mandatory labelling and 

consumer awareness of the potential health consequences 

of consuming this type of fat have led food manufacturers 

to reduce or eliminate trans fats in their products.

with.producers.introducing.multiple.new.products,.
additives.and.inputs.every.year,.oversight.of.food..
safety.is.taxing.our.current.regulatory.system..

Another phenomenon related to nutritional and food 

safety concern is the consumer market segmentation that 

has developed as a result. The differentiation of products 

to appeal to the various market segments will persist as 

stories of specific health concerns are highlighted and 

refuted in the media. Definitive scientific conclusions 

related to these concerns have not been drawn and are 

unlikely to be drawn in the near term because of myriad 

interacting concerns and claims. In the meantime, a ser-

ies of products is filling specific market niches—some 

quite large—that service these particular concerns.  

In general, food safety and nutritional awareness are 

increasingly entering the mainstream. Industry has 

responded by providing a variety of options such as:

products that contain no GMOs;

organically grown products; and

products made with a minimal effect on the  

natural environment or on animal welfare.

Food safety will remain a major issue for all markets.  

Governments, regulatory agencies and research institutes 

must take a vigilant stand in ensuring the safety of the 

consuming public, but without putting an unnecessary 

burden on industry.

Farm.debt.levels.are.rising.in.Canada,.and.as.farm.
incomes.drop,.more.farmers.are.seeking.income.from.
external.sources.

reduCtIonS.In.net.FArM.InCoMe
Farm incomes in Canada are under immense strain. 

Whether calculated on a nominal or real basis, net 

farm income in Canada has decreased. This is due to 

a combination of a downturn in the real prices of farm 

products and an increase in farm input and equipment 

costs. The result is that farm debt levels are rising, and 

as farm incomes drop, more farmers are seeking income 

from external sources. Not surprisingly, the number of 

farms in Canada is diminishing: the latest census data 

show a decline of 11 per cent between 1996 and 2001. 

The trend is toward fewer but larger operations.

Poor net income dominates the components of the farming 

industry that rely on exports—the non-supply-managed 

segments—because Canadian farmers in these industries 

are not subsidized to the same level as the farmers in 

Europe and the U.S. with whom they must compete.

LAGS.In.ProduCtIvIty
The food processing subsector of Canada’s agri-food 

sector suffers from low productivity levels. Ever since 

the implementation of the FTA, labour productivity 

in various Canadian food processing segments has 

•

•

•
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been lagging behind that of their U.S. counterparts.10 

One reason is relatively low fixed capital investment, 

because labour productivity in this sector is essentially 

a function of the capital (i.e., the plant and equipment) 

that the labour force must work with.

Productivity analysis—using the ratio of the value 

of output over employee hours worked—shows 

that although investments have been made in some 

Canadian food processing segments, they have not 

been sufficient to improve Canada’s competitiveness 

relative to that of the U.S.11

Many.of.today’s.market.opportunities.are.found.in.food.
product.improvements.developed.for.segmented.consumer.
markets,.both.domestically.and.abroad.

Productivity may also be lagging at the farm level in 

Canada. While exact measures are difficult to find in 

this sector, one study compared yields and costs per 

tonne of feed grains produced in Canada, the U.S., 

Brazil and Argentina, and found that Canada was fall-

ing behind its competitors.12 If this is the case, the com-

petitiveness of the livestock industry will be affected at 

some point, because the price of feed grains is typically 

that industry’s major cost of production.

InnovAtIon
The Canadian agri-food sector has traditionally 

approached innovation from a productivity perspective: 

the aim is to increase output and reduce cost per unit.13 

Efforts to improve production efficiencies through innova-

tion are laudable given the sector’s poor productivity per-

formance. Innovation could also be pursued in logistics 

and supply chain management—areas in which current 

practices are limiting competitiveness14—however,  

10.. Stiefelmeyer,.A Comparative Analysis.

11.. Ibid.

1�.. Martin.et.al.,.The 2002 U.S. Farm Bill.

13.. Setala,.“Welcome.to.the.New.World.”

14.. Rural.Industries.Research.&.Development.Corporation,.Supply Chain 
Management;.Food.Chain.Centre,.“Cutting.Costs.”

process improvements do not typically result in the novel 

products or product enhancements valued by consumers.

Many of today’s market opportunities are found in food 

product improvements developed for segmented consumer 

markets, both domestically and abroad. The latter mar-

ket—consumers in developing countries experiencing 

rapid income growth because of industrialization—is 

especially attractive. But even in industrialized coun-

tries, consumers are constantly seeking greater variety 

in food offerings and are becoming more discerning 

about the types of food they want to buy. Those inter-

ested in taking advantage of these global agri-food 

opportunities should invest time, energy and money in 

developing and commercializing new food products.

The ability to create new products, however, is hindered 

by the lack of effective communication and information 

sharing all along the value chain. From the farmers 

who produce the basic commodities, through market-

ing research organizations, to the eventual sellers of 

the products, the types of trading relationships in place 

today are preventing collaboration.15 Development of 

new food products requires that all players understand 

the needs of customers and be involved in the innova-

tion process.

the.ability.to.create.new.products.is.hindered.by..
the.lack.of.effective.communication.and.information.
sharing.all.along.the.value.chain.

Greater product innovation stems from greater informa-

tion sharing and cooperation. Vertical integration and 

collaboration between and among farmers, food proces-

sors, distributors and retailers can contribute signifi-

cantly to the innovation process.16 Individual farmers 

and agri-business firms, both large and small, can then 

become active participants in the quest for new food 

products that fulfill consumer preferences.17

15.. Collins.and.Dunne,.“Learning.from.Others”;.Kumar,.“The.Power..
of.Trust.”

16.. Burgelman.et.al.,.Strategic Management.

17.. English.Farming.&.Food.Partnerships,.“Farming.and.Food.”
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reGuLAtory.PrACtICeS.
In the area of food safety and quality, an efficient and 

effective regulatory system is essential to protecting our 

exports and the Canadian public, as discussed earlier. 

Regulatory agencies have challenges in assessing food 

safety and quality because of the lack of capacity to assess 

new products and inputs in a timely way.

Regulations that unnecessarily slow the registration 

of new food products, crop protection products and 

animal health products reduce the agri-food sector’s 

competitiveness and deter new products, inputs and 

processes that could be beneficial to Canadians and the 

environment.18 The influence that Canada’s system of 

regulatory approvals has over research, development 

and innovation is increasingly being recognized. Both 

research results and industry experience demonstrate 

significant problems in the federal regulatory approval 

systems for animal health products, seed registration 

and crop protection products.19 Canada lags behind  

other regions—notably the U.S., Australia and the EU— 

when it comes to clarity of the approval process, consist-

ency in requirements related to data and experimental 

results, and pace of approval decisions.

The perception of industry experts around regulatory 

approval is that:

product registration is considerably more costly in 

Canada than in other jurisdictions;

products that are actually superior in efficacy, safety 

and environmental protection are unavailable or less 

available in Canada; and

market opportunities are being lost because the 

materials that could be used to produce superior and 

differentiated products are not available in Canada.

Complex Canadian legislation, coupled with a lack of 

cooperation among government departments, hinders 

food companies in their quest to take swift and broad 

advantage of market opportunities. The value that can 

be captured from identified opportunities is thus limited.

18.. Brethour.et.al., The Competitiveness Impacts.

19.. Ibid.;.The.Canadian.Seed.Alliance,.The Report of the Seed Sector;.
Brethour.et.al.,.Possible Incremental Measures.

•

•

•

For instance, health and nutrition concerns are causing 

consumers to demand differentiated foods, but the cur-

rent grading of fresh produce as mandated under the 

Canada Agricultural Products Act does not reflect those 

changing consumer demands. Similarly, decades-old 

labelling standards meant to ensure uniformity in the 

marketing of meat products are today arguably limiting 

product innovation. In nations where this practice does 

not exist, products can be presented in ways that meet 

the demands of a specific consumer segment.20

Complex.Canadian.legislation,.coupled.with.a.lack.of.
cooperation.among.government.departments,.hinders.
food.companies.

The multi-level food inspection regulations in Canada 

are also hobbling food producers that want to meet the 

demand for differentiated foods. Produce can be mar-

keted in its home province under that province’s local 

standards; but, to be sold in another province, the same 

food must meet the additional cost of federal inspec-

tion. The investment cost-benefit decision is a simple 

one, but it acts as a hurdle in the path of producers that 

want to grow their businesses and expand their markets. 

In the end, consumers are deprived of market choice at 

a time when they are demanding food differentiation. 

Permitting producers wider opportunities to market 

their goods within Canada would seem to serve both 

their growth needs and the desires of the market.

Similarly, the extent to which health and nutritional 

claims can be attached to food products (as legislated 

under the Food and Drugs Act and Regulations and the 

Consumer Packaging and Labelling Act) may limit the 

added value that would draw consumers. The objectives 

of the legislation—to help consumers make informed 

food purchase decisions based on label claims and 

advertisements and to provide consumers with the assur-

ance that any such claims are verifiable—are admirable. 

But the recent decision by Health Canada to disallow 

labelling of low- or reduced-carbohydrate food products 

�0.. Gooch.et.al.,.International Study.
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illustrates a problem: the government urges the sector to 

differentiate and diversify, but it does nothing to change 

a regulatory system that rewards sameness and makes 

innovation costly.21

Policy and legislation developed for an earlier era in 

agri-food can also have a direct impact on the ability 

of producers to capture modern market opportunities. 

Marketing boards that insulate farmers from their cus-

tomers diminish the flow of information along the value 

chain. Opportunities for collaborative relationships are 

reduced, and innovation then lags. One study found that 

the supply management systems used in marketing dairy 

and poultry products do not adequately communicate 

market signals to producers.22 Revenue pooling, national 

product allocation systems that require shared market 

growth across provinces, significant import barriers, 

and the price-setting authority exercised by producer 

boards reduce value chain members’ desire to collabor-

ate. This is an unfortunate consequence, as collabora-

tion can powerfully stimulate innovation.

Policy.and.legislation.developed.for.an.earlier.era..
in.agri-food.can.have.a.direct.impact.on.the.ability..
of.producers.to.capture.modern.market.opportunities..

HuMAn.reSourCe.SHortAGeS
Canada faces a growing shortage of skilled labour. The 

farming and food processing industries require a skilled—

and, in some cases, a highly seasonal—workforce. If 

industry wages fail to rise, agri-food industries will find  

it more and more difficult to compete for skilled labour.

Recent research suggests that primary agriculture and  

food manufacturing industries have critical, relatively  

similar human resource challenges ahead of them.23  

In an overview of human resource issues in agriculture, 

�1.. Mussell.et.al.,.Appropriate Regulation.

��.. Martin.et.al.,.Review of Regulated Marketing.

�3.. Soucie.and.Farrar,.Workforce Ahead;.Stiefelmeyer.and.Mussell,.
Environmental Scan.

researchers at Guelph University identified some over-

arching themes across the agri-food sector:

an aging workforce;

difficulties with recruitment and retention;

lack of awareness of careers in agri-food and a 

negative perception of the work; and

lack of training, especially for management and 

leadership skills development.24

the.challenges.of.recruiting.and.retaining.quality..
employees.span.the.entire.sector.

The 2001 Census of Agriculture revealed that the aver-

age age of Canadian farmers is 51.8 years for men and 

50.0 years for women. The average age of workers in 

the food processing subsector is only slightly higher 

than that in the general workforce, but the grains and 

oilseed, confectionary, and fruit and vegetable processing 

segments have the oldest workforces and face pressures 

from worker retirement.25 The aging of the general 

workforce will only exacerbate the sector’s difficulties  

in recruitment and retention.

The challenges of recruiting and retaining quality 

employees span the entire sector. Because agri-food has 

not offered competitive monetary or non-monetary incen-

tives, it cannot compete effectively for labour. In 2001, 

8 of 10 food processing segments paid wages below 

the Canadian manufacturing industry average,26 and in 

focus groups conducted across Canada in 2005, farmers 

acknowledged that the sector is unable to pay wages high 

enough to attract and retain workers.27 Although wages 

are the clearest market signal that can be presented to 

potential workers, non-monetary incentives such as 

flexible hours, paid vacation, career development, and 

benefits have become increasingly important, and the 

agri-food sector has been slow in offering them.

�4.. Stiefelmeyer.and.Mussell,.Environmental Scan.

�5.. Soucie.and.Farrar,.Workforce Ahead.

�6.. Ibid.

�7.. R.A..Malatest.and.Associates.Ltd.,.Human Resources Issues.
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The segments most affected by labour shortages are 

those that hire seasonal and harvest labour, particularly 

in horticulture (fruits and vegetables), farm input supply 

and food processing. A primary issue is the structure of 

federal income and social policies, which provide disin-

centives to work in seasonal and harvest labour for both 

employment insurance (EI) claimants and other work-

ers, such as retirees, who want extra work on the side. 

EI in particular influences claimants to seek full-time 

work rather than seasonal employment.

Difficulties in recruitment and retention are further 

aggravated by lack of awareness of industry careers 

and the generally negative perception of the sector as 

a career choice. Agri-food employment tends to be 

viewed as consisting of hard physical labour and long 

hours in exchange for relatively little pay and few bene-

fits. The science and technology-based skills that are 

now required to succeed in the agri-food sector seem to 

receive less recognition. But qualified employees with 

the operational, technical and managerial skills necessary 

to exploit the technologies and science used in the sector 

are vitally needed throughout the entire value chain.

difficulties.in.recruitment.and.retention.are.further.
aggravated.by.lack.of.awareness.of.industry.careers.
and.the.generally.negative.perception.of.the.sector..
as.a.career.choice.

Moreover, despite rapidly improving technologies, tight-

ening regulatory compliance, and a need for enhanced 

and more complex relationships with customers and sup-

pliers, the agri-food sector lacks a culture of training and 

ongoing learning.28 A combination of lack of awareness 

of programs that are available, programs that do not meet 

the sector’s exact needs and the changing skills require-

ments of the sector has resulted in a skills gap, particu-

larly in management and leadership skills.

�8.. Stiefelmeyer.and.Mussell,.Environmental Scan.

Investing in human resources pays off. Profitable indus-

tries are those that can best afford to improve their human 

capital. Currently, agri-food (and especially primary 

agriculture) finds itself in a cycle of low profitability 

and low investment in human capital, which tends to 

reinforce low profitability.

As.the.challenges.of.transitioning.to.sustainable..
agricultural.production.have.become.better..
understood,.the.limitations.of.regulation.have..
become.more.apparent..

envIronMentAL.CHALLenGeS
The need to develop sound environmental management 

in the Canadian agri-food sector is apparent now more 

than ever, in both farming and food manufacturing.

The first issue—and probably the most critical—is the sus-

tainability of the water supply. The quantity and quality of 

the country’s water resources are currently under pressure 

due to high demand and pollution.29 Water plays a central 

role as an input for the agri-food sector. At the same time, 

agricultural crop and livestock production contributes to 

the deterioration of water resources. Increased loading of 

nutrients, pesticides and pathogens into the water supply 

potentially threatens everyone.30

Until recently, legislation and regulation of agricultural 

practices were the principal (often only) policy tools 

used to achieve environmental objectives.31 However, 

as the challenges of transitioning to sustainable agri-

cultural production have become better understood, the 

limitations of regulation have become more apparent. 

Major stakeholders in environmental protection (gov-

ernment, industry and society) have begun to develop 

�9.. Ducks.Unlimited.Canada,.Natural Values.

30.. Environment.Canada,.“Threats.to.Water.Availability.”

31.. With.the.increased.use.of.environmental.regulations,.the.cost.of.
production.has.increased.significantly.for.agricultural.producers..
This.cost.increase.can.have.a.significant.effect.on.Canadian.com-
petitiveness,.particularly.in.commodities.that.are.based.on.the.
lowest.cost.of.production.
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and experiment with other control mechanisms, such  

as market-based measures, fiscal instruments and vol-

untary initiatives.32

There is a growing recognition that an accounting system 

is needed that measures the stocks, flows and economic 

values (both market and non-market) of natural capital 

(e.g., agricultural soils and wetlands) and its ecological 

goods and services (EG&S). Examples of the latter are 

water filtration, carbon sequestration and wildlife habitat 

services of wetlands. Benefits provided by natural capital 

in the form of EG&S are often intangible and are not cap-

tured by markets. For instance, it is difficult to quantify 

the benefit provided by a wetland on a farm in terms of 

water purification, provision of habitat or aesthetic value. 

It is similarly difficult to motivate beneficiaries of natural 

capital33 to pay for EG&S. Natural capital therefore pro-

vides limited potential for revenue generation,34 and as a 

result, the benefits of EG&S are not priced and are given 

too little consideration in the decision-making process.

there.is.a.growing.recognition.that.an.accounting..
system.is.needed.that.measures.the.stocks,.flows..
and.economic.values.of.natural.capital.and.its..
ecological.goods.and.services.

Internationally, the valuation of natural capital as the 

source of EG&S is receiving increased focus, and vari-

ous policy mechanisms to protect natural capital have 

been implemented. For example, the World Bank notes 

significant progress in developing techniques for valu-

ing environmental costs and benefits.35 In addition, a var-

iety of payments and market systems have been developed 

worldwide to preserve natural capital and its services.

3�.. Kerr.et.al.,.Beyond Regulation.

33.. Natural.capital.is.a.key.input.in.the.production.of.goods.and.servi-
ces.in.Canada..It.is.particularly.important.to.the.agricultural.indus-
try.because.of.the.role.of.land,.air,.water,.soil.and.biodiversity.in.
crop.and.livestock.production.

34.. Olewiler,.The Value of Natural Capital.

35.. “Are.you.being.served?”.The Economist,.pp..76–78..

In the near future, these or similar policy mechanisms 

and valuation techniques are likely to gain more presence 

in Canada. In fact, recognition is growing among farm-

ers, governments and other stakeholders that EG&S are 

vital to Canada’s economic and social well-being.36

GovernMent.And.InduStry.ACtIonS..
to.StrenGtHen.tHe.AGrI-Food.SeCtor

Governments and industry are undertaking several initia-

tives to aid the agri-food sector in creating new markets 

and to mitigate environmental impacts. Three such 

initiatives are highlighted here.

the.2003.Agricultural.Policy.Framework.offers.programs.
that.provide.the.Canadian.agri-food.sector.with.tools,.
services.and.options.to.strengthen.business.

etHAnoL.exPAnSIon.ProGrAM.
This program is intended to expand fuel ethanol pro-

duction and use in Canada and reduce transportation-

related greenhouse gas emissions. By 2010, 35 per cent 

of gasoline-type fuels are expected to include a 10 per 

cent ethanol blend. As a result, Canada’s production of 

ethanol should increase to 1.33 billion litres per year,37 

up from the 2004 level of 245 million litres.

AGrICuLturAL.PoLICy.FrAMework.
A joint initiative by the federal and provincial govern-

ments, the 2003 Agricultural Policy Framework offers 

programs that provide the Canadian agri-food sector 

with tools, services and options to strengthen business, 

increase prosperity, and meet the demands of consum-

ers at home and abroad. This initiative provides assist-

ance under five categories: food safety and quality, 

environment, human resource renewal, science and 

innovation, and business risk management.

36.. Wildlife.Habitat.Canada,.National.Survey.

37.. Ibid.
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One component of the Agricultural Policy Framework 

designed to help the Canadian agri-food sector achieve 

environmental sustainability in the areas of soil, water, 

air and biodiversity is the Environmental Farm Planning 

Initiative. Producers are encouraged to develop an 

environmental farm plan to identify environmental risks 

and to develop action plans to mitigate those risks on 

their farms.38 

Another objective of the Agricultural Policy Framework 

is to encourage producers to develop best management 

practices (BMPs) to help reduce agricultural risks; 

improve the supply and quality of water,39 soil40 and 

air;41 and ensure compatibility between biodiversity  

and agriculture.42 BMPs show producers how to mini-

mize environmental risks and tend to the long-term 

health of the land without risk to economic viability.43

A.recent.trend.in.Canadian.agriculture.is.the.concept.
of.paying.agricultural.producers.to.protect.ecological.
goods.and.services.

Farmers tend to adopt BMPs according to priority and 

available funding. Uptake has therefore tended to be 

greatest for priority BMPs (such as manure manage-

ment) and BMPs that yield significant on-farm bene-

fits (such as reduced tillage). The literature indicates 

that some producers fail to adopt BMPs because they 

38.. Agriculture.and.Agri-Food.Canada,.Greencover.Canada;.Ibid.,.
Canada–Saskatchewan Farm Stewardship;.Ibid.,.Canada–Nova 
Scotia program; Ibid., New incentives for environmental farm 
plans in Alberta; Ibid., Environmental farm planning under way; 
Ibid., New incentives for on-farm environmental practices in 
Saskatchewan; Ibid.,.Quebec agricultural producers receive;  
Ibid., Enhanced environmental farm planning coming.

39.. Key.priority.areas.are.nutrients,.pathogens,.pesticides.and..
water.conservation.

40.. Key.priority.areas.are.soil.organic.matter.and.soil.erosion..
caused.by.water,.wind.or.tillage.

41.. Key.priority.areas.are.particulate.emissions,.odours.and..
emissions.of.gases.that.contribute.to.global.warming.

4�.. Key.priority.areas.are.habitat.availability,.species.at.risk.and..
economic.damage.to.agriculture.from.wildlife;.Agriculture.and.
Agri-Food.Canada,.Federal–Provincial–Territorial Framework 
Agreement.

43.. Agricultural Policy Framework,.[slide.show].

lack an understanding of the physical improvement to 

the environment that can result44 and because poorly 

designed BMPs or assistance programs make the prac-

tices too expensive. Understanding the impact of these 

BMPs on farm profitability and improving adoption 

rates requires additional management and economic 

data that will support better business decisions. 

A.pilot.project.in.norfolk.County,.ontario,.aims.to..
pay.producers.to.provide.Canadians.with.services..
that.produce.environmental.benefits.

ALternAtIve.LAnd.uSe.ServICeS.
A recent trend in Canadian agriculture is the concept 

of paying agricultural producers to protect EG&S. For 

example, a pilot project in Norfolk County, Ontario— 

called Alternative Land Use Services—aims to pay 

producers to provide Canadians with services that prod-

uce environmental benefits, such as wildlife habitat and 

clean air and water.45 If this approach can be shown 

to produce clear environmental benefits as well as 

income to farmers, it will be seen as successful. (See 

box “Government and Growers Help to Reduce Nitrates 

in the Abbotsford–Sumas Aquifer.”) A similar program 

is being launched in Manitoba, and Saskatchewan and 

Alberta are considering implementation of Alternative 

Land Use Services programs.46

SuMMAry.

Projected demographic and economic trends signal global 

market opportunities for Canada’s agri-food sector into 

the future; however, if the sector is to benefit, major chal-

lenges must first be addressed. Many of these challenges 

are domestic: lagging productivity, regulatory burden and 

skills shortages. But among the greatest challenges is the 

need to pursue further trade liberalization.

44.. Agri-environmental.indicators.for.water,.air,.soil.and.biodiversity.
have.been.developed.and.initiated.by.Agriculture.and.Agri-Food.
Canada.to.help.resolve.some.of.this.issue.

45.. Bailey,.“Environmental.Services.”

46.. Ibid.



44. |. The.Conference.Board.of.Canada

In every food manufacturing industry, Canada’s labour 

productivity lags behind that of the U.S., and the trend 

of falling behind shows no sign of letting up. Although 

less analysis is available at the farm production level, 

Canada is also clearly losing ground to its competitors 

in feed grain productivity. Falling feed grain production 

is an early indicator of a potential similar problem in 

livestock production.

The safety of food is critical to the viability of Canada’s 

agri-food sector and the protection of the Canadian public. 

Well-designed and effectively operated regulatory systems  

are essential to ensuring the trust in our exports and pro-

viding the protection that Canadians demand and need. 

However, Canada’s current regulatory system must 

be improved to stimulate more innovation that would 

benefit Canadians, the environment and the sector. With 

respect to input regulation, Canada’s relatively small 

size puts it at a disadvantage. In the case of pesticides, 

for example, Canada is fundamentally a low-volume 

user in global terms. The cost of regulation is a disin-

centive to suppliers to invest in research—or even to 

register products. Inferior access to inputs means that 

primary producers and their downstream customers are 

faced with higher costs and must often use products that 

are less friendly to the environment than those used by 

their competitors in other countries.

Canada’s.current.regulatory.system.must.be.improved.
to.stimulate.more.innovation.that.would.benefit.
Canadians,.the.environment.and.the.sector..

Increasingly, the sector is also facing a dilemma with 

respect to marketing regulations, and frequent conflict 

between innovation and regulated marketing. Marketing 

boards typically develop regulations aimed at reducing 

costs and at enhancing markets and equity of treatment 

for producers of homogeneous commodities. These 

regulations only serve to impede producers that have 

new ideas and want to do things differently. But today’s 

educated consumers are looking for differentiated prod-

ucts and services. 

Government.and.Growers.Help.to.reduce.nitrates.
in.the.Abbotsford–Sumas.Aquifer

Spanning.the.British.Columbia.and.Washington.State.border,.
the.Abbotsford–Sumas.Aquifer.covers.an.area.of.approxi-
mately.�00.km�.and.supplies.water.for.approximately.
100,000.Canadians.and.10,000.Americans..Residents.on.
both.sides.of.the.border.are.becoming.concerned.about.
the.nitrates.seeping.into.the.aquifer.from.animal.manure,.
chemical.fertilizers.and.septic.systems..Although.nitrogen.is.
an.essential.nutrient.for.life,.high.levels.of.nitrates.in.a.water.
supply.can.cause.serious.human.health.problems.

Problems.with.water.quality.in.predominantly.agricultural.
regions.can.often.be.traced.to.excessive.leaching.of.nitrates.
into.ground.and.surface.waters.from.animal.manures..In.
a.balanced.system,.nitrate.levels.are.mitigated.through.the.
absorption.of.nitrogen.by.crops.and.grasses..But.a.change.
in.the.Abbotsford.economy.has.thrown.that.relationship.out.
of.balance.

In.the.Abbotsford.region,.traditional.dairy.production.used.
locally.grown.grass,.but.the.new.poultry.industry.relies.
on.imported.feed..With.the.drop.in.demand.for.cattle.feed,.
crop.production.has.shifted.away.from.grasses.and.toward.
low-nitrogen.fruit.production,.especially.raspberries,.creat-
ing.a.nitrogen.surplus.in.the.Abbotsford.area..The.excess.
nitrogen.percolates.into.the.aquifer.

To.address.this.situation,.the.Sustainable.Poultry.Farming.
Group.implemented.a.poultry.manure.plan.that.removes.
15,000.tonnes.of.nitrogen-rich.manure.from.the.aquifer.
watershed.each.year,.and.raspberry.growers.have.begun.
planting.cover.crops.to.reduce.nitrate.infiltration..In.addi-
tion,.under.the.Environmental.Farm.Plan.(EFP).program,.
the.Sustainable.Poultry.Farming.Group.and.the.Raspberry.
Industry.Development.Council.are.cooperating.with.various.
federal.and.provincial.government.departments.and.agen-
cies..Under.the.National.Farm.Stewardship.Program,.the.
EFP.includes.a.cost-shared.incentive.for.growers.to.imple-
ment.nitrogen.control.plans.

Cooperative.and.voluntary.actions.are.improving.matters.in.
British.Columbia,.but.they.pale.in.comparison.with.American.
initiatives.under.the.U.S. Clean Water Act..The.lack.of.effect-
ive.enforcement.on.the.Canadian.side.may.be.holding.back.
progress.

Sources:.Allen,.Abbotsford.Aquifer.Architecture;.British.Columbia.
Agriculture.Council,.The Canada–British Columbia Environmental 
Farm Plan;.Canadian.Council.of.Ministers.of.the.Environment,.
From Source to Tap; Environment.Canada,.“Nitrate.Levels”;.
Gundersen.et.al.,.“Leaching.of.Nitrate”;.Hii.et.al.,.Nutrients.
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GoInG.ForwArd47

enCourAGe.GAInS.In.ProduCtIvIty.
Governments should foster a business climate that 

encourages productivity growth. Improved tax incen-

tives on research and development and a tax system 

more conducive to investment would increase produc-

tivity. Investment and productivity growth in the sector 

would also improve if the existing high regulatory burden 

were reduced.

Governments.should.foster.a.business.climate..
that.encourages.productivity.growth.

reForM.tHe.reGuLAtory.SySteM.
The regulatory system should be reformed to reduce 

costs and encourage innovation. All indications are  

that Canadian farmers and processors want a rigorous 

system that is tough, fast and efficiently uses scientific 

resources, both domestic and international. Reform  

of the regulatory system, however, must not act to the 

detriment of food safety and environmental protection. 

Governments must continue to be vigilant in protecting 

the public and the environment, and do it in a more 

timely way, so that Canada’s agri-food sector can 

invest, innovate and compete in world markets.

Multiple domestic food and input regulations are hamper-

ing the sector’s capacity to introduce new inputs that 

could improve environmental or productivity performance. 

They are also causing delays in the approval of new 

additives and products, and hindering interprovincial 

food sales. Regulatory processes must be streamlined, 

and unnecessary duplication and overlap eliminated.

When Canada is reviewing the acceptability of products 

already available in other countries, the product review 

47.. The.discussion.that.follows.is.adapted.largely.from.a.recent.George.
Morris.Centre.publication.titled.Canadian Agri-Food Policy: What 
Should Change to Ensure Prosperity for the Sector?.That.paper.
was.written.as.part.of.a.George.Morris.Centre.initiative.to.define.
what.is.needed.in.a.new.Canadian.agri-food.policy.to.support.
growth.in.the.commercial.component.of.the.agri-food.sector...
Information.regarding.this.ongoing.project.can.be.found.at.
www.georgemorris.org.

should take into account analysis by these countries, 

allowing Canada to avoid unnecessary repetition. Greater 

cooperation with food regulatory organizations in other 

countries would be beneficial.

IMProve.vALue.CHAIn.MAnAGeMent.
Opportunities in today’s increasingly segmented market-

place exist, but they will not be realized by using past 

approaches. Improved management of value chains will 

be critical to Canada’s ability to compete. Alliances and 

collaboration are essential for creating differentiated 

products, and cooperation of that sort requires excellent 

communication of the desired attributes throughout the 

value chain. From retailers to processors and farmers, 

the attributes of differentiated products need to be dis-

tinguished and preserved, and consumers deserve assur-

ances that the valued attributes are present in the product. 

Moreover, all this activity must be carried out at the low-

est possible cost. The agri-food sector must improve the 

management of value chains by increasing collaboration 

and alliances throughout these chains. By doing so, it 

will improve efficiency and innovation.

Investment.in.human.resources.throughout.the.sector.
will.help.to.improve.its.productivity.and.competitiveness,.
and.will.pique.interest.in.affiliated.careers.

deveLoP.HuMAn.reSourCeS.
Interest in agri-food as a career seems to have waned  

in Canada recently, but the increase in opportunities  

for value-added, environmentally sustainable new prod-

uct development hints at an exciting future. The sector 

will require people with cutting-edge technological 

and management skills. Investment in human resources 

throughout the sector will help to improve its productiv-

ity and competitiveness, and will pique interest in affili-

ated careers:

Both farms and agri-businesses need to integrate 

human resource planning more closely with stra-

tegic business planning.48

48.. Soucie.and.Farrar,.Workforce Ahead.

•
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Employers must continue to develop the workforce 

by upgrading technical, operational, managerial and 

leadership skills.49

Agri-food management and leadership courses 

should be made more widely available. The training 

currently available to agriculture focuses on tech-

nical aspects, to the detriment of management and 

leadership training.50

The entire agri-food sector has an opportunity to 

participate in an image improvement campaign that 

focuses on the new skills needed in the sector and 

the opportunities thus presented. The result would 

be a revived view of the farm and agri-business sec-

tor as knowledge based, innovative and ecological.

By using better product approval and marketing 

regulations, governments would improve the sec-

tor’s ability to innovate. The prospect of developing 

and producing new farm, food and bioproducts in 

a more streamlined regulatory environment would 

attract a younger workforce.

environmental.sustainability.of.agricultural.practices.
requires.some.combination.of.regulation.and.economic.
incentives.

FACILItAte.tHe.ProvISIon.oF.eG&S.
As the desire to protect natural capital and its services 

increases, the Canadian agri-food sector will need to work 

with government to define EG&S, to measure and value 

their quantity and their changes over time, and to design 

strategies and policies that will encourage conservation 

of natural capital.51 Scientists and economists must 

cooperate in establishing methods for valuing EG&S. 

Once a clear value framework is in place, decision- 

makers and the public must be informed about the 

benefits. Strategies for the sustainability framework  

or policies must then be designed to help stakeholders 

conserve natural capital.52

49.. Ibid.

50.. Stiefelmeyer.and.Mussell,.Environmental Scan.

51.. Olewiler,.The Value of Natural Capital.

5�.. Ibid.

•

•

•

•

In other words, environmental sustainability of agricultural  

practices requires some combination of regulation and  

economic incentives. Canadian governments have typically 

used regulation as the principal policy tool to achieve 

environmental objectives, but movement toward the 

pricing of EG&S and the structuring of economic incen-

tives to farmers for providing them would likely result in 

better adoption of BMPs and environmental conservation.

This change would also require improved public plan-

ning processes that incorporate the concept of EG&S to 

pay for the benefits that accrue to society. Thus, agricul-

tural environmental policy must encompass much more 

than BMPs at the farm level. Public support will have to 

be mustered for new and innovative approaches aimed at 

protecting EG&S that would not otherwise be protected 

by standard farm operating procedures. Optimally, this 

public support would take the form of private sector 

investment opportunities in EG&S—for example, trad-

able credits related to carbon sequestration on farmland.

FoCuS.on.MArket.ACCeSS.At.tHe.wto.
As an exporting nation, Canada must be concerned 

about market access and unfairly subsidized competi-

tion from other countries. Proposals put forward by the 

U.S., the EU and the Group of Twenty (G20) countries 

at the WTO negotiations would have, in varying degrees, 

reduced distorting subsidies and improved market access 

for Canadian products. From a Canadian perspective, the 

major issue is the balance between protecting our supply-

managed products and benefiting from enhanced market 

access and reduced subsidization by competitors, espe-

cially the U.S. and the EU.

Canada has applied little pressure to move the WTO 

talks to a successful conclusion. Protecting dairy and 

poultry has appeared to be the higher priority, given the 

Canadian Parliament’s all-party resolution of late 2005. 

This stance is curious in the face of the following facts:

Almost 80 per cent of primary agriculture revenue 

relies on export markets.

With the opportunity to designate goods as “sensi-

tive,” a number of dairy and poultry products could 

retain some protection.

•

•
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To further trade liberalization to the benefit of at least 

most of Canada’s agri-food sector, we will need to take 

a stronger position at future WTO negotiations. With 

the Doha Round of talks having hit a wall (some say 

having collapsed), the future of agri-food trading is 

unclear. The Doha Round is unlikely to progress until  

at least 2009. In the meantime, Canada’s agri-food sec-

tor is missing out on global market opportunities that 

hold the key to its future potential prosperity.

to.further.trade.liberalization.to.the.benefit.of.at.least.
most.of.Canada’s.agri-food.sector,.we.will.need.to.take.
a.stronger.position.at.future.wto.negotiations.

Canadian agriculture is at a crossroads: a protracted farm 

income problem is being met with distinct opportunities 

presented by international trade, collaborative market-

ing and EG&S. The challenge is to create or adapt insti-

tutions, policies and regulations, and to fully participate 

in crafting international agreements so that the oppor-

tunities can be realized to the benefit of farm income.

reCoMMendAtIonS.to.MAke.tHe..
AGrI-Food.SeCtor.More.InnovAtIve.
And.CoMPetItIve

The Conference Board of Canada recommends that:

Industry improve value chain management through 

alliances and collaboration that improve efficiencies 

and quality control.

Governments remain vigilant in ensuring food 

safety to protect Canada’s food exports and 

Canadians, but do so without putting undue burden 

on the sector.

Governments facilitate the protection of the environ-

ment by not only regulating the sector, but also sup-

porting farmers who protect environmental assets 

such as wetlands.

The federal government take a strong stand in favour 

of further trade liberalization in food, and that it work 

with other national governments to pursue such an 

agenda. The suspension of the Doha Round of nego-

tiations should not deter the government from seek-

ing trade arrangements with other countries. 

6.

7.

8.

9.



HIGHLIGHtS

Greater.mineral.exploration.

efforts.than.ever.before.will.

be.required.to.replenish.

Canada’s.declining.reserves.

if.the.country.is.to.exploit.

the.long-term.growth.in.

demand.for.metal.and.

mineral.commodities..

Governments.can.play.a.

major.role.through.tax.

policy.incentives,.the.provi-

sion.of.basic.geoscience,.

better.land.use.decision-

making.and.access,.and.

improvements.in.the.per-

mitting.process.

• Canada’s.major.mining.

companies.do.not.match.

the.scale.of.the.global.

“super.majors,”.but.sev-

eral.retain.the.dominant.

producer.position.in.their.

own.commodity.sector..

Canada.has.a.large.num-

ber.of.junior.exploration.

companies—a.strategic.

advantage.because.these.

companies.engage.in.

frontier.exploration..

The.nature.of.mining.

poses.potentially.signifi-

cant.risks.to.the.environ-

ment..Not.all.companies.

have.the.same.capacity.to.

provide.excellent.environ-

mental.stewardship..Both.

industry.and.governments.

share.the.responsibility.to.

ensure.that.all.compan-

ies.meet.environmental.

objectives.

•

•

New.mines.will.likely.be.

developed.in.remote.areas,.

close.to.Aboriginal.com-

munities.that.can.become.

important.economic.and.

environmental.steward-

ship.partners..Agreements.

between.mining.compan-

ies.and.Aboriginal.com-

munities.recognize.each.

other’s.rights.and.provide.

an.implicit.“social.licence.

to.operate”.that.represents.

the.community’s.consent.

to.responsible.mining..

Aboriginal.traditional.

knowledge.can.be.valu-

able.to.environmental.

management.practices.

•

4



SnAPSHot.oF.tHe.ISSueS

High commodity prices and positive market 

conditions have kept Canada’s mining sector 

in prosperous territory in recent years. Robust 

economic activity in emerging economies, particularly 

China but increasingly India, is driving demand for 

Canadian minerals and metals. Substantial interest from 

foreign investors reflects the strength of Canadian mining 

companies. The mining sector contributed $27 billion to 

gross domestic product (GDP)1 in 2005 and employed 

189,400 persons. (See Table 9.) It exported almost $45 bil-

lion, representing 10 per cent of total Canadian exports.

1.. The.GDP.figure.does.not.include.support.activities.for.mining..
Statistics.Canada.provides.data.only.on.combined.mining.and..
oil.and.gas.support.activities..

Although times are good, the sector is not without its 

challenges. With a lack of exploration activity for over 

a decade, Canada’s reserves of base and precious metals  

are declining rapidly. Few new mines are being developed, 

and possible exploration sites are located in increasingly  

more remote and environmentally sensitive frontier regions,  

making exploration and production more costly. The recent 

upturn in exploration is encouraging, but much more 

activity will be required to sustain the sector.

with.a.lack.of.exploration.activity.for.over.a.decade,.
Canada’s.reserves.of.base.and.precious.metals.are..
declining.rapidly.

Prior to the current boom in demand, Canada’s mining 

sector had been in survival mode for more than a decade.  

Mineral exploration activity in the country declined dur-

ing that time—the combination of low commodity prices 

and higher costs rendered exploration financially unfeas-

ible. Research and development (R&D) spending was 

curtailed and academic institutions with mining-related 

education and research programs found themselves at 

risk. Entrepreneurial, technical and financial leader-

ship was eroded. Mining came to be viewed as a sunset 

industry in Canada.

Increasingly during the 1990s, Canadian companies 

became involved in offshore projects, drawn to easier 

access world-class deposits in countries with a more 

Mining Sector:  
Boosting Exploration  
to Open New Mines

CHAPter.4

table.9.
Canadian.Mining.Sector,.Key.Statistics,.�005

Contribution.to.GDP $�7.billion

Share.of.national.GDP �.5.per.cent

Exports $44.8.billion

Share.of.total.merchandise.exports 10.3.per.cent

Direct.employment 189,400.persons

Share.of.national.employment 1.�.per.cent

Sources:.Mining.Association.of.Canada;.Natural.Resources.Canada;.
Statistics.Canada.
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attractive investment climate. This period saw Canadian  

companies evolve into major global mineral developers  

and significant ambassadors for Canada. At the same  

time, factors emerged worldwide that began to change  

the way that mining companies did business: activism in 

civil society, media scrutiny, Aboriginal and community 

empowerment, and expectations of environmental and 

social responsibility.

SeCtor.overvIew

The mining sector data can be broken down into three 

main subsectors: mineral extraction; primary metal manu-

facturing; and non-metallic mineral product manufactur-

ing. (See box “Description of Mining Subsectors.”) As a 

share of total mining GDP, the primary metal manufactur-

ing subsector is the largest, followed by mineral extrac-

tion and non-metallic mineral product manufacturing. 

(See Chart 6.) Between 1997 and 2005, there was a slight 

shift in the share of GDP, with mineral extraction losing 

share and primary metal manufacturing and non-metallic 

mineral product manufacturing gaining share. The data 

for an important mining activity are not available—the 

exploration and development of metals and minerals. 

Statistics Canada provides only combined data for mining 

and oil and gas exploration and development. While the 

charts and tables do not include these data, this chapter 

does discuss the opportunities and challenges facing min-

ing exploration and development.

In 2005, the mining sector directly employed  

189,400 Canadians, down from 205,700 in 1997.  

The number of workers in mineral extraction decreased 

significantly—by 23 per cent—during that period. 

Although this subsector represented 28 per cent of  

total mining employment in 1997, it now accounts for  

24 per cent. (See Chart 7.) The decline was steepest in 

coal extraction (46 per cent), while metal extraction fell 

by 35 per cent. Employment in non-metal extraction 

increased by 13 per cent, reflecting the emergence of 

Canada as a major diamond producer. Over the same 

description.of.Mining.Subsectors

Mineral.extraction: includes.the.primary.mineral.produc-
tion.activities.of.mining.and.concentrating..These.can.be.
divided.into.metal.mining.(gold,.silver,.zinc,.nickel,.copper,.
etc.),.non-metal.mining.(granite,.limestone,.diamonds,.
potash,.etc.).and.coal..

Primary.metal.manufacturing: includes.the.smelting,.
refining,.rolling,.extruding,.alloying.and.casting.of.primary.
metals.such.as.copper,.nickel,.aluminum.and.steel.

non-metallic.mineral.product.manufacturing: includes.the.
processing.of.such.products.as.abrasives,.gypsum,.lime,.
cement,.glass.and.ceramics.

Source:.Mining.Association.of.Canada.

Chart.6.
Share.of.Total.Mining.GDP
(per.cent)

Source:.Statistics.Canada.
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Chart.7
Share.of.Total.Mining.Employment
(per.cent).

Source:.Mining.Association.of.Canada.
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time period, employment rose in non-metallic mineral 

product manufacturing—it now represents 32 per cent 

of mining employment.

over.the.last.five.years,.minerals.and.mineral.products.
have.accounted.for.some.65.per.cent.of.the.volume.
handled.at.Canada’s.ports.and.some.60.per.cent.of.rail.
revenue.freight.

In 2004, Canada could boast of more than 200 mining 

establishments (metal, non-metal and coal mines); more 

than 3,000 stone quarries and sand and gravel pits; and  

about 50 non-ferrous smelters, refineries and steel mills.  

Capital investment in mining reached $4 billion in 2005, 

up 15 per cent from 2004 and 63 per cent from 2003.

Over the last five years, minerals and mineral products 

have accounted for some 65 per cent of the volume han-

dled at Canada’s ports and some 60 per cent of rail rev-

enue freight. Mining ranks among the top 10 industries 

in GDP per worker and also drives considerable R&D 

expenditures. In 2005, $504 million was spent on R&D 

in the mining and mineral processing industries.

Mining companies leave their mark on communities 

large and small:

Corporate headquarters and financial, consulting, 

technology and educational organizations are located 

in many urban centres. Toronto is the world’s leading 

city for mining finance—41 per cent of equity raised 

worldwide in 2005 was generated through the Toronto 

Stock Exchange (TSX). Vancouver holds claim to the 

world’s leading cluster of exploration companies and 

expertise,2 while Montréal is home to a number of 

mining companies and is an important location for 

mining R&D as well as education.3

Operational centres and supporting supplier and 

services firms, directly related to past or ongoing 

mining, operate in many mid-size towns—among 

them Yellowknife, Northwest Territories; Sudbury, 

Ontario; and Val d’Or, Quebec.

�.. Mining.Association.of.Canada,.2006 Facts and Figures,.p..1.

3.. Ibid.,.Annual Report 2006.

•

•

Skilled employees live and work in tiny commun-

ities such as Esterhazy, Saskatchewan, and Logan 

Lake, British Columbia, in close proximity to oper-

ating mines.4

The mining sector paid some of the highest weekly 

earnings in the country—average weekly wages in 

2005 in the sector were $1,099.5

FInAnCIAL.LeAderSHIP.ProduCeS.StrAteGIC.
AdvAntAGe
A key strength of the Canadian mining sector is its dom-

ination in mining finance and its ability to produce, fund 

and build mining companies with international interests. 

The TSX lists 60 per cent of the world’s public mining 

companies.6 From 1999 to 2004, Canadian equity finan-

cing in the sector totalled US$4.7 billion—47 per cent  

of the equity raised in the world. Of the 1,200 listed  

mining companies in Canada, almost 1,000 are junior 

exploration companies. This large number of companies 

represents a strategic advantage to Canada over foreign 

investment centres, because these companies are engaged 

in frontier exploration.7

A.key.strength.of.the.Canadian.mining.sector.is..
its.domination.in.mining.finance.and.its.ability.to..
produce,.fund.and.build.mining.companies.with..
international.interests..

Canada was the number one country for attracting 

mineral exploration investment from the late 1970s to 

the early 1990s. It then dropped to number two when 

Australia took the lead between 1992 and 2003. In the 

last couple of years, Canada has regained the top spot, 

accounting for 17 per cent and 19 per cent of global 

exploration investments in 2004 and 2005, respect-

ively. About 800 Canadian companies explore outside 

4.. Ibid.

5.. Ibid.,.2006 Facts and Figures.

6.. As.of.the.end.of.�005,.there.were.1,19�.mining.companies.listed.
in.Toronto,.484.in.Australia,.183.in.London,.55.on.the.American.
Stock.Exchange.and.50.in.Japan..Mining.Association.of.Canada,.
2006 Facts and Figures,.p..18.

7.. Prospectors.and.Developers.Association.of.Canada,.Federal  
investment tax credit.

•

•
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Canada, in more than 100 countries, and they occupy 

the largest share—40 per cent—of global exploration 

investments. 

Canada’s major mining companies do not match the scale 

of their primary global competitors, mainly transnational 

diversified companies from Australia, South Africa, the 

United Kingdom, the U.S. and Brazil, which have grown 

in recent years, mainly through consolidation. As recently 

as 1996, there were 28 major diversified mining conglom-

erates in the world. Today, that number has been almost 

halved, although the market capitalization of these power-

houses has nearly quadrupled. The evolution of Canadian 

mining corporations has favoured a wider array of more 

moderately sized firms that have grown mostly from 

among the juniors. Recently, two of Canada’s major min-

ing companies, Inco and Falconbridge, were snapped up 

by the international “super majors.”

Canada’s.major.mining.companies.do.not.match.the.
scale.of.their.primary.global.competitors,.which.are.
mainly.transnational.diversified.companies..

oPPortunItIeS.And.CHALLenGeS

dePLeted.MInerAL.InventorIeS
The persistently low commodity prices over the last 

decade resulted in curtailed mineral exploration activity. 

It is therefore not surprising that the national inventory 

of mineral deposits has been depleted. For example,  

at 6 per cent in 2000, Canada ranked fifth in world 

mine production of gold, behind South Africa, the  

U.S., Australia and China. In 2004, Canada’s share 

of production had fallen to 5.3 per cent, dropping the 

country to seventh place in the world.8 Chart 8 illus-

trates the persistent decline in proven and probable base 

metal reserves over the past 25 years. As mines closed, 

no new mine capacity was created to replace their ore 

deposits. At the same time, new mines were being 

developed in other countries, some by Canadian com-

panies, because the overall cost structure in those coun-

tries was lower. Today, Canada must stimulate mineral 

8.. Goldsheet.Mining.Directory,.“World.Gold.Production.”

exploration to replenish its reserves; this is critical to 

sustaining the country’s mining sector and meeting 

increased global demand.

The odds of finding a prospect that will eventually become 

a mine are low, and more than a decade of work may  

be required to take a mineral discovery to the status of  

a producing mine. Moreover, the investment required to  

support the complete mine life cycle—exploration, infra-

structure development, mine construction, production, 

mine closure and site reclamation—is considerable.

Exploration is equivalent to scientific R&D in other 

businesses, and through the years, Canada has become 

a global leader in mineral exploration. The sector’s 

strengths are its entrepreneurial culture, its system for 

raising risk capital, its technology, its expertise and its 

best practices.

A resurgence in commodity prices that started around 

2002 (see Table 10) triggered a dramatic rise in mineral 

exploration around the world. Significant investment in 

this activity ensued, with Canada benefiting as a major 

target for exploration. Recent worldwide exploration 

has focused on late-stage prospects (those already dis-

covered) because they are the best means to accelerated 

mine development. (See Chart 9.) Mine-site (close to 

an operating mine) and late-stage forms of exploration 

offer a higher probability of finding new ore.

today,.Canada.must.stimulate.mineral.exploration..
to.replenish.its.reserves;.this.is.critical.to.sustaining.
the.country’s.mining.sector.and.meeting.increased.
global.demand.

Grassroots exploration—preliminary activity that is con-

ducted to determine the existence, quality, location and 

extent of a resource—carries the largest degree of risk, 

but it is critical to the long-term sustainability of the sec-

tor. World-class deposits have been discovered within the 

last decade: diamonds in the Northwest Territories and 

nickel in Labrador. Once a potentially mineral-rich region 

has been identified, more intensive exploration unearths 

multiple economic deposits. The set-up of mines and their 

associated infrastructure then follows. 
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The major companies (those with operating mines)  

have historically dominated exploration. But since 

2002, exploration—and especially grassroots explora-

tion—has been led mainly by small junior companies.  

This trend can be attributed to many factors, including  

a paring back of exploration budgets by the majors 

during lean commodity-price cycles and an increased 

tendency toward company consolidation. The rational-

ization and budgetary shrinkage that typically follow a 

merger free up talented exploration geologists trained 

by the major companies. Those unemployed geologists 

then often open or move to work for small, technically 

experienced junior companies. This transfer of expertise 

is unlikely to be sustainable in future, given the declin-

ing number of major Canadian companies. But because 

the juniors play such a key role in the sector, develop-

ment of exploration by these small companies deserves 

particular stimulation.

deCLInInG.InveStMent.In.GeoSCIenCe
A central part of the exploration process is a clear 

understanding of a region’s geological potential. This 

understanding traditionally flows from the efforts of 

government scientists dedicated to gathering basic 

geological data, interpreting them and creating maps 

in support of private sector exploration efforts. The 

deficit pressures on government budgets of the 1990s 

led to reductions in the funding of basic geology, with 

a resultant loss of expertise and data important to grass-

roots exploration companies in Canada.

Chart.8
Canadian.Reserves.of.Major.Metals
(millions.of.tonnes).

Source:.Natural.Resources.Canada.
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table.10.. . . . .
Metal.Prices

unit 2001 2002 2003 2004 2005

Copper,.electrolytic.COMEX ¢/lb. 73.69 71.67 81.05 1�8.97 168.�3

Gold,.London.final $/troy.oz.. �69.98 309.97 363.51 409.�1 444.88

Lead,.London.Metal.Exchange,.cash ¢/lb. �1.34 �0.5� �3.34 40.19 44.�7

Nickel,.New.York.dealer,.cathode $/lb. �.83 3.10 4.45 6.34 6.81

Silver,.Handy.&.Harman $/troy.oz.. 4.41 4.63 4.91 6.69 7.34

Zinc,.London.Metal.Exchange,..
special.high-grade ¢/lb. 41.�7 35.31 37.75 47.51 6�.66

Source:.Mining.Association.of.Canada.. . . . . .

Chart.9
Worldwide.Exploration.Spending,.by.Stage.of.Development
(per.cent.of.total.budgets)

Source:.Metals.Economic.Group.
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ConSoLIdAtIon:.rISkS.or.oPPortunItIeS?
With the recent boom in commodity prices driving a 

revitalization of the mining sector worldwide, consoli-

dation in the sector (also assisted in part by persistently 

low interest rates) has once again become prevalent. 

In several high-profile cases, major historic Canadian 

firms have been purchased by foreign mining compan-

ies—leading to questions about whether the Canadian 

mining sector can survive in its current form and about 

its ability to compete globally.

with.the.recent.boom.in.commodity.prices.driving.a.
revitalization.of.the.mining.sector.worldwide,.consoli-
dation.in.the.sector.has.once.again.become.prevalent..

Canada’s largest mining companies—Inco and 

Falconbridge—have been swept up in the consolidation 

wave, and companies based in Europe, the U.S. and 

South America continue to show interest in purchasing 

high-quality Canadian companies. The latter will either 

be bought or buy others in this wave. Canada risks losing 

head offices in this process, but the probability of retain-

ing major regional offices that take advantage of local 

expertise is high. In addition, displaced executives from 

those offices would fit the bill as the high-quality talent 

required to augment existing small companies or to start 

up new ones.

The global mining arena is dominated by four diversi-

fied world mining companies, collectively known as 

the “super majors”: BHP Billiton, Rio Tinto, Anglo 

American and CVRD. Each has a market capitalization 

exceeding US$50 billion. Just a few years ago, the top 

three had a market capitalization of greater than US$20 

billion, and CVRD had a market capitalization greater 

than US$10 billion. If the remaining eight largest 

firms from 2003 (WMC, Inco, Xstrata, Phelps Dodge, 

Noranda, Falconbridge, Teck Cominco and MIM) had 

merged, the combined entity would still have been 

smaller than Anglo American.9 The actual consolida-

tion activity of the past two years has transformed those 

“remaining eight” into five. 

9.. Keevil,.Mining in the Next 20 Years.

The current consolidation trend is partly the result  

of demand for commodity exposure from large, diversi-

fied, generalist investment funds. Managers of these 

funds choose to be able to allocate a percentage of their 

portfolio to commodities. They want exposure to a 

diversified basket of commodities in the form of liquid 

assets—that is, large-market capitalization—that permit 

easy access and divestiture. The managers are not par-

ticularly interested in spending a great deal of time and 

effort allocating portions of their assets to specific com-

panies that specialize in a single metal. Consequently, 

large diversified mining companies tend to be more 

attractive to large institutional investors than single-

product mining companies.

the.current.consolidation.trend.is.partly.the..
result.of.demand.for.commodity.exposure.from..
large,.diversified,.generalist.investment.funds.

The world’s largest companies are traded chiefly in 

New York and London, where the market capitaliza-

tion (and hence liquidity) is greater than that of the 

Incos, the Norandas and the Falconbridges of Canada. 

Although these three mining firms were considered 

large by Canadian standards, they were quite small in  

the international arena. It might be argued that these 

companies, being the premier Canadian mining com-

panies, grew complacent about their financial liquidity 

with respect to the international investment community. 

After all, they were the biggest in Canada and well 

known around the world in their specific commodity. 

And so other large players, quick to realize the demands 

of the investment community, struck first and launched 

hostile bids to acquire these Canadian firms with the 

goal of significantly increasing their own diversity, size 

and liquidity. In essence, these international firms picked 

up on and acted on the demands of their investor or share-

holder base. (See box “What Drives the Consolidation 

Trend in Mining?”)

The TSX and TSX Venture Exchange are still among 

the best places in the world to raise mining capital; 

however, the major mining houses prefer listing with 
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the New York Stock Exchange (NYSE) and the London 

Stock Exchange (LSE), where all the largest investment 

funds go to shop. Long term, the NYSE and LSE are  

the “big boards”—the places where billions of dol-

lars in funding originate. The Canadian marketplace 

is far too small to support the capital requirements of 

the super majors. To diversify their risk exposure and 

increase their shareholder base on an international 

scale, most large Canadian companies will also seek  

to raise a portion of their capital in overseas markets.

Sound.Financial.underpinnings
At the beginning of 2006, four Canadian companies  

could be found among the world’s top 15 mining cor-

porations, by market capitalization. Each had a market 

capitalization exceeding US$12 billion. Interestingly, 

the combined market capitalization of the top five min-

ing companies in Canada at that time was greater than 

the market capitalization of the top 27 participants just  

20 years ago. These top five Canadian firms include  

the world’s largest producers of gold, uranium, zinc  

and nickel, and the world’s second-largest producer  

of aluminum.

The.lead.time.to.put.a.mine.into.production.from.discovery.
is.now.between.seven.and.nine.years..The.lack.of.explora-
tion.over.the.past.10.years.has.limited.the.opening.of.new.
mines..It.is.thus.quicker.and.less.expensive.to.acquire.
existing.production.to.meet.customer.demand.than.it.is..
to.explore,.obtain.permits.and.build.new.mines.

Mergers.and.acquisitions.activities.do.not.typically.gener-
ate.growth.in.the.form.of.new.production;.rather,.they.
consolidate.production.into.fewer.hands..Mergers.and.
acquisitions.merely.reshuffle.the.asset.mix.or.portfolios.
of.companies.to.allow.them.to.buy.better.assets.and.dis-
card.older.and.less.profitable.mines..This.enhances.the.
quality.of.their.portfolios.and.hence.their.ability.to.survive.
the.next.downturn.in.commodity.prices.

Most.generalist.investment.funds.require.market.capital-
ization.in.excess.of.US$10.billion.before.they.can.invest.
in.a.firm..This.requirement.is.driven.primarily.by.the.need.
for.stock.liquidity.and.additional.value.for.shareholders..
In.�005,.the.market.capitalization.of.the.entire.mining.
sector.was.estimated.to.be.less.than.US$450.billion.

Increased.size.typically.reduces.the.perception.of.risk.
attached.to.major.companies..Larger.companies.are.better.
positioned.to.absorb.the.rising.social.and.environmental.
costs.of.mining,.and.to.provide.assurances.to.governments.
that.they.will.be.able.to.honour.the.commitments.and.obli-
gations.that.they.entered.into.during.the.permitting.phase..
Increasingly,.many.environmental.costs.(environmental.
impact.statement.costs,.bonding,.etc.).and.social.costs.
have.to.be.met.upfront.before.a.project.can.begin.operating.
and.generating.revenue..Permitting.and.social.interaction.

1.

�.

3.

4.

are.as.much.games.of.patience.and.perseverance.as.they.
are.of.cost..Large,.diversified.players.can.afford.to.wait.
while.they.navigate.the.social,.environmental.and.techno-
logical.hurdles.to.bring.a.project.into.production.

The.larger,.diversified.mines.tend.to.have.more.geograph-
ically.diverse.operations.across.numerous.commodities..
This.diversification.of.risk.provides.earnings.stability.and.
hence.reduced.credit.risk.and.cost.of.capital,.thereby.
enhancing.project.returns.

Increased.control.of.mineral.production.by.fewer.players.
is.generally.believed.to.result.in.supply.behaviour.that.is.
more.rational,.giving.rise.to.better.long-term.prices.and.
profitability..Base.metals.(typically.owned.by.larger,.more.
diversified.companies).have.historically.provided.returns.
superior.to.those.of.gold.investments..Although.base.
metal.deposits.have.been.larger.and.longer.lived.than.
gold.deposits,.the.top.10.base.metal.producers.control.
between.65.and.75.per.cent.of.the.market..Despite.a.
number.of.large.mergers.over.the.last.three.years,.the..
top.15.international.producers.in.the.gold.industry.(before.
the.Barrick.takeover.of.Placer.Dome).were.generating.
about.40.per.cent.of.the.new.mine.supply.each.year.

An.inevitability.in.mining.is.that.most.of.the.near-surface.
and.highest.grade.deposits.have.already.been.discovered.
or.exploited..New.technologies.are.allowing.what.were.
once.historically.marginal.deposits.to.be.mined.econom-
ically..As.time.progresses,.grades.decline.and.unit.costs.
rise..To.combat.the.latter,.companies.need.to.buy.larger.
equipment.and.improve.their.economies.of.scale.

5.

6.

7.

Sources:.Bacchus,.“The.Changing.Outlook”;.Humphreys,.“Corporate.Strategies”;.Keevil,.Mining in the Next 20 Years;.Tomsett,.“Organic.Growth.”

what.drives.the.Consolidation.trend.in.Mining?
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Since the beginning of 2006, two of the major Canadian 

producers have been taken over by members of the 

super majors, creating considerable uncertainty about 

the prospects for the remaining large companies and 

for firms that service the sector. Whether the remain-

ing Canadian mining giants are sufficiently aggressive 

and their financial backers sufficiently risk tolerant to 

permit them to escape other international takeovers 

remains to be seen. Takeover avoidance will require 

that these firms grow by making their own acquisitions 

of major assets in competition with other heavyweight 

companies around the globe. 

Canadian companies may no longer dominate the min-

ing arena in terms of size, but several, including the 

Canadian divisions of the global super majors, retain 

the dominant producer position in their own commod-

ity grouping. Should the opportunity arise, they have 

the ability to develop and build a multi-billion-dollar 

project. And despite the recent rationalization, entrepre-

neurial spirit and an excellent capital base continually 

bring new players to the market.

Canadian.companies.may.no.longer.dominate.the.mining.
arena.in.terms.of.size,.but.several.retain.the.dominant.
producer.position.in.their.own.commodity.grouping..

Canada now hosts approximately 40 mining companies 

with a market capitalization in excess of US$1 billion. 

Many of these companies did not exist 10 years ago, 

a fact that testifies to the resilience and depth of the 

Canadian capital markets. Consolidation within this 

mid-size group, as well as within Canada’s majors, 

appears to be a logical development that will enhance 

the sector’s ability to assure its financial security.

A.Sensible.division.of.expertise
Although major companies discover a significant number 

of ore deposits, their exploration cost structures cannot 

compete with those of the lone prospector or individual 

entrepreneur. The combination of significant explora-

tion expertise in Canada and low barriers to entry into 

the exploration game has led to some of the world’s 

greatest mineral deposits being found by junior explora-

tion companies, entrepreneurs and lone prospectors. 

The majors, with their greater operating expertise and 

access to capital markets, then buy into the project and 

put the mine into production.

Loss.of.a.head.office.may.actually.spawn.several..
new.ventures.in.a.continuing.cycle.of.regeneration.

Although mergers and acquisitions result in larger, bet-

ter capitalized companies with more extensive resour-

ces to build and expand operations on an international 

scale, consolidation has its pros and cons:

Natural industry regeneration: The average pre-

mium in an unsolicited takeover is typically on the 

order of 25 to 30 per cent. The acquiring company 

must then generate extensive savings to illustrate 

to its shareholders that real synergies between the 

firms justify the transaction, with resultant accre-

tions in earnings or cash flow, or both. The demise 

of head offices and management teams typically 

triggers the formation of new exploration compan-

ies centred on the discharged personnel, who then 

advance long-forgotten or otherwise mothballed 

projects from within the merged companies’ asset 

portfolio. Thus, loss of a head office may actually 

spawn several new ventures in a continuing cycle  

of regeneration.

Synergies: A global mining company typically com-

prises a head office, a series of regional offices man-

aging a portfolio of assets, and dispersed operations. 

The major mining companies all use similar equip-

ment and infrastructure, and so opportunities to gen-

erate additional savings at the operating level may be 

significant. One example is the synergy between the 

operations of Inco and Falconbridge, which are in 

close proximity in Sudbury, Ontario.

Protecting a stake in R&D: Consolidation and 

closure of head and regional offices can generate sig-

nificant overhead savings for a new entity; however, 

these savings are typically achieved at the expense 

of research, technology and exploration budgets. The 

global economies of scale and market access open to 

large mining companies make those companies more 

likely to engage in in-house R&D. In 2004, Canadian 

mining companies invested US$204 million in R&D. 

Post-merger spending at a combined Inco, Noranda 

•

•

•
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and Falconbridge would have been interesting to 

observe, considering that their individual expendi-

tures in 2004 were US$37.8 million, US$25.2 mil-

lion and US$18.3 million, respectively, for a total of 

US$81.3 million. Similarly, the R&D efforts of these 

companies under their new owners will serve as a 

useful indicator of management intentions.

The outcome of future industry consolidation with the 

greatest potentially negative consequences for Canada  

is the disappearance of the super majors’ exploration 

dollars. Those firms may opt to spend their exploration 

and capital dollars in countries with lower costs, lesser 

environmental regimes and better opportunities. Canada 

therefore needs to provide incentives that will encourage 

increased spending by the juniors and intermediates.

the.expertise.of.the.Canadian.juniors.in.the.discovery.
and.extraction.of.almost.all.commodities.has.spanned.
the.globe..

A greater risk may be the long-term erosion of Canada’s  

capital market base should other countries and exchanges  

(perhaps Australia’s, or London’s Alternative Investment 

Market) be able to replicate Canada’s financial strength 

with duplicate products or favourable tax treatment of 

exploration funding. Canada has become the world leader 

in mining finance and infrastructure because the tax struc-

ture provided by flow-through share financing favours the 

exploration sector. 

The expertise of the Canadian juniors in the discovery 

and extraction of almost all commodities has spanned 

the globe. The largest mining companies still rely heavily 

on juniors to discover new deposits. Canadian mining 

and exploration firms not only handle the largest share 

of global exploration in Canada, but also dominate 

exploration in the U.S., South America, Central America, 

Europe and, most recently, Africa. So long as the cap-

ital base continues to help entrepreneurs raise funds 

for their exploration and discoveries, the mining sector 

should remain vibrant. (See box “Mining on the TSX.”)

Today, the super majors are beginning to concentrate their 

exploration efforts elsewhere. As a result, the production 

base may also start to shift elsewhere; however, expertise 

should remain in Canada as long as discovery of deposits 

and extraction of metals continue. For example, in a span 

of less than six years, Canada’s nascent diamond industry 

rose to the rank of third in world production and is cur-

rently supplying 15 per cent of the worldwide value in 

rough diamonds. Although the two operating mines are 

owned by foreign entities (which acquired the deposits 

from Canadian prospectors), those mines still provide 

significant opportunities for Canadians to strengthen their 

position in global mining. Canadian mining companies 

should retain financial leadership as long as they maintain 

their traditional expertise, key positions in the mining cap-

ital markets, and sufficient size and the financial capabil-

ity to bid for and build major mines. If this happens, 

Canadian capital markets will continue to be an incuba-

tor of world-class mining companies.

Mining.on.the.tSx

The.TSX.is.the.seventh-largest.stock.exchange.in.the.world.
and.the.third.largest.in.North.America,.with.a.market.cap-
italization.of.about.US$1,600.billion.in.�005..Mining.com-
panies.represent.10.per.cent.of.that.value,.and.the.listed.
companies.constitute.the.largest.peer.group.of.mining.
firms.in.the.world.

Mining.issues.on.the.TSX.Venture.Exchange.were.valued.
at.CDN$17.5.billion,.making.up.53.per.cent.of.the.total.
exchange,.at.the.end.of.�005..

The.decision.by.Australia’s.Normandy.Mining.(now.part.
of.Newmont).to.list.in.Canada.was.in.part.driven.by.the.
enhanced.liquidity.provided.by.the.Canadian.capital.markets..
The.average.time.needed.to.trade.Normandy’s.market.cap-
italization.in.Australia.was.one-and-a-half.years,.compared.
with.1�0.business.days.for.comparable.North.American.
companies..Canada.outranks.all.major.exchanges.in.the.
world.for.mining.equity,.raising.41.per.cent.of.all.mining.
equity.capital.in.the.world.in.�005..The.closest.competition.
came.from.Hong.Kong,.with.3�.per.cent.of.global.equity.
financings..The.TSX.Venture.Exchange.completed.more.
equity.financings.for.mining.interests.than.all.the.other.
exchanges.in.the.world.combined.

Sources:.Kitching,.“M&A’s”;.Mining.Association.of.Canada,..
2006 Facts and Figures.
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envIronMentAL.IMPACtS
The very nature of mining poses potentially significant 

risks to the environment. In particular, large quantities 

of fine rock particles from ore processing (tailings) and 

coarse waste rock are deposited on the landscape near 

the mine. The mine excavations and waste deposits and 

their potential chemical contaminants can have adverse 

effects on wildlife and their habitat, on human use of 

land and water, and on vegetation, terrain and air quality.

From.majors.to.juniors,.not.all.companies.have.the.
same.capacity.to.provide.excellent.environmental..
stewardship..

Two adverse impacts of mining have drawn widespread 

attention in the last two decades: the legacy of old mines,  

abandoned when environmental awareness and accept-

ance of responsibility were lacking; and a series of tail-

ings impoundment failures and spills through the 1990s 

that caused significant environmental damage and attracted 

worldwide media attention.

The reputation of the Canadian mining sector still suffers 

from the legacy of these past detrimental environmental 

impacts. Mining’s interaction with the environment attracts 

critical attention from environmental groups and media 

even as evidence mounts regarding successful precaution-

ary planning, mitigation of environmental risks, and rec-

lamation and monitoring. Industry and governments share 

a strong interest in demonstrating the successes of respon-

sible stewardship and taking responsibility for failures to 

protect the environment.

Environmental excellence has been prominently recog-

nized by the majors as both an ethical and a business 

priority in mining development. However, from majors 

to juniors, not all companies have the same capacity to 

provide excellent environmental stewardship. Industry 

and governments share a responsibility to ensure that 

all companies, regardless of size, are motivated and 

equipped to strive for environmental excellence. One 

misdemeanour on the part of a truant explorer or mine 

operator has significant potential impact on hard-won 

credibility with the public and investors. Policy, regula-

tion and voluntary initiatives will continue to play a 

vital role in ensuring that Canadian companies excel at 

meeting both environmental and social responsibilities 

at home and abroad.

The sector’s intentions will be challenged further by  

the fact that new mining development in Canada will  

be predominantly located in remote and sensitive fron-

tier regions. Companies will have to undergo increas-

ingly close scrutiny, so their standards of environmental 

performance will need to be consistently high, regard-

less of where projects are located. And of course, new 

mining development elsewhere in the world will involve 

Canadian companies in sensitive environmental and 

social situations abroad.

Protection.of.the.Canadian.environment.is.understood.
to.be.a.shared.objective.of.governments,.the.mining..
sector.and.society..

envIronMentAL.ASSeSSMent
Environmental assessment is defined as “a planning 

tool that requires early identification and evaluation  

of all potential environmental consequences of a pro-

posed undertaking and its alternatives, combined with a 

decision-making process that attempts to reconcile any 

approval of the proposed development with environ-

mental protection.”10

Protection of the Canadian environment is understood 

to be a shared objective of governments, the mining sec-

tor and society. The environmental assessment process 

designed to meet this objective subjects proponents 

to significant costs. Industry has heavily criticized the 

complexity, differentiation, stability and intergovern-

mental conflict involved in environmental regulation 

by the provinces and territories.11 Confusion about and 

overlap in regulations between the federal and prov-

incial jurisdictions seem to exist, and costly litigation 

10.. Castrilli,.Environmental Regulation.

11.. McMahon.and.Cust,.The Fraser Institute Annual Survey.
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has occurred, reflecting the potential inadequacy of 

regulations and regimes to manage the balance between 

environmental preservation and sustainable mining. 

Also, technological limitations restrict the ability to 

accurately predict, assess and mitigate the possible 

impacts of mining projects. Continually incorporating 

new and better technology into the process will help to 

ensure that the sector meets its objectives and continues 

leadership for Canada in environmental stewardship.

British.Columbia.is.the.most.highly.regulated.province.
in.Canada..It.has.38.acts.and.regulations.that.fall.under.
the.jurisdiction.of.the.Ministry.of.energy.and.Mines.

The Canadian Environmental Assessment Agency main-

tains that “environmental sustainability is emerging as 

a basis for competitiveness, and consumers, producers 

and investors are responding to this change. The effi-

ciency and effectiveness of an environmental assess-

ment process can contribute to a positive view of the 

country.”12 In light of the criticisms mentioned earlier 

that relate to the burdens of time, cost and accuracy, the 

Agency recommends a “timely and predictable environ-

mental assessment process” to promote Canada’s inter-

national competitiveness.

The Fraser Institute’s Policy Potential Index (PPI) 

attempts to determine the most investment-friendly 

regulatory environment for mining companies. In the 

2005–06 PPI survey of 322 international mining com-

panies that had invested more than $2 billion in new 

projects in 2005,13 Nevada achieved the top spot for 

mineral policies for the sixth straight year. Alberta, 

Manitoba, Quebec and Saskatchewan all placed in the 

top 10. Of 64 jurisdictions, British Columbia ranked 

23rd, an improvement over 44th place in 2004–05.

British Columbia is the most highly regulated province 

in Canada. It has 38 acts and regulations that fall under 

the jurisdiction of the Ministry of Energy and Mines. 

1�.. Canadian.Environmental.Assessment.Agency,.“Performance..
Report.”.

13.. McMahon.and.Cust,.The Fraser Institute.

The province appears to suffer uncertainty on many 

fronts: Aboriginal land claims, proposed parks and park 

boundaries, and environmental regulations. Regulatory 

duplication and inconsistency are not uncommon.

Recent political stability and government support for 

revitalizing the B.C. mining sector, as expressed in the 

2005 BC Mining Plan,14 appear to have been significant 

factors in a resuscitation of the province’s mining sec-

tor. Exploration success in B.C. has generated a string of 

new mining projects that now await environmental assess-

ment and permitting. The efficiency and effectiveness of 

the B.C. environmental assessment process will deter-

mine the speed with which new mines can be activated 

in response to market opportunities.

recent.political.stability.and.government.support.for.
revitalizing.the.B.C..mining.sector.appear.to.have.been.
significant.factors.in.a.resuscitation.of.the.province’s.
mining.sector..

Cumulative.effects
Concerns are often raised about the long-term effects on 

the environment that may occur as a result of not only 

a single action but also the combined effects of each suc-

cessive past, present and foreseeable future action. The 

impacts from a single development may not be signifi-

cant on their own but could become significant when 

combined with other impacts.

As mining development continues in more remote regions, 

environmental assessments will have to consider these 

cumulative effects. A Cumulative Effects Assessment 

(CEA) is now required in federal legislation when an 

action is subject to a federal environmental assessment 

under the Canadian Environmental Assessment Act. The 

Alberta Environmental Protection and Enhancement Act 

and the British Columbia Environment Assessment Act 

also include provisions for the assessment of cumulative 

effects. CEAs will likely continue to gain in importance, 

particularly in Canada’s North.

14.. Government.of.British.Columbia,.BC Mining Plan 2005.
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An.eMerGInG.CrISIS.In.tHe.workForCe
In Prospecting the Future, a study funded by the fed-

eral government’s Sector Council Program, a looming 

human resource crisis in the Canadian mining sector is 

identified.15 A critical shortage of physical scientists, 

engineers, technologists, technicians and skilled trades-

people is attributed to three factors:

Retirement will remove a large segment of the min-

ing sector workforce in the next decade. The age 

of that workforce already exceeds the age of the 

Canadian workforce in general, making the loss  

of these workers even more threatening.

Competition for workers exists within and outside 

the mining sector during strong economic times like 

the present. Workers with transferable skills are pre-

sented with attractive options in many domains.

The mining sector’s stereotypic image and 
cyclicality have historically impeded recruitment.16

All.occupations.in.Canada.are.poised.for.critical.future.
shortfalls,.but.skilled.tradespeople,.semi-skilled.workers.
and.miners.(where.only.7.5.per.cent.of.employees.are.
under.30).will.be.particularly.scarce..

Currently, half of the mining workforce is between the 

ages of 40 and 54, compared with only 39 per cent of  

the overall Canadian workforce. The sector therefore faces  

a significant reduction in available workers and exper-

tise when this group retires. And, even more disturbing, 

40 per cent of mining employees state that they plan to 

do so some time during the next 10 years. All occupa-

tions in Canada are poised for critical future shortfalls, 

but skilled tradespeople, semi-skilled workers and min-

ers (where only 7.5 per cent of employees are younger 

than 30) will be particularly scarce. (See Chart 10.) 

Attracting highly skilled, job-ready, adaptable workers 

to replace anticipated losses is already proving difficult.

15.. Mining.Industry.Training.and.Adjustment.Council,.Prospecting  
the Future.

16.. Ibid.

•

•

•

engaging.Aboriginal.People
Engaging Aboriginal people in the mining sector is a 

priority. In 1,300 communities across Canada, Aboriginal 

people make up more than 20 per cent of the population, 

and about 1,100 of those communities are located within 

200 km of an operating mine or advanced resource 

operation. The total estimated Aboriginal workforce 

across Canada is approximately 700,000—a number 

that is expected to grow to almost 800,000 by 2011. 

Mining companies are trying to increase the number of 

Aboriginal employees on staff, but this group may be 

underrepresented in the more highly skilled positions. 

Aboriginal workers are often hired for entry-level jobs that 

do not require certification.17 But this practice is becoming 

more difficult as even entry-level jobs now require a level 

of technological sophistication that can be obtained only 

through post-secondary technical training.

As the Aboriginal presence in the workforce grows,  

larger numbers of these workers may begin to seek career  

advancement and to pursue education and training oppor-

tunities with a view to moving into managerial and 

skilled-labour positions. In recent years, some mining 

companies have been recruiting and retaining significant 

numbers of Aboriginal workers. Examples include uran-

ium and diamond mining operations in Canada’s North.

Mining.companies.are.trying.to.increase.the.number.of.
Aboriginal.employees.on.staff,.but.this.group.may.be.
underrepresented.in.the.more.highly.skilled.positions.

Although only 5.3 per cent of the mining workforce is 

Aboriginal, this share compares favourably with that 

in the Canadian workforce overall, at just 2.6 per cent. 

This relatively higher participation in this sector is 

likely the result of the proximity of Aboriginal popula-

tions to mining operations, but is also due to a relatively 

new trend in Impact and Benefit Agreements between 

Aboriginal groups and mining companies. These agree-

ments represent a useful way to increase Aboriginal 

engagement in new mining projects.

17.. Ibid.
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However, Aboriginal success in mining can be further 

enhanced by improved education levels. Despite their 

“low-tech” image, mining operations and the explora-

tion ventures that precede them require high levels of 

technological sophistication, and management and sci-

entific understanding. But high school completion rates 

on reserves close to potential new mines are below the 

national average, a fact that is causing these Aboriginal 

populations to miss out on prime opportunities.

In 2001, 48 per cent of all Aboriginal students in Canada  

failed to complete secondary schooling.18 Furthermore, 

in that year, only 41.4 per cent of Aboriginal people  

15 years of age or older living on reserves had com-

pleted high school, compared with 68.7 per cent of the 

general Canadian population.19 Federal, provincial and 

Aboriginal representatives have been collaborating to 

find solutions, but despite some progress, serious issues 

remain.20 Until these education issues are resolved, 

Canada’s Aboriginal people cannot fully participate in 

the skilled labour force.

to.improve.the.situation.in.Aboriginal.education,.the..
federal.and.Aboriginal.governments.need.to.develop..
creative.solutions,.perhaps.in.cooperation.with.provincial.
education.departments.

This relative lack of labour force participation is partly 

a consequence of an education system that is failing 

reserve communities. Numerous organizations and 

commentators have condemned the appalling lack of 

educational achievement among Canada’s Aboriginal 

populations and have called upon the federal govern-

ment, which provides the funding, to take decisive and 

urgent action to improve the quality and accountability 

18.. Mendelson,.Aboriginal Peoples and Postsecondary Education,..
pp..10–1�.

19.. Auditor.General.of.Canada, 2004 Report,.pp..7,.10.

�0.. Ibid.,.pp..10–17;.Indian.and.Northern.Affairs.Canada,.Education 
Action Plan,.pp..1–4,.17,.18;.Assembly.of.First.Nations,.First 
Nations Action Plan,.pp..1–9;.Ibbitson,.“Aboriginal.Debate.”

of the education systems that serve these populations. 

Education at all levels, from elementary to post- 

secondary, has been criticized.21

The mining sector can help with recruitment programs 

and on-the-job training, but the basic need for students 

to complete their courses is in the hands of the reserve 

education system, now predominantly led by band 

organizations and the federal government. The latter is 

responsible for funding education on reserves, and the 

bands typically deliver the service in accordance with 

provincial core curricula.

To improve the situation, the federal and Aboriginal 

governments need to develop creative solutions, perhaps 

in cooperation with provincial education departments, 

which have significant expertise in education deliv-

ery. A model involving the private sector is currently 

operating in Alberta and could form one of a suite of 

�1.. Auditor.General.of.Canada,.2000 Report,.pp..4–5,.499.to.4-4-11,.
4-13.to.4-17,.4-��;.Ibid.,.pp..1–7,.17–�0,.�5,.�6,.�9;.Assembly.
of.First.Nations,.First Nations Action Plan,.pp..1–9;.Mendelson,.
Aboriginal Peoples and Postsecondary Education,.pp..34–37;..
Ibid.,.Aboriginal Peoples in Canada’s Labour Market,.pp..15–18,.
38,.39;.Ibbitson,.“A.Bleak.Choice”;.Alexander,.“We.Must.Help.
Aboriginals.”

Chart.10
Age.of.Mining.Workers,.by.Occupational.Group,.�005
(per.cent;.share.of.survey.respondents)

Source:.Mining.Industry.Training.and.Adjustment.Council.
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solutions to enhance governance and transparency in 

the system, while delivering improved results. In the 

case of the Sunchild Learning Community, the private 

sector’s interest in competent and successful workers is 

helping focus the attention of its government partners on 

achieving improved outcomes. The project is still rela-

tively new, but results to date suggest that it is a promis-

ing model that warrants further examination.22

women.accounted.for.only.13.per.cent.of.all..
employees.in.mining.in.2003,.substantially.below..
the.national.average..

engaging.other.Populations.
Less than 3 per cent of workers in the mining sector are  

members of visible minorities. This proportion is well  

below the national average of 12.6 per cent. Furthermore, 

Statistics Canada census data from 2001 indicated that 

the proportion of recent immigrants working in the  

mining sector was 0.5 per cent, markedly lower than 

the 1.9 per cent of recent immigrants employed in the 

Canadian economy as a whole.

��.. Greenall,.Formative Evaluation. 

Women accounted for 13 per cent of all employees in 

mining in 2003, substantially below the national average 

(46.9 per cent). Only 14.6 per cent of mining employers 

surveyed for a study sponsored by the Mining Industry 

Training and Adjustment Council23 said that they had 

recruitment policies that targeted women.

Improving.Participation.in.education.Programs
The enrolment of students in mining education programs 

(engineering, geology, metallurgy and technology) fell 

dramatically during the last decade,24 reflecting the sec-

tor’s down cycle, its poor safety image and its image as 

a sunset industry. From 1998 to 2002, 40 per cent fewer 

undergraduates enrolled in mining-related programs than 

in previous years. Geological, materials, metallurgical 

and environmental engineering programs showed similar 

reductions—at the same time that overall engineering 

enrolments at Canadian universities rose by 19 per cent. 

(See Chart 11.) In spite of falling enrolments during the 

last decade—and in contrast to the situation in the U.S., 

Australia and Europe—Canada has been fortunate not 

to experience the loss of any of its nine university-based 

mining schools.

�3.. Mining.Industry.Training.and.Adjustment.Council,.Prospecting  
the Future.

�4.. Scoble,.“The.Crisis.”

Chart.11
Change.in.Engineering.Undergraduate.Enrolments,.1998.to.�00�.
(per.cent)

Source:.Mining.Industry.Training.and.Adjustment.Council.
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MeetInG.SoCIAL.reSPonSIBILItIeS
Several factors, particularly progress in civil society  

and community empowerment, have recently underlined 

the mining sector’s need to meet its social responsibil-

ities in and around mines and their communities, at 

home and abroad. The sector is moving toward new, 

deeper relationships between mines and society, with 

an increased focus on local impacts and benefits to mine 

communities. And so two key questions arise: What are 

the sector’s social responsibilities? And how does the 

sector relate to other stakeholders? 

One interpretation of sustainable development as applied  

to mining considers environmental and social respon-

sibilities to be integrated with economic development and 

accountable decision-making. The challenge is to adapt 

the corporate culture to achieve new levels in economic, 

environmental and social performance. Priority actions 

to meet this challenge should include monitoring and 

reporting on performance, learning through case studies, 

and using voluntary initiatives to evolve best practices.

Several.factors.have.recently.underlined.the.mining.
sector’s.need.to.meet.its.social.responsibilities.in..
and.around.mines.and.their.communities,.at.home..
and.abroad.

Sustainable development finally became a major issue 

for the mining community in 1998, when nine major 

transnational mining companies began to collaborate  

on the Global Mining Initiative.25 That project pro-

duced a blueprint for transition to sustainable develop-

ment in mining, and its learnings and recommendations 

were highly valuable. Unfortunately, the follow-up 

from the project has been disappointing. Nevertheless, 

the Mining Association of Canada continues to use its 

Towards Sustainable Mining initiative with some effect 

to drive change within the sector.26

�5.. International.Institute.for.Environment.and.Development,.and.World.
Business.Council.for.Sustainable.Development,.Breaking New Ground.

�6.. Mining.Association.of.Canada,.Annual Report 2005.

Companies have varying capacities to respond to the 

many drivers of sustainable development. For example, 

peer pressure exerted through the Mining Association of 

Canada and the Prospectors and Developers Association 

of Canada can drive mining to minimize negative impacts 

while enhancing positive benefits to corporate stakehold-

ers. Capacity building is important for junior compan-

ies—particularly with regard to engagement with local 

communities. Juniors are usually the first into an area,  

and their performance significantly affects relationships 

and expectations throughout the mining cycle.

Having.a.damaged.reputation.is.hazardous.at.a.time.
when.obtaining.a.“social.licence.to.operate,”.or..
community.buy-in.to.a.project,.is.becoming.mandatory.

Reputation damage stands out among other risks for 

mining companies and investors. It poses a significant 

concern because it can affect access to land, commun-

ity relations and investor confidence. Having a dam-

aged reputation is hazardous at a time when obtaining 

a “social licence to operate,” or community buy-in to a 

project, is becoming mandatory.

Recently, external benchmarking initiatives that attempt 

to rate company performance have emerged. Investors 

and fund managers are using them to screen investment 

targets on their environmental and social policies and 

performance. The Dow Jones Sustainability Index and 

the United Kingdom’s FTSE4GoodIndex are among the 

most advanced of these benchmarking tools. A more 

recent scheme is the Citigroup Sustainability Mining 

Index. It aims to “take a broad view of sustainable 

development that encapsulates not only sustainability 

governance and human rights, health, safety and environ-

ment . . . but also commodity issues, country risk aspects, 

mine development prospects, and companies’ ability to 

access capital.”27 This novel and extended view of sus-

tainability is strongly oriented to valuation on behalf of 

the investor.

�7.. Citigroup.Research,.Towards Sustainable Mining.
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Mining companies have responded to this pressure from 

investors. Led by such majors as Teck Cominco and 

Falconbridge, the companies have moved beyond simply 

defining their environmental policies to including volun-

tary best practices. This culture of environmental com-

mitment needs to be spread to the smaller companies, 

aided by Mining Association of Canada and Prospectors 

and Developers Association of Canada initiatives.

Corporate social responsibility initiatives in the mining 

sector vary from international agreements and programs 

to national policy, legislation and regulation. They also  

include financial lending sector and investment require-

ments (e.g., Equator Principles). The resulting benefits  

are shared by industry (increased flexibility and certainty, 

plus improvements in public image) and governments 

(cooperative efforts to meet environmental goals).28

exploration.and.mineral.development.will.gain.momen-
tum.only.if.industry.can.improve.its.trust.partnership.
with.communities.throughout.the.mine.life.cycle..

Reaction to these efforts has been mixed. Some mem-

bers of the mining sector have criticized the initiatives 

because of a perceived threat of government regulatory 

follow-up. Others view voluntary initiatives as a cost-

effective approach to compensate for weak, reactive 

regulatory systems. Fostering these measures and draw-

ing the commitment of a diverse range of companies in 

the mining sector are worthy pursuits.

Communities.and.Aboriginal.Peoples
Recognition is growing for the notion that mineral 

development must be built on a foundation of trust 

between the company and the affected communities—

in Canada, this particularly means Aboriginal com-

munities. Exploration and mineral development will 

gain momentum only if industry can improve its trust 

partnership with communities throughout the mine life 

cycle. Such improvements require that awareness of 

social and political issues be spread through the cor-

�8.. Organisation.for.Economic.Co-operation.and.Development,..
OECD Environmental Performance Reviews.

porate culture. One route to integration runs through 

the environmental assessment process, coupled with 

effective socio-economic assessment.

The current trend of building communication and partner-

ships in the form of Memoranda of Understanding and/or 

Participation (Impact and Benefit) Agreements with 

Aboriginal peoples is likely to accelerate. Governments 

appear to be encouraging engagement and agreement  

of this sort, independent of the environmental assess-

ment process.

For the moment, these agreements (often confidential 

between the company and a particular Aboriginal group) 

have been confined to the mine development phase; 

however, they could be extended to the cycle of explor-

ation activity. These agreements are not an alternative 

to government resolution of outstanding issues of rights 

and of use of lands and resources. Rather, they affect 

only the Aboriginal peoples associated with a particular 

project. A fundamental feature is typically the com-

pany’s recognition of traditional rights, title and inter-

ests in the project area. In return, Aboriginal peoples 

recognize the company’s right to explore and develop 

mineral resources in the area.

the.current.trend.of.building.communication..
and.partnerships.in.the.form.of.Memoranda.of.
understanding.and/or.Participation.Agreements..
with.Aboriginal.peoples.is.likely.to.accelerate..

Agreements enhance partnerships in environmental 

stewardship by integrating Aboriginal values, concerns 

and priorities into the environmental management 

context. They make good business sense: Aboriginal 

traditional knowledge provides a wealth of information, 

from the acquisition of baseline data to the determina-

tion of valued components. And these agreements con-

tribute significantly to the sustainability of Aboriginal 

communities.

Acquiring the social licence to operate from local com-

munities means demonstrating corporate accountability, 

credibility and capacity while promoting a fair distribution 
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of benefits to the community from the mining oper-

ation. A social licence to operate represents the com-

munity’s unwritten consent to responsible exploration, 

development and extraction of local mineral resources. 

Exploration is the first point of contact; how the company  

exploration staff first engages with the community is crit-

ical. Project planning must ensure an early, integrated 

and comprehensive analysis of the relevant political, 

economic, social and technological factors. Finally, the 

management team has to adopt and support a holistic 

approach to exploration and mine planning that is dedi-

cated to integrating community values and practices.

workforce.Health.and.Safety
Taking responsibility for the health and safety of the mine  

workforce and their associated communities is basic 

to the sector. In the last couple of years there has been 

a series of tragic mine accidents, notably in the U.S. 

and China. These accidents have been associated with 

underground coal mining, a particularly challenging 

operational environment.

the.quality.of.life.in.mining.camps.requires.closer.
assessment,.particularly.as.“fly-in,.fly-out”.operations.
become.more.commonplace..

Canada is not without its tragic experiences of under-

ground mining disasters, in both hard rock and coal 

mines. As recently as January 2006, 72 miners were 

rescued from an underground potash mine in Esterhazy, 

Saskatchewan. Overall, though, Canadian mining com-

panies have good safety standards, and they exercise 

continuous improvement by emphasizing the need to  

be always vigilant.

The quality of life in mining camps requires closer assess-

ment, particularly as “fly-in, fly-out” operations—where 

the workers are brought to the remote area for a speci-

fied period and then returned to their homes—become 

more commonplace. With this method of workforce 

management, small isolated resource towns (that are 

eventually abandoned at the end of the mine’s life) need 

not be built. New studies into the subject should address 

the basic physical and mental health of this commuter 

workforce, as well as the resilience of their home families 

and communities under potential stress from separation, 

particularly in remote Aboriginal communities. Mining 

development has a significant opportunity to bring health 

benefits to communities and alleviate poverty, especially 

in northern Canadian and developing world locations. 

However, it is important to understand the implications  

of these developments on communities.

GovernMent.And.InduStry.ACtIonS..
to.StrenGtHen.tHe.MInInG.SeCtor

envIronMentAL.BeSt.PrACtICeS.
Canada’s mining sector is active in implementing environ-

mental best practices. This has included implementing 

the provisions of the Metal Mining Effluent Regulations 

created under the federal Fisheries Act in 2002.29 These 

regulations impose effluent discharge limits and apply to 

about 100 metal mines operating in Canada. They also 

require environmental effects monitoring to determine 

whether mine effluent is affecting fish, fish habitat or  

the use of fisheries resources. The “no net loss” principle 

established by the Department of Fisheries and Oceans, 

while not necessarily favoured by industry, tries to 

achieve sustainability. The principle recognizes that loss 

of fish habitat stemming from mining operations can be 

compensated by future fish habitat gain.

direct.costs.for.each.mine.tailings.impoundment.failure..
in.recent.years.have.ranged.between.$70.million.and..
$150.million.

Tailings management—a business risk inseparable from 

mining—is another area of concern.30 Direct costs for 

each mine tailings impoundment failure in recent years 

have ranged between $70 million and $150 million. The 

Mining Association of Canada formed a Tailings Working 

Group that was tasked with developing guidelines for the 

safe and environmentally responsible management of tail-

ings and with promoting awareness of effective facility 

management. The resulting statement of best practices has 

�9.. Mining.Association.of.Canada,.Annual Report 2005.

30.. Gardiner.and.Gladwin,.“Managing.Tailings.”



66. |. The.Conference.Board.of.Canada

been recognized internationally for the high standards it 

has set for the sector. The goal is for Mining Association 

of Canada members to self-audit against these and other 

performance indicators, and for some form of third-party 

verification to eventually follow.31 (See Table 11.)

A joint government–industry project is tackling the 

problem of metal leaching and acid rock drainage 

that can occur at abandoned mines because of sul-

phide minerals and their products in mine waters. This 

environmental liability is the largest facing the mining 

sector—and, to a lesser extent, the public—from aban-

doned mines. The Mine Environment Neutral Drainage 

Program implemented by Natural Resources Canada has 

reduced the liability by at least $400 million through  

a research investment of $17.5 million.32 However, the 

work is not complete; essential research to resolve sig-

nificant issues is still ongoing.

A.joint.government–industry.project.is.tackling.the.
problem.of.metal.leaching.and.acid.rock.drainage..
that.can.occur.at.abandoned.mines.

The Britannia Project in British Columbia is another 

initiative that has significant potential to create an 

improved social image for mining. The project aims 

to transform an historic mine site on the Sea to Sky 

Highway—a site with a significant legacy of adverse 

environmental impacts—into one of Canada’s pre- 

eminent sustainability-focused research, education  

and entertainment destinations.

The Voisey’s Bay nickel mine and mill in Newfoundland 

and Labrador is a recent example of the sector’s growing 

commitment to incorporating Aboriginal traditional eco-

logical knowledge into its operations. Inuit traditional 

knowledge is integrated into the continuing “monitor-

ing and management of environmental performance at 

Voisey’s Bay.”33 The Canadian Environmental Assessment 

Agency cites Voisey’s Bay as an example of how a com-

bination of expertise—government, traditional and other—

31.. Mining.Association.of.Canada,.Annual Report 2005.

3�.. Natural.Resources.Canada,.“Mine.Environment.”

33.. Inco.Limited,.“�004.Health.”

contributes to a comprehensive environmental review.34 

Industry and governments have also created the large-scale 

National Orphaned/Abandoned Mines Initiative to identify 

and remediate older orphaned and abandoned mines.35 

These and similar efforts could be intensified.

the.voisey’s.Bay.nickel.mine.and.mill.is.an.example.
of.the.sector’s.growing.commitment.to.incorporating.
Aboriginal.traditional.knowledge.into.its.operations..

The participation of Aboriginal peoples in the environ-

mental assessment process is critical to its effective-

ness, but the first order of business is to enhance the 

ability of these communities to participate. To that end, 

Indian and Northern Affairs Canada helped develop the 

Environment Capacity Development Initiative to sup-

port First Nations, Innu and Inuit groups in their efforts 

to promote environmental stewardship consistent with 

the principles of sustainable development. The goals 

of the initiative are straightforward: to improve public 

health and safety, to protect the natural environment, 

and to support the development, management and use 

of Aboriginal traditional knowledge.36

StrenGtHenInG.eduCAtIon.And.SkILLS
Companies such as Syncrude, Cameco, Diavik and 

BHP Billiton have successfully implemented human 

resource initiatives related to school programs, essen-

tial skills workplace training, and company leadership 

programs. At the Ekati diamond mine in the Northwest 

Territories, for example, BHP Billiton established a 

Workplace Learning Program to bring workplace learn-

ing, Aboriginal content, and personal and community 

interest together in a program that can be customized 

for individuals. It teaches the essential skills (reading, 

writing, math and oral communication) that workers 

need to pass trade entrance exams or take correspond-

ence courses.37

34.. Canadian.Environmental.Assessment.Agency,.“Voisey’s.Bay.”

35.. National.Orphaned/Abandoned.Mines.Initiative,.“National.
Orphaned/Abandoned.Mines.”

36.. Indian.and.Northern.Affairs.Canada,.“Environment.Capacity.”

37.. Campbell.and.Kitagawa,.Building Essential Skills.
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Governments and industry have also responded to 

the 2005 study by the Mining Industry Training and 

Adjustment Council that identified the concerns around 

the recruitment of Aboriginal people, youth, women 

and minorities. To address these issues, the Council 

was transformed: its board of directors has evolved to 

include not just industry associations, but also repre-

sentatives of the Aboriginal community, post-secondary 

educational institutions, organizations promoting women 

in non-traditional roles, and organized labour. The new 

entity, the Mining Industry Human Resources Council, 

has been tasked with a new mission: to provide compre-

hensive solutions to national human resource challenges 

facing the mining sector.38

Partnerships.aim.to.develop.comprehensive.Aboriginal.
human.resources.training.plans.that.cover.basic.skills,.
literacy.and.academic.upgrading.through.job-specific.
training.and.apprenticeships.

A pilot program by Human Resources and Social 

Development Canada at the Voisey’s Bay mine in 

Newfoundland and Labrador is helping Aboriginal 

people develop skills to work in the mine. The five-

year, $85-million Aboriginal Skills and Employment 

Partnership has brought together the Voisey’s Bay 

Nickel Company, the Innu Nation, the Labrador Inuit 

Association, the Labrador Métis Nation, and the Province 

of Newfoundland and Labrador. Partnerships such as 

these aim to develop comprehensive Aboriginal human 

resources training plans that cover basic skills, literacy 

and academic upgrading through job-specific training 

and apprenticeships.

Another series of partnerships across Canada has recently 

been driving other new mining education initiatives. 

In British Columbia, for example, the provincial gov-

ernment, industry and educational organizations at all 

levels are working toward forming the B.C. Mining 

Education Network, which uses existing resources to 

coordinate mining education, training and employment 

opportunities, and to build on past accomplishments.

38.. Mining.Industry.Human.Resources.Council,.“Organizational.Profile.”.

table.11.
Vision.of.a.Mining.Sector.With.a.Maximized.Contribution..
to.Sustainable.Development

the.worst.of.the.Past A.vision.of.the.Future

Mineral.revenues.that.are.spent..
outside.the.public.view.for.the..
benefit.of.a.few

Mineral.wealth.spent.transparently..
to.support.social.and.economic.
goals

Long-running.disputes.with..
landowners.about.compensation

Disputes.resolved.efficiently.and.fairly

Tariff.and.non-tariff.barriers.that.
deter.developing.countries.from.
establishing.downstream.industries

A.level.playing.field.where.free.trade.
works.more.equitably

Mining.development.as.a.threat.
to.protected.areas.and.biological.
diversity

Mining.development.in.appropriate.
places.and.as.a.source.of.revenue.
to.ensure.the.protection.of.areas.
critical.to.biodiversity

Companies.that.set.their.own.rules.
in.protected.enclaves

A.shared.system.of.laws.and..
practices.that.applies.to.everyone

Government.decisions.taken..
privately,.without.accountability..
and.based.on.poor.information

Decisions.taken.publicly,.after..
consultation.with.affected.parties,.
based.on.clear.criteria

Mining.and.recycling.industries..
seeing.each.other.as.competitors

An.integrated,.complementary.
approach.to.management.of..
materials.in.use.

Consumers.who.have.no.idea.of..
the.source.of.the.minerals.they.use

Consumers.who.know.the.source..
of.the.products.they.use.and.
increasingly.act.on.that.knowledge

Mining.development.seen.as..
a.threat.to.indigenous.peoples’..
cultures.and.societies

A.mining.sector.that.works.in.part-
nership.with.indigenous.peoples.and.
communities

Frequent.disputes.and.armed.conflicts Fair,.equitable,.and.accepted.ways..
of.preventing.and.resolving.disputes

Mining.sector.operations.endanger-
ing.worker.and.public.health,.and..
causing.deaths

A.sector.that.promotes.improve-
ments.in.public.health

A.legacy.of.ghost.towns,.poverty.
and.pollution

Integrated.planning.for.sustained.
post-closure.environmental,.social.
and.economic.benefits

Infrequent.exchanges.among.a.few.
stakeholders

Ongoing.and.inclusive.dialogue.
among.all.stakeholder.groups

Source:.Adapted.from.the.Mining,.Minerals.and.Sustainable.Development.Project.
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tAxAtIon.And.reGuLAtIon.ProGrAMS
Various financial programs operated by both indus-

try and governments have fostered an environment in 

which opportunities and technological advances have 

led to mineral discoveries and exploration success. The 

B.C. Mining Flow-Through Share Tax Credit program, 

for example, was recently extended to 2008. Federally, 

the Investment Tax Credit for Exploration (also known 

as “super flow-through”) has also been extended. These 

programs have had major beneficial impacts on the abil-

ity of companies to raise exploration funds. They have 

increased Canada’s share of exploration investment 

worldwide, and have helped to keep exploration invest-

ment and new discoveries within Canada. These instru-

ments are the envy of companies in mining countries 

such as Australia, South Africa, Brazil, Chile and Peru.

IMProvInG.GeoSCIenCe.knowLedGe.
Under the significant budgetary pressures of the 1990s, 

governments across Canada reduced many of their 

routine data-gathering programs, including those that 

gather geoscience data. Given the importance of basic 

information to exploration activities, reinstatement of 

geoscience data gathering is critical to the redevelopment 

of Canada’s mining sector. In 2005, the B.C. provincial 

government fostered the expansion of geoscience data  

by providing a $25-million grant to establish Geoscience 

BC. This non-governmental organization is charged 

with facilitating the generation of geoscience data for 

the benefit of the mining and energy sectors.

SuMMAry

The recent rise in commodity prices signals a rebound 

for Canada’s mining sector. Domestic mineral exploration  

has already increased significantly, but a depleted domes-

tic mine inventory can and must be restored beyond 

historical levels if the sector is to exploit the long-term 

growth in demand for metal and mineral commodities. 

Restoring the inventory will require greater exploration 

efforts than ever before.

Government incentives combined with improvements  

in regulatory efficiency and effectiveness will foster a  

vibrant mining sector, including the cadre of junior firms 

(those most responsible for new discoveries), and will 

ensure that exploration successes can be translated into 

viable and environmentally responsible new mines. 

Government support for the development of exploration 

technology and updated geoscience databases is another 

high priority. Their investment in infrastructure and pro-

grams that aim to resolve issues of land planning and 

access are also essential, as is progress in developing 

new relationships with Aboriginal peoples to resolve 

issues of rights and title. Creating a new environment for 

Aboriginal participation in mining development will con-

tribute to a healthy exploration and investment climate.

various.financial.programs.operated.by.both.industry.
and.governments.have.fostered.an.environment.in.
which.opportunities.and.technological.advances.have.
led.to.mineral.discoveries.and.exploration.success.

The sector is making progress on incorporating environ-

mental and social responsibility within its strategies and 

actions. But fully sustainable mining can be achieved 

only by cultivating a sector that is proactive, adaptive 

and resilient. These characteristics will allow the sector 

to accommodate global dynamics and to prepare for the 

inevitable decline that will occur in commodity prices.

GoInG.ForwArd

StIMuLAte.MInerAL.exPLorAtIon
Major companies finance their exploration activity  

mainly from income generated by their operating mines.  

Financing for junior companies comes from the financial 

markets or from joint ventures with major companies. 

Governments can play a significant role in supporting 

both groups of companies through tax policy, land use 

decision-making and access, and the permitting process.



The.Conference.Board.of.Canada. |. 69

Governments at all levels need to work with the finan-

cial markets to ensure that reporting protocols and 

regulations are coherent and transferable across Canada. 

Some regulatory agencies would need to cede control of 

certain functions to other regulatory agencies; this sort 

of coordination will minimize the time and money spent 

on compliance. For example, geoscientists are currently 

required to be registered in each province or territory 

in which they work in order to prepare documents for 

submission to the securities and financial institutions. 

Many geoscientists therefore choose to maintain regis-

trations in multiple provinces. A single, nationwide 

registration for qualified geoscientists would simplify 

the regulatory process, ease their time and financial 

burdens, and ensure that a common set of standards  

are maintained across Canada.

Governments should simplify the process of securing 

permits while simultaneously ensuring full compli-

ance and adherence to best practices. Industry should 

work closely with government agencies at all levels 

to develop a uniform permitting process that meets a 

rigorous set of guidelines agreed to by all stakeholders.

Canadian industry associations and governments should 

continue their efforts to lead in establishing safe and 

environmentally and socially responsible best practices 

for exploration. Canadian exploration guidelines, such as 

the Environmental Excellence in Exploration (E3) Best 

Practice Guidelines,39 should be promoted to all compan-

ies from the juniors to the majors, and to developed and 

emerging nations where Canadian firms are engaged. 

A.single,.nationwide.registration.for.qualified.geo-
scientists.would.simplify.the.regulatory.process,..
and.ease.their.time.and.financial.burdens.

Exploration and mine development in the coming years 

will depend on reinvigorating government funding of 

basic geoscience within government research depart-

ments and in academia. The resulting data and informa-

tion will help determine the choice of exploration targets.

39.. Prospectors.and.Developers.Association.of.Canada,.A Brief.

renew.HuMAn.CAPItAL
Recruitment of new workers must be a high prior-

ity. Government and industry initiatives targeted to 

Aboriginal people, youth, women and immigrants—

and partnerships involving governments, industry 

and educational institutions—need to be fostered to 

increase enrolments in training programs. Fortunately, 

Canada retains a critical mass of academic support that 

can be rejuvenated and coordinated through prompt 

investment. Governments and industry should cooper-

ate in that investment, possibly involving clusters for 

research and education networking.

recruitment.of.new.workers.must.be.a.high.priority..
Government.and.industry.initiatives.targeted.to.Aboriginal.
people,.youth,.women.and.immigrants.need.to.be..
fostered.to.increase.enrolments.in.training.programs..

Mining companies must adapt their human resource 

policies so that older workers can continue to add 

value—perhaps through mentoring and flexible work 

arrangements. The sector’s large number of workers 

nearing retirement represents a significant wealth of 

knowledge, expertise and experience. Those attributes 

could be tapped for meaningful continuing contribu-

tions to the sector’s future. By exploring options to 

ensure the continued involvement of this group, useful 

ways to transfer skills and knowledge to new entrants 

could be found, and gaps in the workforce could be 

filled until new entrants are ready to lead.

With government support, industry must continue to 

develop improved employment and education opportun-

ities for Aboriginal people to increase their participa-

tion in mining. Mechanisms such as Impact and Benefit 

Agreements with local Aboriginal bands and job-training 

programs at the facilities must be actively pursued.  

But a large part of the long-term sustainable solution 

involves preparing the Aboriginal population for the 

challenging roles that will be available. This would 

entail federal and Aboriginal governments working 

together to improve the on-reserve education system  

so that high school completion rates begin to approach 
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the national average. Both should also cooperate with 

the provincial education departments and the private 

sector to find creative solutions.

Particular.attention.needs.to.be.devoted.to.nurturing.
small.and.intermediate.companies.so.that.they.can.
evolve.into.the.next.generation.of.Canadian.majors.

The fly-in, fly-out approach to work will become 

increasingly common in the mining sector because 

new mine development will likely occur in remote 

locations. The impact on the values, traditions and 

customs of Aboriginal communities that provide min-

ing employees needs to be taken into account to ensure 

productive workforce development. And the quality of 

life in commuter mining camps will remain important 

recruitment and retention factors. 

SeCure.FInAnCIAL.LeAderSHIP
Particular attention needs to be devoted to nurturing 

small and medium-size companies so that they can 

evolve into the next generation of Canadian majors.  

To sustain competitiveness, the Canadian mining sector 

must foster its entrepreneurial spirit and capital base  

so that new players are continually added to the market. 

Companies must maintain key positions in the mining 

capital markets, and they must maintain sufficient size 

and financial capability to find and build major mines.

CreAte.An.r&d.PowerHouSe
In cooperation with governments and academia, industry 

should establish a global centre of excellence in R&D 

on topics of critical interest to the Canadian mining sec-

tor. Such a centre would conduct world-class research 

and thereby support the development of a cadre of pro-

fessionals who can sell their services anywhere in the 

world. Government support of academic research into 

mining and geoscience will attract more professors to 

these disciplines and will draw students interested in a 

vibrant and progressive mining sector.

IMProve.tHe.ASSeSSMent.ProCeSS..
For.new.ProJeCtS
The anticipated new stream of mining projects will need 

to be screened by environmental and socio-economic 

assessment processes that are considerably more efficient 

and integrated than those that currently exist. Full partici-

pation by affected communities should be encouraged and 

appropriate respect paid to traditional Aboriginal values 

concerning land so that projects obtain a social licence 

to operate. Ongoing issues related to Aboriginal title and 

rights should be proactively resolved.

Careful and effective assessment of environmental 

effects must be integrated into mine life cycle planning, 

and into the assessment and permitting process, from the 

outset. The environmental assessment process should 

account for cumulative effects, but without impeding 

proposed developments to which mitigating measures 

can provide adequate protections.

Careful.and.effective.assessment.of.environmental.
effects.must.be.integrated.into.mine.life.cycle.planning,.
and.into.the.assessment.and.permitting.process,.from.
the.outset.

MeASure.uP.to.SoCIAL.reSPonSIBILItIeS
Industry must promote voluntary initiatives while it 

negotiates the difficult transition to increased environ-

mental and social responsibility. Achievement of truly 

sustainable mining—in which operations adequately 

reconcile mining’s adopted way of doing business with 

the principles of sustainable development—should be 

an objective for the longer term.

Both industry and governments need to devote adequate 

attention and resources to maintaining the health and 

well-being of the workforce. Assessments of the quality 

of life in mining camps will become especially important 

as fly-in, fly-out operations become more commonplace.
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reCoMMendAtIonS.to.BooSt.MInerAL.
exPLorAtIon.to.oPen.new.MIneS

The Conference Board of Canada recommends that:

 Governments support mineral exploration by provid-

ing tax incentives and establishing one set of rules 

and regulations that is coherent and transferable 

across provinces and territories.

Governments provide adequate funding to public lab-

oratories and universities for the development of the 

geoscience information that is critical to exploration.

10.

11.

Governments and industry assess the cumulative 

environmental effects of new mining activities and 

take appropriate measures to minimize environ-

mental impacts.

Industry engage with Aboriginal communities as  

economic and environmental stewardship partners. 

12.

13.



HIGHLIGHtS

Canada.has.ample.energy.

resources.to.help.meet.

growing.North.American.

and.global.demands..But.

the.energy.sector.will.need.

to.make.significant.invest-

ments.and.must.address.

major.challenges,.including.

environmental.issues.and.

skills.shortages.

Oil.sands.will.become.

the.predominant.source.

of.oil.but,.to.develop.this.

resource,.the.industry.will.

need.to.address.water.

use.and.greenhouse.gas.

(GHG).emissions.

Expansion.of.natural.gas.

supply.will.need.to.come.

from.unconventional.

sources,.such.as.offshore.

and.northern.frontier.gas,.

coal-bed.methane,.and.

imports.of.liquefied.nat-

ural.gas..

•

•

•

Canada.has.vast.coal.

resources,.and.electricity.

generation.is.the.largest.

single.use.of.that.resource.

in.the.country..But.if.coal.is.

to.be.a.major.future.source.

of.energy,.the.coal.industry.

will.need.to.address.major.

environmental.problems,.

such.as.air.pollution.and.

GHG.emissions..

Electricity.demand.is.

expected.to.continue.

to.grow,.and.additional.

electricity.generation.

and.transmission.will.be.

required.either.to.meet.

domestic.demand.or.to.

service.the.U.S..export.

market..While.Canada’s.

electricity.generation.will.

come.from.a.variety.of.

sources,.renewable.energy.

will.become.more.import-

ant.as.demand.for.“clean.

power”.escalates.due.to.

pressures.to.reduce.GHG.

emissions.

•

•

There.are.currently.some.

electricity.transmission.

bottlenecks.that.will.need.

to.be.addressed.

Canada.has.the.opportun-

ity.to.become.a.clean.

energy.superpower.that.

would.integrate.the.two.

policy.goals.of.taking.

advantage.of.the.country’s.

rich.energy.resources.and.

addressing.its.environ-

mental.challenges..This.

vision.can.be.achieved.

only.through.technological.

innovation..

•

•

5



SnAPSHot.oF.tHe.ISSueS

The energy sector is a major driver of Canada’s 

economy and society. In addition to being 

essential to a high quality of life and a critical 

enabler of industrial activity, Canada’s energy sector makes 

substantial direct contributions to the national economy. 

The oil and gas industry alone is a $100-billion-a-year 

industry that operates across the country. It involves more 

than 150 direct and 130 support companies representing 

about a half million jobs. In 2005, the oil and gas indus-

try contributed $27 billion in government revenues and 

invested $41 billion in capital. In 2006, oil and gas com-

panies are expected to invest about another $40 billion.1

1.. Canadian.Association.of.Petroleum.Producers,.Canada’s Oil,.p..
1;.Ibid.,.CAPP releases,.p..1;.Mang,.“Energized,”.p..1;.Maynard,.
CAPP Presentation,.p..�.

The energy sector comprises the oil and gas, coal, and 

electricity industries.2

In 2005, Canada produced crude oil at a rate of 400,000 

cubic metres per day (m3/d) and produced approximately 

490 million m3/d of natural gas. Coal production in 

Canada in 2005 was 34.4 million oil-equivalent tonnes. 

Coal use and demand in foreign countries, especially 

China and the U.S., has increased to the point where 

demand for coal is growing faster than that of any fuel, 

with global consumption in 2005 increasing 5 per cent 

over 2004 levels.

With an installed capacity of more than 118,000 mega-

watts (MW), Canada plays an important role in North 

American electricity markets. In 2004, Canada exported 

more than 33 million megawatt-hours (MWh) to the U.S., 

and imported nearly 22.5 million MWh from American 

utilities. Table 12 provides the most recent comprehensive 

figures available for Canada’s aggregated energy sector.

As a result of production well above domestic energy 

demand, Canada maintains a vibrant international trade 

in energy, mainly with the United States. Energy sales to 

the American market in 2005 totalled nearly $70 billion, 

with the oil and gas industry amassing $66.7 billion in 

sales and the electricity industry contributing $3.1 billion.

�.. The.energy.sector.is.defined.by.Statistics.Canada.as.a.“special.
aggregate”.of.a.number.of.industries,.some.of.which.are.also.
included.in.other.sectors..In.this.report,.data.on.the.coal.industry.
are.included.in.both.the.mining.sector.and.the.energy.sector.

Energy Sector: Becoming  
a Clean Energy Superpower 

CHAPter.5

table.12.
Canadian.Energy.Sector,.Key.Statistics,.�004.

Contribution.to.GDP $63.billion

Share.of.national.GDP 5.9.per.cent

Exports $67.3.billion

Share.of.total.merchandise.exports 14.9.per.cent

Direct.employment �41,000.persons

Share.of.national.employment 1.5.per.cent

Source:.Natural.Resources.Canada..
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Global demand for energy is expected to double by 

2030, to 16.3 billion oil-equivalent tonnes annually. 

More than two-thirds of that demand will come from 

expanding economies in the developing world. In 

particular, China and India are heavily dependent on 

energy imports. If they reach expected growth rates, 

they will remain substantial energy consumers and  

help to keep energy prices high for the foreseeable 

future. Fossil fuels are expected to supply 60 per cent  

of the increased demand, and by 2030, oil, gas and coal 

will provide 81 per cent of global energy supply.3

Global.demand.for.energy.is.expected.to.double..
by.2030,.and.more.than.two-thirds.of.that.demand..
will.come.from.the.developing.world.

The energy sector in Canada as a whole will likely prosper 

in the coming decades, but it faces three main challenges.  

First, major energy investment projects are being delayed 

and have higher than expected costs because of skills 

shortages. Also, the sector’s aging workforce will cre-

ate a significant human resource challenge that must be 

addressed within the next decade.

Second, the complex nature of regulatory approval  

processes renders them time-consuming, which has an 

impact on major energy projects, whether they are oil  

or gas plants, pipelines, electricity generation or electricity 

transmission. These unwieldy processes are delaying pro-

jects that are needed to meet growing energy demands. 

Public resistance exhibited during the proposal and 

approval stages also acts as a hindrance to such new 

energy projects.

Third, the energy sector has serious environmental 

issues that it must address. The expansion of oil sands 

projects requires significant industrial water use that 

could tax watersheds and affect Aboriginal commun-

ities. The projected growth in fossil fuel production  

and consumption will lead to a rise in air pollution  

and greenhouse gas emissions.

3.. International.Energy.Agency,.World Energy Outlook,.pp..43,.44,.
79–86;.British.Petroleum,.Quantifying Energy,.pp..3–5.

This chapter offers an overview of trends in the sector, 

analyzes the key opportunities and challenges, and pro-

poses ways that Canada can benefit from exploiting its 

rich energy resources while improving environmental 

performance.

SeCtor.overvIew.

Canada has ample energy resources to help meet North 

American and global demands, but, to do so, the energy 

sector will need to invest significantly to boost produc-

tion and transport the energy to markets. The following 

overview describes the trends in oil and gas production, 

oil and gas pipeline transportation, coal supply, electri-

city supply, and electricity transmission.

oIL.And.GAS.ProduCtIon.
Oil sands are expected to become Canada’s predominant  

source of oil, and production from the sands will increase 

significantly in the coming years. The four oil sands 

deposits in Alberta (Athabasca, Peace River, Wabasca 

and Cold Lake) are estimated to hold a combined bitu-

men content of 270 billion cubic metres (m3).4 These 

deposits give Canada the second-largest pool of resources 

in the world, behind Saudi Arabia.

oil.sands.are.expected.to.become.Canada’s..
predominant.source.of.oil,.and.production.from.the.
sands.will.increase.significantly.in.the.coming.years..

Production from Canadian oil sands is anticipated to 

increase to 472,000 m3/d by 2015—more than double 

current production—and could provide US$40 billion  

in revenue annually.5 These bullish projections are 

predicated on world oil prices maintaining a level that 

permits oil sands developments to proceed. Capital  

and operating costs for these types of operations are 

higher than those for conventional oil developments.  

At today’s prices, oil sands extraction presents an 

attractive option, and some reduction in global prices 

will likely not materially reduce extraction activity.  

4.. Brugger,.Canada’s Oil and Gas Industry,.p..ii.

5.. Hoover.et.al.,.“Pursuing.Sustainability,” p..104.
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A return to 1990s prices would definitely endanger 

these projects, but most observers of global energy 

prices do not foresee such an occurrence.

to.supply.growing.north.American.energy.demand.
while.satisfying.air-quality.standards,.clean-burning.
natural.gas.has.been.the.energy.source.of.choice..

The heat used to process oil sands bitumen currently 

comes from natural gas, so the projected squeeze  

on natural gas supplies will increase operating costs. 

Furthermore, it is questionable whether natural gas,  

a clean-burning fuel, should be used for such purposes. 

The sector will need to consider other sources, such  

as bitumen, coke and nuclear. Natural gas by-products 

also serve to dilute bitumen during processing, but 

alternative diluents—such as synthetic crude itself—

will have to be found.

To supply growing North American energy demand 

while satisfying air-quality standards, natural gas has 

been the energy source of choice. Natural gas production 

in Canada has been increasing steadily since the 1950s, 

and today, Canada is the third-largest producer in  

the world. 

Demand growth for natural gas has been outpacing 

supply growth since 2001. The resulting crunch has 

elevated prices to levels that peaked in 2005 with the 

impact on the sector of hurricanes Katrina and Rita. 

Natural gas prices have been receding in 2006, but the 

long-term outlook suggests that they will remain higher 

than historical levels for the foreseeable future. 

North America’s supply of natural gas from conventional 

sources is declining. To keep gas flowing at current or 

greater levels, investments will need to be made in off-

shore and northern frontier resources, coal-bed methane, 

hydrates (natural gas trapped in frozen form) and tight 

sands (unconventional natural gas trapped in low-per-

meability rocks), and imports of liquefied natural gas 

(LNG). Development of these unconventional sources 

is currently in its infancy, and some uncertainty exists 

about potential production. The full extent of Canadian 

unconventional natural gas resources is not yet known. 

Moreover, each source has unique challenges that must 

be met before commercial production can commence.

Confirmed reserves of natural gas sit at 283 million m3, 

with undiscovered quantities harboured in Newfoundland 

and Labrador’s offshore oilfields estimated at up to  

1.4 trillion m3. Unfortunately, delays abound. Major 

technological problems have to be overcome before pro-

duction plans can be implemented. And with the long 

lead time required to develop these resources and to  

build infrastructure, consumers will not have access  

to these new resources until at least 2010.6 Furthermore, 

northern frontier gas development depends on successful 

settlement of an array of regulatory and political issues. 

(See box “The Mackenzie Valley Pipeline Project:  

Delayed Again?”)

Canada.is.not.yet.a.major.international.player.in.LnG,.
but.it.could.become.a.noteworthy.north.American.player..

On a more optimistic note, Canada’s burgeoning LNG 

facilities could boost supply if adequate offshore natural 

gas imports can be secured. Some firms have shown 

interest in importing LNG for regasification and ship-

ment to the North American market. Over the next 

seven years, the LNG industry will likely experience 

more growth than it has in the past 40 years.7

From 2003 to 2004, LNG imports to North America 

increased by 30 per cent. During that time, the approxi-

mately 51 million m3 supplied daily represented about 

2 per cent of North American gas demand. For 2006, 

import capacity is projected to triple that amount, increas-

ing to 164 million m3 daily.8

6.. Ibid.,.p..106.

7.. Cambridge.Energy.Research.Associates,.LNG development;.“LNG.
Projections,”.Nickle’s Energy Analects.

8.. National.Energy.Board,.Short-Term Outlook,.pp..viii–x,.8,.15,.16;.
“LNG.Projects,”.Nickle’s Energy Analects.
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Canada is not yet a major international player in LNG, 

but it could become a noteworthy North American 

player. To fully capitalize on energy market conditions, 

Canada will have to make significant investments in 

new transportation and storage infrastructure on its 

coasts. Currently, eight LNG regasification plants are 

either already being constructed or planned: three in 

Nova Scotia, two in British Columbia, two in Quebec 

and one in New Brunswick. (See Table 13.) LNG pro-

posals in Eastern Canada face stiff competition from 

similar LNG proposals in the United States. But Canada 

has an advantage in that public opposition to develop-

ment projects is not as strong here as that demonstrated 

by our southern neighbours.

oIL.And.GAS.PIPeLIne.trAnSPortAtIon.
Oil and gas supply reaches markets through pipelines. 

Canada has enough oil and gas pipeline capacity to 

meet current demand, with approximately 48,000 m3/d 

spare capacity in place. Previous planning led to the 

expansion of pipeline capacity in Western Canada by 

about 88,000 m3/d between 1990 and 2005. Projections 

indicate that an additional 95,000 m3/d of pipeline  

capacity will be required in the next 10 years.9 Today, 

there are 100,000 km of oil and gas pipeline, worth 

more than $20 billion, located in 10 provinces and terri-

tories. Pipelines are predominantly privately owned  

and tend to run for thousands of kilometres with enor-

mous capacities.

today,.there.are.100,000.km.of.oil.and.gas.pipeline,.
worth.more.than.$20.billion,.located.in.10.provinces..
and.territories..

Current pipeline capacity has to be tempered with 

concerns for the future. Unless advance planning and 

project initiation begin soon, capacity bottlenecks could 

begin to develop as early as 2007. Increased production 

from Alberta’s oil sands represents wonderful export 

opportunities, but those opportunities can be exploited 

only if the pipeline infrastructure necessary to move 

product to the marketplace is available. With the con-

siderable addition of pipeline capacity needed before 

9.. Canadian.Association.of.Petroleum.Producers,.Crude Oil Pipeline,.p..1.

the.Mackenzie.valley.Pipeline.Project:.delayed.Again?

The.Mackenzie.Valley.Pipeline.(MVPL),.if.built,.would.transport.natural.
gas.from.the.Mackenzie.Delta.in.the.northern.Northwest.Territories.more.
than.1,�00.km.south.to.an.inter-tie.at.Alberta’s.northern.border.

In.the.1970s,.a.federal.government.inquiry.by.Mr..Justice.Thomas.R..
Berger.into.the.proposed.development.resulted.in.a.recommendation.
to.place.a.10-year.moratorium.on.the.project.while.First.Nations.land.
claims.were.being.settled..Berger.felt.that.development.was.“inevitable,”.
but.that.the.timing.was.not.right..A.pause.was.required.to.ensure.that.
the.social,.cultural.and.environmental.impacts.of.development.would.
not.adversely.affect.the.peoples.who.lived.there..Berger.urged.energy.
sector.representatives.and.the.federal.government.alike.to.create.the.
proper.conditions.for.development.in.the.North.before.commencement.
of.the.MVPL.project..A.critical.factor.from.Berger’s.viewpoint.was.a.
need.for.the.federal.government.to.first.establish.a.comprehensive.land.
claims.agreement.with.the.Aboriginal.groups.in.the.North.

Three.decades.after.the.Berger.Report,.the.former.Justice.claims.that.
his.suggestions.were.heeded.by.industry.and.that.promoters.appre-
ciate.the.importance.of.better.engaging.local.groups.and.securing.
sustainable.benefits.that.will.continue.to.have.positive.effects.after.the.
initial.construction.phase.is.complete..The.extent.of.Aboriginal.involve-
ment.is.evidenced.by.the.partnership.role.played.by.the.Aboriginal.
Pipeline.Group..In.addition,.the.federal.government.has.negotiated.land.
claims.settlements.with.key.stakeholders.including.the.Arctic.Inuvialuit,.
Gwich’in.and.Sahtu.groups..However,.it.has.not.concluded.an.arrange-
ment.with.the.critical.Deh.Cho.First.Nation,.which.controls.40.per.
cent.of.the.territory.affected.by.the.MVPL..And.other.issues.remain.
outstanding:.for.example,.discussions.are.ongoing.concerning.benefit.
packages.and.access.rights.to.lands..The.federal.government.also.con-
tinues.to.have.a.critical.role.in.arranging.royalty.payments.and.effect-
ively.devolving.powers.and.responsibilities.away.from.the.Department.
of.Indian.and.Northern.Affairs.to.the.government.and.local.boards.of.
the.Northwest.Territories.

Although.MVPL.proponents.in.the.1970s.may.not.have.welcomed.
Justice.Berger’s.development.moratorium,.current.project.developers.
would.surely.agree.with.his.assessment.that,.once.conditions.are.
right.for.development,.a.unified.regulatory.system.will.be.essential..
Unfortunately,.while.negotiations.and.regulatory.delays.continue,.
project.construction.costs.increase.and.could.ultimately.threaten.the.
pipeline’s.feasibility..Were.that.to.happen.for.a.second.time,.Canada.
could.lose,.for.another.generation,.the.chance.to.develop.an.import-
ant.and.lucrative.energy.project.in.the.North.

Sources:.Aboriginal.Pipeline.Group,.“Maximizing.Economic.Benefits.” 
Anderson,.“Brinkmanship”;.Auditor.General.of.Canada, 2005 Report; Ibid.,.
Uncertainty Hampers. Berger,.“Letter,”.and.Northern Frontier.(Volumes.1.
and.�);.Bregha,.Bob Blair’s Pipeline;.Cattaneo,.“No.Settlement”;.Cattaneo.
and.Vieira,.“Natives.Fire.Back”;.Cizek,.“Northern.Pipe-Dreams”;.Jamg,.“New.
Hope”;.Jaremko,.“Groundwork.Laid”;.Macedo,.“Imperial.Oil”;.Norwegian,.
“Grand.Chief’s.Report”;.Ottenbreit,.Mackenzie Gas Project;.Reguly,.“Call.
Imperial’s.Bluff”;.Struzik,.“Why.This.Man”;.Weber,.“Aboriginals.Will.Block”;.
Wickens.et.al.,.“The.Value.of.Gas.”
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2015 (discussed above) to move the output of new 

crude developments to market, the construction chal-

lenge is daunting. Adding to the overall capital require-

ment, Canadian natural gas pipeline companies plan  

to spend $20 billion over the next two decades to 

expand capacity.

Canada’s oil and gas industry is actively engaged in 

meeting the infrastructure capacity challenges before 

bottlenecks can develop. At an estimated cost of more 

than $5 billion, the oil industry has preliminary and 

some advanced plans in place for the construction of 

more than 163,000 m3/d capacity within Canada. The 

new pipelines will service the needs of the domestic 

and international energy markets for conventional 

crude.10 In addition, proposed pipeline expansions 

to handle oil sands output are valued at $236 million 

and will provide an aggregated capacity in excess of 

117,000 m3/d.11 

It is important to realize that some of the aggregated 

numbers mentioned above represent competing proposals 

and that not all projects will necessarily proceed. The 

oil and gas industry often encounters public opposition 

to its initiatives and has to contend with the regulatory 

challenges that are described later. 

10.. Ibid.,.pp..13–16.

11.. North.America.Energy.Working.Group,.Security.and.Prosperity.
Partnership,.and.Energy.Picture.Experts.Group,.North America,..
pp..51–53;.Ross,.“Oil.Sands”;.Ibid.,.“Mackenzie.Gas.”

table.13.
Proposed.LNG.Projects.in.Canada

Location terminal Company
Capacity..
(Bcf/d)* on-Stream.date

1..Point.Tupper,.Nova.Scotia Bear.Head Anadarko.Petroleum.
Corporation./.U.S..Venture.
Energy

0.75.to.1.00 Uncertain

�..Point.Tupper,.Nova.Scotia Statia Statia.Terminals.Canada.
Partnership

0.50 Information..
not.available

3..Goldboro,.Nova.Scotia Keltic,.Goldboro Keltic.Petrochemicals.Inc. 1.00 Late.�009

4..Saint.John,.New.Brunswick Canaport Irving.Oil.Limited.and.
Repsol.YPF

1.00 Late.�008.(under.
construction)

5..Gros.Cacouna,.Quebec Cacouna.Energy TransCanada.Pipelines.
Limited.and.Petro-Canada

0.50 Late.�009

6..Québec.City,.Quebec Rabaska Gaz.Metro.Limited.
Partnership,.Gaz.de.
France,.and.Enbridge.Inc.

0.50 Late.�009

7..Ridley.Island,.British.Columbia WestPac.Prince.Rupert WestPac.Terminals.Inc. 0.30 �009

8..Emsley.Cove,.British.Columbia Kitimat Galveston.Energy 0.61 �009

*Bcf/d.=.billion.cubic.feet.per.day.
Source:.National.Energy.Board.
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CoAL.SuPPLy
Among the major sources of fossil fuels, coal is hard 

to ignore. Canada has a vast coal resource within its 

borders: recoverable reserves of coal are estimated at 

approximately 6.6 billion tonnes, or about a 100-year 

supply at current rates. And up to 125 billion tonnes 

may be recoverable in future.12

The mining, handling and transportation of coal also 

represent significant economic activity. The industry 

estimates that it contributes $5 billion annually to the 

domestic economy, and it employs 56,000 people dir-

ectly and indirectly.13 As a fuel, Canadian coal is used 

primarily for electricity generation and steelmaking. 

Approximately 19 per cent of electricity is generated 

from coal,14 making electricity generation the largest 

single use of coal in Canada.15 This massive potential—

economic activity, energy creation and existing facilities 

that already use the fuel—suggests that coal will figure 

prominently in the quest to power Canada’s future. But 

first, the coal industry must address important environ-

mental issues, described later in this chapter.

By.2020,.electricity.generation.in.Canada.will.need..
to.be.increased.to.814.terawatt-hours.(twh).from.the.
2005.level.of.594.twh.to.satisfy.increasing.demand.

eLeCtrICIty.SuPPLy
The Canadian Electricity Association has said that it 

expects electricity demand to continue to grow at an 

annual rate of 1.5 to 2 per cent.16 In coming years, popu-

lation growth, economic expansion and increased use of 

electrical equipment will trigger the need for new electri-

city generation capacity in Canada. For example, Ontario 

will soon require an additional 2,500 to 3,000 MW of 

electricity capacity to meet escalating energy demand. 

This demand will be serviced by increases in generation 

capacity, improvements in efficiency of transmission 

1�.. Natural.Resources.Canada,.Energy in Canada 2000,.p..86.

13.. Coal.Association.of.Canada,.Coal.in.Canada.

14.. Canadian.Electricity.Association,.Power Generation,.p..3.

15.. Coal.Association.of.Canada,.Coal.in.Canada.

16.. Canadian.Electricity.Association,.Electricity 2006,.p..5.

and use, and in some cases, purchases of electricity from 

other jurisdictions. It has been estimated that, by 2020, 

electricity generation in Canada will need to be increased 

to 814 terawatt-hours (TWh) from the 2005 level of  

594 TWh to satisfy increasing demand.17 And predic-

tions suggest that energy efficiency measures will have 

only a minimal impact, reducing demand in 2020 by  

just 35 TWh. (See Chart 12.)

Canada’s.increase.in.electricity.generation.will.be..
supplied.by.a.variety.of.sources,.likely.a.mix.of.hydro,.
fossil.fuel,.nuclear,.wind,.solar.and.biomass.

Recent announcements from Quebec have indicated 

a willingness to develop more electricity sources to 

service the U.S. export market and to strengthen inter-

connections with Ontario. By 2008–09, Quebec will 

invest $3.5 to $4 billion annually to support new hydro-

electric development projects.18 In general, Canada’s 

increase in electricity generation will be supplied by 

a variety of sources, likely a mix of hydro, fossil fuel, 

17.. Ibid.,.Making the Right Choices,.p..3.

18.. “Charest.Pitches,”.The Evening News.[New.Glasgow,.N.S.].

Chart.12
Electricity.Supply.Projection.to.�0�0
(terawatt-hours)

Source:.Canadian.Electricity.Association.
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nuclear, wind, solar and biomass. In the next 15 years, 

renewable sources, including hydro, will come to the fore 

as demand for these types of power sources escalates and 

pressure to reduce greenhouse gas (GHG) emissions 

ramps up.

In 2004, fuel-type generators, including coal and nuclear, 

were producing approximately 573 TWh of electricity. 

Hydro dominates electricity production in Canada, con-

stituting approximately 60 per cent of all generation.  

(See Chart 13.) Hydro generation is concentrated in 

British Columbia, Manitoba, Quebec, and Newfoundland 

and Labrador; it also provides one-quarter of Ontario’s 

electricity. Hydro’s dominance is expected to decline 

over the next couple of decades, but a technical potential 

exists to develop an additional 118,000 MW of hydro-

electric energy in Canada.19

As.Canada.strives.to.reduce.GHG.emissions,.strong.
interest.in.developing.and.implementing.climate-friendly.
technologies.for.electricity.generation.is.growing.

As Table 14 shows, the remaining 40 per cent of overall 

generation uses a wide variety of fuels. For example, in  

2005, approximately half of Ontario’s generation came  

from nuclear facilities. Generators in the Maritime prov-

inces rely primarily on coal and oil. In Alberta and 

Saskatchewan, coal predominates.

As Canada strives to reduce GHG emissions, strong 

interest in developing and implementing climate-friendly 

technologies for electricity generation is growing. Some 

renewable sources (such as windmills, solar and biomass) 

are already being deployed, but they are not yet sufficiently 

developed to have much impact on GHG emissions.

New hydro projects in provinces with the necessary 

potential can address the GHG challenge. In other prov-

inces, nuclear could be a viable alternative, given that 

Canada has access to the necessary technology and is 

the largest supplier of uranium to the world.

19.. Centre.for.Energy,.Electricity.Transmission;.Energy.Information.
Administration,.“Table.6.3”;.Fortin,.“Hydropower.”

eLeCtrICIty.trAnSMISSIon
Electricity generation is just one step, though. Without 

adequate electricity transmission infrastructure, meet-

ing future demand for electricity will be impossible. 

Canada has approximately 163,000 km of bulk trans-

mission lines of 230 kilovolts (kV) or higher.20 Given 

that the Cumulative Effects Assessment forecast 

�0.. National.Energy.Board,.A Compendium,.pp..14,.�1,.�6,.�8,.30,.
36,.39,.43;.Newfoundland.and.Labrador.Hydro,.Annual Report 
2004,.pp..39,.40;.North.American.Electric.Reliability.Council,.
“�005–�014.Transmission.Data”;.U.S.–Canada.Power.Outage..
Task.Force,.Final Report,.p..5.

Chart.13
Canada’s.Electricity.Generation,.by.Source,.�005
(per.cent;.share.of.total.generation)

Source:.Canadian.Electricity.Association.
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table.14
Electricity.Generation,.by.Region.and.Source,.�005
(terawatt-hours)

Hydro thermal nuclear
Combustion.

turbine

Atlantic.provinces 45 �4 4 1

Quebec 173 � 4 0.�

Ontario 36 36 78 8

Manitoba 36 0.5 0 0

Saskatchewan 5 13 0 1

Alberta � 48 0 8

British.Columbia 60 5 0 �

Source:.Canadian.Electricity.Association..



80. |. The.Conference.Board.of.Canada

indicates that annual energy demands are expected to 

increase to approximately 814 TWh by 2020,21 suffi-

cient transmission capacity must be built in advance.

Transmission capacity for the approximately 522 TWh 

of generation needed in Canada in 2005 was ample, but 

serious planning is required to ensure adequacy into the 

future. Moreover, if reliable transmission systems are 

to be optimally sited, it will be crucial to anticipate the 

regions that will undergo load growth because of popu-

lation and economic expansion.

Reliable domestic and international electricity transmis-

sion grids are critical to meeting the needs of Canadian 

and export customers. Grids also provide links to power 

producers and therefore facilitate a competitive energy 

marketplace. But when restructured and more competi-

tive markets lead to a surge in electricity trade, strains 

are placed on transmission systems and concerns about 

reliability rise to the fore.22

Because.of.the.number.of.regulators.involved,.the..
addition.of.environmental.assessment.and.extensive.
stakeholder.involvement,.the.approval.process.for.
energy.projects.is.complex.and.lengthy.

The August 2003 blackout that left about 50 million cus-

tomers in Canada and the U.S. without power for several 

days illuminated the vital importance of reliability. The 

event was caused in part by a shift in the industry from 

cooperation between utilities to competition among private 

sellers of electricity, and in part by cost-cutting measures 

implemented by those sellers.23 Jurisdictions that have 

restructured their energy markets to allow for greater 

competition have come to the conclusion that the state  

�1.. Statistics.Canada,.Energy Statistics Handbook,.p..1�9;.National.
Energy.Board,.Canada’s Energy Future,.Table.A3.1.

��.. Lerner,.“What’s.Wrong”;.Casazza,.“Electrical.Power”;.Purchase,.
Competition and Reliability,.p..1.

�3.. Casazza.et.al.,.“Contributions,”.pp..1–6,.11–1�,.15–17;.Purchase,.
Competition,.pp..1–�;.United.States.Department.of.Energy.and.
Federal.Energy.Regulatory.Commission,.Steps to Establish,.pp..
1–6,.�5,.�6;.U.S.–Canada.Power.Outage.Task.Force,.Final Report,.
pp..3,.17–�1,.3�,.33,.37–40,.48–50,.58–64,.70,.151–158;.Energy.
Regulatory.Commission,.“FERC.Enforcement,”.pp..1,.7–8.

has a direct, strong and definitive role to play in the  

governance and operation of the transmission grid.

Perspectives on the importance of electricity transmis-

sion regulation in Canada’s most advanced private sec-

tor-driven electricity marketplace, Alberta, have evolved 

over time. During the initial restructuring stage in that 

province, the belief was that market forces and mechan-

isms were “omni-competent.” But electricity transmission 

is a special case in which natural monopoly theory still 

holds. Transmission lines, like highways, are public goods 

that support the operation of a free market. In 2004, the 

Alberta provincial government brought in new legislation 

that promoted greater use of market forces in the genera-

tion of electricity, but allowed the government to retain full 

control over transmission infrastructure. That move was 

meant to ensure stability, reliability and effective operation 

of other aspects of the electricity marketplace. (See box 

“The Rebirth of an Old Idea: A National Power Grid.”)

oPPortunItIeS.And.CHALLenGeS

reGuLAtory.APProvALS
Proposed energy infrastructure projects in Canada are 

required to undergo rigorous regulatory approval pro-

cesses. Federal authorities are responsible for regulat-

ing interprovincial energy development and exports, 

while provincial and territorial governments oversee the 

development and exploration of non-renewable natural 

resources. Because of the number of regulators involved, 

the addition of environmental assessment and extensive 

stakeholder involvement, the approval process for energy 

projects is complex and lengthy. Substantial delays can 

occur even for much-needed projects. However, the 

approval process is critical to protecting the environment 

and the public interest. The challenge is to improve the 

efficiency of this process without compromising protec-

tion of the environment and the public.

oil.and.Gas.Pipeline.regulatory.Processes
A proposed oil or gas pipeline constructed entirely within 

a provincial boundary is subject to the province’s approval 

policy. Provincial utility boards and commissions are 

responsible for regulating energy infrastructure, and they 

grant project approval based on a regulatory process. 

Provincial legislation may also trigger a requirement for 
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Canada.has.three.main.power.grids:.Western,.Central.and.
Quebec.(which.includes.Atlantic.Canada)..However,.the.major.
transmission.lines.in.Canada.run.north–south.and.not.east–
west.between.provinces..

The.Ontario.government.is.interested.in.establishing.a.robust.
east–west.power.grid.to.increase.domestic.flows.of.electricity..
Such.a.grid.would.help.Ontario.secure.energy.supplies.and.
reduce.GHG.emissions.and.air.pollutants.through.imports.of.
clean.hydro.power.from.other.provinces..Such.a.plan.could.also.
help.the.federal.government’s.efforts.to.reduce.GHG.emissions..
The.idea.of.an.east–west.grid.is.not.as.novel.as.it.was.in.196�,.
when.Prime.Minister.John.G..Diefenbaker.advocated.estab-
lishing.a.national.power.grid.

Diefenbaker’s.idea.was.to.set.up.a.national.electricity.trans-
mission.system.capable.of.moving.energy.from.areas.of.
abundant.supply.to.areas.with.perpetually.abundant.demands.
for.electricity,.such.as.the.industrial.heartland.of.Southern.
Ontario..He.presented.his.idea.as.analogous.to.the.construc-
tion.of.the.Canadian.Pacific.Railway—a.great.national.endeav-
our.to.unify.the.country.and.lay.the.foundations.for.strong.
future.growth..He.established.a.Committee.on.Long.Distance.
Transmission.to.discuss.the.project’s.feasibility.

The.linchpin.in.any.national.plan.was.then.(and.still.is).Quebec.
because.of.its.vast.hydroelectric.resources.and.geographic.pos-
ition..Without.the.province’s.participation,.only.regional.inter-
connections.can.be.established..However,.in.the.1960s,.the.
Government.of.Quebec.opposed.the.project.on.grounds.of.
provincial.jurisdiction.over.natural.resources..And.without.the.
province’s.cooperation,.the.benefits.of.a.national.grid.were.
considered.by.Diefenbaker’s.Committee.to.be.marginal.

Since.then,.despite.a.lack.of.national.initiative.from.the.federal.
government,.an.unofficial.pan-Canadian.skeletal.transmission.
framework.has.evolved,.simply.because.each.Canadian.prov-
ince.has.an.electricity.transmission.inter-tie.with.its.adjacent.

provinces..In.addition,.Quebec’s.previous.opposition.to.trans-
mitting.electricity.from.other.provinces.across.its.territory.has.
moderated.

Political.questions.aside,.economic.and.pragmatic.issues.
concerning.the.desirability.of.a.national.grid.need.to.be.
addressed..For.example,.it.may.be.more.economically.feasible.
for.Canadian.electricity.demand.to.be.supplied.from.adjacent.
American.sources.than.from.more.remote.Canadian.sources..
In.Ontario,.Hydro.One.is.investing.$116.million.in.upgrading.
transmission.lines.to.facilitate.imports.from.New.York.State..
Similarly,.Newfoundland.and.Labrador.could.decide.to.sell.
electricity.from.any.new.hydroelectric.developments.to.the.
New.England.states.rather.than.to.other.Canadian.provinces.

There.is.also.a.need.to.decide.if.new.transmission.capacities.
would.solve.problems,.or.if.extra.transmission.would.be.moot.
because.of.other.issues..For.example,.Hydro.Quebec.and.the.
Government.of.Ontario.obtained.regulatory.approval.for.a.new.
1,�50.MW.interconnection.transmission.line.in.the.1990s,.but.
it.took.until.June.�006.for.conditions.to.be.sufficiently.advan-
tageous.for.the.project.to.finally.proceed..It.can.now.proceed.
thanks.to.supply.problems.in.Ontario.and.the.availability.of.
sufficient.surplus.capacity.in.Quebec.

A.national.power.grid.could.facilitate.wind.energy.development..
In.Canada,.however,.one.of.the.limiting.factors.in.wind.energy.
is.that.many.of.the.best.locales.are.too.remote.to.make.trans-
mission.costs.viable..The.possibility.of.constructing.shorter.
lines.to.a.grid.could.lower.the.costs.of.moving.wind.energy.to.
market,.provided.that.the.additional.supply.from.wind.is.small.
compared.with.the.base.capacity.of.the.lines..Large.additional.
supply.from.wind.power.would.require.extra.capacity.on.any.
grid..Nonetheless,.the.facilitation.of.wind.energy.projects.could.
increase.the.economic.feasibility.of.a.national.power.grid.

Sources:.Anthony,.“Internal.Trade.in.Canada”;.Brown,.“Comparing.Economic.Union.Reform”;.Canadian.Electricity.Association,.The Integrated 
North American;.Canadian.Press,.“Hydro.Quebec”;.Centre.for.Energy,.Electricity.Transmission;.Chevrier,.Debates;.Churchill,.“Power.Politics”;.
Ibid.,.“Pragmatic.Federalism”;.Council.of.the.Federation,.Internal Trade Workplan;.Diefenbaker,.Debates;.Ibid., “Notes.for.Opening.Remarks”;.
Duncan,.Ontario.Ministry.of.Energy;.Knox,.Canada’s Agreement;.Maurino,.“Hydro-Quebec.Approves.Line”;.Ibid.,.“Hydro-Quebec.in.Talks”;.
National.Energy.Board,.A Compendium;.Peters,.Debates;.Rosenberg,.“Minutes.”

the.rebirth.of.an.old.Idea:.A.national.Power.Grid
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approvals from provincial ministries of environment and 

natural resources. And, depending on the project’s scope 

and location, federal legislation may also be applied by 

a number of federal departments. For example, a provin-

cially regulated pipeline development may cross federally 

regulated navigable waters or potentially have an effect  

on fish habitat, necessitating a federal environmental 

assessment. (See Table 15.)

Transboundary pipelines—those crossing federal and 

provincial jurisdictions—must seek approval from the 

National Energy Board (NEB), an independent federal 

regulatory agency. Under the National Energy Board Act, 

a proposed oil or gas pipeline of more than 40 km requires 

an extensive regulatory review process consisting of 

a public consultation, public hearings and an environ-

mental assessment.24 Exhibit 1 presents a detailed over-

view of a transboundary pipeline approval process.

Before submitting an application for NEB approval, 

energy project proponents are required to undertake a 

public consultation. During the initial planning phase, 

the proponent discusses the project with affected com-

munities and landowners to address the environmental 

and socio-economic effects potentially associated with 

construction and operation. The proponent then inte-

grates these expressions of public interest, and the  

resolutions, into the application to the NEB.

our.research.indicates.that.the.extensive.approval..
process.for.interprovincial.pipelines.can.typically..
take.two.to.three.years.to.complete.

During the next stage of project approval, federal 

legislation may trigger an environmental assessment. 

Environmental assessments for project proposals are  

administered by the Canadian Environmental Assessment 

Agency; the NEB acts as the lead federal authority. The 

NEB is expected to consult with other federal agencies 

that have a regulatory role in pipeline construction and 

operation and to ensure that the public are involved  

�4.. National.Energy.Board,.National.Energy Board Act.

table.15.
Federal.Approval.Regulations.for.Oil.and.Gas.Infrastructure.

Agency. Act.and.regulation

National.Energy.Board.(NEB) National Energy Board Act 

Section.5�:.Interprovincial.or.international.
pipelines.greater.than.40.km.in.length.
require.a.Certificate.of.Public.Convenience.
and.Necessity

Canadian.Environmental.
Assessment.Agency.

Canadian Environmental Assessment Act 
(CEAA)

The.CEAA.Comprehensive.Study.List.
Regulations.indicate.that.a.pipeline.or.
liquefied.natural.gas.(LNG).facility.proposal.
requires.a.Comprehensive.Study.or.environ-
mental.assessment.by.a.review.panel.

Department.of..
Fisheries.and.Oceans

Fisheries Act

Section.35(�):.A.proposed.pipeline.or.LNG.
facility.should.not.result.in.the.harmful.alter-
ation,.disruption.or.destruction.(HADD).of.
fish.habitat,.unless.approved.by.the.Minister

Energy.infrastructure.construction.may.cause.
the.HADD,.triggering.Ministry.approval.

Transport.Canada. Navigable Waters Protection Act

Section.5(1):.The.Canadian.Coast.Guard..
is.responsible.for.ensuring.that.no.pipeline.
shall.be.built.or.placed.in,.on,.over,.under,.
through.or.across.any.navigable.water.
unless.otherwise.approved.

An.approval.is.issued.by.the.Regional.
Superintendent.of.Navigable.Waters.
Protection

Natural.Resources.Canada The.Minister.recommends.approval.of.the.
NEB’s.Certificate.of.Public.Convenience.and.
Necessity.prior.to.Governor.in.Council.
approval.

Environment.Canada Canadian Environmental Protection Act

Migratory Birds Convention Act

Canada Wildlife Act 

Source:.The.Conference.Board.of.Canada..
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exhibit.1
Nova.Scotia.Offshore.Transboundary.Pipeline.Approvals,.January.�004.

Source:.Erlandson.Consulting.Inc..and.Petroleum.Research.Atlantic.Canada.

Application for Certificate of Public 
Convenience and Necessity submitted 
to the NEB or Preliminary Submission 18-2

GIC denies approval
18-16

Proponent 
can resubmit 18-13

Order issued under s. 58 
for pipelines < 40 km 18-18  

Certificate of Public 
Convenience and Necessity 18-17

Applicant files PPBoR              18-19

Applicant places public notice    18-20 The NEB issues 
leave to open    18-27

Application for 
leave to open    18-26  

Construction and 
testing proceeds 18-25  

Final detailed 
route approved   18-24  

Detailed route hearing conducted 18-22

Applicant can 
file additional 
information 18-4 

Environmental 
assessment track 

determined 
18-5 

Community consultation by applicant           18-1

18-3

Is application 
complete?

NEB/RA 
regulatory decision

18-14

18-12

NEB/RA 
environmental 

decision

CEAA Comprehensive Study and report 18-6 

 NEB regulatory hearing 18-7

Gov’t. prepares response to 
panel's recommendations 18-9

GIC request for clarification 
to panel members 18-11

PANEL REVIEW PROCESS

(Joint) panel review and report   18-8

GIC 
approval 

18-15

Is detailed 
route hearing required?

18-21

NEB 
decision on PPBoR

18-23

Yes 

Yes 

Yes 

No

No

No

Approved

Approved
Not approved—
applicant
can reapply

Rejected

Recommended

s. 58 pipeline

s. 52 
pipeline

Rejected

GIC approval 
of response to 

recommendations
18-10

Public participation/ consultation

Interim and/or final decisions

CEAA  Canadian Environmental Assessment Act 

GIC  Governor in Council

NEB  National Energy Board

PPBoR  Plans, Profiles and Books of Reference 

RA Responsible Authority
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during and after the assessment. Our research indicates 

that the extensive approval process for interprovincial 

pipelines can typically take two to three years to complete.

Duplication and jurisdictional overlap are apparent 

in the regulatory approval process. For example, the 

environmental assessment and the NEB regulatory  

hearings may be presented with duplicate issues, and 

jurisdictional overlap occurs for offshore and northern 

oil and gas development proposals.

Long approval schedules and uncertain outcomes create 

a poor regulatory environment for project proponents, add 

cost and act as a disincentive to invest in the sector. The 

NEB and the Canadian Environmental Assessment Agency 

alike have recognized certain redundancies in the process 

and have made some progress toward streamlining approv-

als for interprovincial oil and gas infrastructure proposals.

In.recent.years,.the.neB.has.moved.toward.implement-
ing.a.“smart.regulation”.strategy.that.aims.to.make..
the.regulatory.process.clear.and.predictable.

Public consultations are a critical component of the 

regulatory review. To avoid consultative duplication,  

a Joint Review Panel can be formed to conduct both  

the NEB and the environmental assessment hearings. 

This was done for the Sable Gas Project, and by all 

accounts it successfully streamlined the regulatory pro-

cess. (See box “Sable Gas Project.”)

Overlap between jurisdictions with regulatory authority 

also poses a barrier to an efficient approval process. For 

example, energy infrastructure projects proposed in north-

ern Canada are subject to numerous regulatory approvals 

by federal agencies, territorial governments and Aboriginal 

boards. In the Northwest Territories, 14 organizations 

have responsibility for pipeline development.25 To avoid 

jurisdictional overlap during the environmental assessment 

and regulatory review for the Mackenzie Valley Pipeline 

gas pipelines through the Northwest Territories, the NEB 

and various northern regulatory agencies completed a 

�5.. Ibid.,.2004 Annual Report,.p..10.

cooperation plan. That plan is expected to condense the 

duration of the regulatory process from 44 months to 

between 24 and 36 months.26

In recent years, the NEB has moved toward implement-

ing a “smart regulation” strategy that aims to make the  

regulatory process clear and predictable.27 This involved  

the NEB revising the Guidelines for Filing Requirements 

�6.. Sanderson,.2001 in Review,.p..8.

�7.. Vollman,.Path.to.Smart.Regulation.

Sable.Gas.Project

An.infrastructure.proposal.that.spans.provincial.and.federal.
jurisdictions.may.be.subject.to.an.environmental.assess-
ment.under.the.federal.Canadian Environmental Assessment 
Act.and.provincial.environmental.assessment.legislation...
To.streamline.the.regulatory.process.and.to.avoid.duplication,.
overlap.and.delay,.a.joint.review.process.can.be.initiated.

The.Maritimes.and.Northeast.Pipeline.Project.and.Sable.
Gas.Project.illustrate.a.cooperative.environmental.assess-
ment.process.among.federal,.provincial.and.offshore.
agencies..The.Maritimes.and.Northeast.Pipeline.extends.
offshore.from.the.Sable.Gas.Project.through.Nova.Scotia.
to.the.New.Brunswick.border..Project.proponents.sub-
mitted.applications.to.the.Canada–Nova.Scotia.Offshore.
Petroleum.Board.(CNSOPB),.the.NEB,.and.Nova.Scotia.
Energy.and.Minerals.Resource.Conservation.Board.for.pro-
ject.approval..Because.each.agency.possesses.regulatory.
approval.and.decision-making.authority,.a.joint.collabora-
tive.environmental.assessment.process.was.organized,.
involving.the.Canadian.Environmental.Assessment.Agency,.
Nova.Scotia.Department.of.the.Environment,.NEB,.Natural.
Resources.Canada,.Nova.Scotia.Department.of.Natural.
Resources.and.CNSOPB.

A.public.hearing.was.conducted.by.an.independent.Joint.
Review.Panel.to.collect.evidence.on.potential.environmental.
impacts.and.to.allow.for.public.input..The.panel.concluded.
that.the.pipeline.was.unlikely.to.cause.significant.adverse.
environmental.impacts,.provided.that.appropriate.mitigation.
measures.were.put.into.place..As.a.result,.the.bodies.with.
jurisdiction.over.the.project.issued.individual.approvals.

Overall,.the.Sable.Island.Joint.Review.Agreement.allowed.
for.a.single.environmental.assessment.process.that.avoided.
regulatory.duplication.and.overlap,.lowered.related.costs.
and.shortened.the.time.to.assessment.completion.

Source:.Caron,.Infrastructure.and.Markets.
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to provide project proponents with a clear set of criteria, 

which should reduce the cycle time for processing appli-

cations. And through joint environmental assessments, 

cooperative agreements and harmonization agreements, 

other agencies have cooperated to streamline the environ-

mental assessment reviews and regulatory procedures.

Harmonization agreements have also been negoti-

ated between a number of provinces and the Canadian 

Environmental Assessment Agency. These agreements 

reduce overlap between jurisdictions and put an end to the 

need for both federal and provincial environmental assess-

ments. For example, the Canada–Ontario Agreement on 

Environmental Assessment Co-operation guides federal–

provincial cooperation when an environmental assessment 

is triggered by the Canadian Environmental Assessment 

Act and the Ontario Environmental Assessment Act.28 

Provincial and federal approvals are then based on one 

environmental assessment review, and decision-making 

authority is retained by each jurisdiction. 

Harmonization.agreements.reduce.overlap.between.
jurisdictions,.and.they.put.an.end.to.the.need.for.both.
federal.and.provincial.environmental.assessments.

Overall, some progress has been made to reduce the 

complexity of and amount of time required for regulatory 

approvals of new oil and gas projects. But given the need 

to add capacity soon to meet growing demand, further 

enhancements in these regulatory processes will be 

required to improve timeliness without compromising 

the protection of the environment and public.

electricity.regulatory.Processes
The regulatory approval process for electricity generation 

and electricity transmission facilities is also a complex 

multi-step procedure that requires considerable time, 

effort and stakeholder involvement. The goal of the 

approval process is to ensure that both the environment 

and the public interest are protected.

�8.. Canadian.Environmental.Assessment.Agency,.Canada and  
Ontario sign.

In each province, electricity generation and transmis-

sion proposals are reviewed and approved (or not) by a 

provincial utility board. If an environmental assessment 

is required, that process—albeit lengthy and costly—

becomes a vital element of the overall development 

schedule. So if new electricity generation and transmis-

sion projects are to become operational within a reason-

able time frame, the regulatory approval process must 

become more efficient. The consequences of prolonged 

regulatory approvals for electricity transmission are 

revealed in the next subsection on transmission hot spots.

Regulatory approval processes for electricity transmis-

sion in Ontario, Alberta and British Columbia have both 

positive and negative aspects, and regulators have imple-

mented a number of policy changes to improve the effi-

ciency of these processes. The Ontario Energy Board has 

set key objectives for improving the regulatory process 

(in areas such as timelines and stakeholder involvement) 

and has developed performance measures to evaluate 

progress. To streamline the environmental assessment 

process, the Ontario Ministry of the Environment has 

created Class Environmental Assessments for routine, 

minor transmission facilities with predictable environ-

mental effects. But for large electricity generation and 

transmission facilities, the environmental assessment 

and regulatory processes are seen as a major hurdle for 

proponents. (See box “Ontario Electricity Transmission 

Approval Process.”)

If.new.generation.and.transmission.projects.are.to.
become.operational.within.a.reasonable.time.frame,.regu-
latory.approval.processes.must.become.more.efficient.

Alberta has been delivering conflicting regulatory  

messages. To ensure that its regulatory process is effi-

cient, the Alberta Energy and Utilities Board developed 

guidelines for filing applications and a transmission 

development policy that enforces specific process time-

lines. However, the environmental assessment process 

of Alberta Environment is characterized by open-ended 

timelines, which create uncertainty for large projects. 

Furthermore, duplication results from public hearings 

that are held by both regulatory bodies for large electri-

city projects. Alberta Environment has recognized this 
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Several.factors.are.affecting.the.demand.for.new.electricity.
transmission.facilities.in.Ontario,.including.the.aging.of.exist-
ing.generating.units,.weather-related.impacts.and.the.pro-
posed.replacement.of.coal-fired.electricity.generating.stations..
It.has.been.estimated.that.more.than.10.large.infrastructure.
projects.will.have.to.be.built.across.the.province.to.provide.
the.additional.�,500.to.3,000.MW.of.electricity.capacity.that.
Ontario.will.require.to.maintain.system.reliability..The.need.
is.especially.acute.in.Greater.Toronto,.which.is.expected.to.
require.�50.MW.of.generation.capacity.by.�008.

To.meet.Ontario’s.growing.energy.needs,.increases.in.both.
electricity.generation.and.transmission.capacity.are.required..
The.provincial.government.has.committed.to.augmenting.
electricity.transmission.capacity.and.has.accepted.the.supply-.
mix.recommendations.set.out.in.the.Ontario.Power.Authority’s.
�0-year.Integrated Power System Plan..As.a.result,.the.trans-
mission.capacity.from.Bruce.County.will.be.expanded.to.deliver.
electricity.to.Ontario.residents.from.several.new.wind.farms.
and.the.Bruce.Nuclear.Complex..

The.current.regulatory.approval.process.for.electricity.trans-
mission.is.complex,.resulting.in.additional.costs.and.time.in.
the.decision-making.process..According.to.the.Association.of.
Power.Producers.of.Ontario,.this.approval.process.is.the.great-
est.barrier.to.transmission.development..The.Ontario.Ministry.
of.Energy.says.that.federal,.provincial.and.local.governments,.
local.interest.groups.and.First.Nations.are.requesting.a.larger.
role.in.the.decision-making.process..The.Ministry.anticipates.
that.participation.by.these.groups.will.increase.the.complexity.
of.the.planning.process,.making.it.even.more.difficult.to.con-
struct.new.transmission.facilities..To.accommodate.public.and.
government.interest.while.ensuring.timely.development.of.new.
transmission.lines,.the.Ministry.has.recommended.that.a.more.
efficient.and.fully.coordinated.approval.process.be.created..
In.response,.the.Independent.Electricity.System.Operator.has.
been.working.with.the.Ontario.Energy.Board,.the.Ontario.Power.
Authority.and.Hydro.One.(the.provincially.owned.transmission.
utility).to.improve.the.process.

The.Ontario.Energy.Board.has.committed.to.using.such.instru-
ments.as.generic.policy.proceedings,.benchmarking,.incentive.
rate-making,.delegation.and.streamlined.application.forms.
to.improve.the.regulatory.processes.and.ensure.that.they.are.
effective,.fair.and.transparent..Specific.performance.measures.

have.been.developed.to.ensure.that.key.objectives.are.met..
over.the.�006–08.period,.including.a.strengthening.of.stake-
holder.input.

The.Ontario Environmental Assessment Act.identifies.three.
classes.of.projects.for.public.and.private.electricity.transmis-
sion.proposals..Category.A.projects.are.expected.to.have.
minimal.environmental.effects.and.do.not.require.an.environ-
mental.assessment..Category.B.and.C.proposals.are.subject.
to.an.environmental.screening.or.an.individual.environmental.
assessment.with.varying.degrees.of.study.and.consultation..
(See.exhibit.“Ontario’s.Electricity.Transmission.Approval.
Process.Flow.Chart.”).

The.Environmental Assessment Act.also.regulates.timelines..
in.the.assessment.process,.including.public.comment.per-
iods,.so.that.participants.can.plan.their.projects..However,.
proponents.have.raised.concerns.about.open-ended.timelines.
for.decision-making.and.the.potential.for.embarking.on.a.con-
tinuous.stream.of.studies.and.elevation.requests..The.public.
plays.a.significant.role.in.determining.whether.a.proponent.
has.sufficiently.addressed.the.environmental.impacts.and..
can.request.a.more.extensive.elevated.review..To.avoid.an.ele-
vated.request.and.to.reduce.approval.time,.evident.problems.
should.be.identified.and.resolved.early.in.the.process..In.June.
�006,.the.Ontario.Ministry.of.the.Environment.amended.the.
environmental.assessment.process..The.changes.reduce.the.
opportunity.for.appeals.by.delegating.decisions.on.elevation.
requests.and.introduce.improved.approval.timelines.

The.Ontario.Minister’s.Environmental.Assessment.Advisory.
Panel.has.suggested.a.“one.project,.one.process”.regulatory.
review.approach..According.to.the.panel,.the.one.process.
approach.will.be.achieved.by.integrating.the.administrative.
functions.of.various.approval.authorities,.clarifying.criteria.
and.accountability.for.decision-making,.and.eliminating.
redundant.steps.in.the.overall.process..To.create.efficiency.
in.the.regulatory.review,.the.panel.has.recommended.the.
appointment.of.a.coordinator.to.administer.an.integrated.
and.coordinated.process..It.has.also.been.suggested.that.
environmental.assessment.hearings.be.combined.with.Ontario.
Energy.Board.proceedings..As.a.result.of.the.panel’s.recom-
mendations,.regulatory.obligations.could.be.addressed.and.
executed.in.one.process..

Sources:.Association.of.Power.Producers.of.Ontario,.Ontario Electricity;.Ontario.Energy.Board,.2005–2008 Business Plan;.Ontario,.Minister’s.
Environmental.Assessment.Advisory.Panel,.Improving Environmental Assessment;.Ontario.Ministry.of.Energy,.Electricity Transmission; Ibid.,.
McGuinty government;.Ontario.Ministry.of.the.Environment,.“Backgrounder”.and.Guide..

ontario.electricity.transmission.Approval.Process
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inefficiency and has offered suggestions to streamline the 

process, including assigning responsibility for the full life 

cycle of each project to just one regulator.

Canada.has.several.“hot.spots”—areas.with.a.critical.
need.for.reliable.infrastructure,.but.where.community.
concerns.delay.transmission.proposals.

Public hearings and consultations with stakeholders, 

including First Nations, are an integral part of the regula-

tory process in British Columbia. Regulatory complexity 

and public opposition to transmission facilities have  

created uncertainty for transmission development, par-

ticularly for needed transmission upgrades on Vancouver 

Island. These renewal projects are still in the regulatory 

approval stage and will not be constructed until at least 

2008. However, the Environmental Assessment Office 

made a commitment to ongoing improvement in the 

environmental assessment approval process and began  

by introducing—and then meeting or exceeding—time 

limits and performance targets for application reviews.

Electricity generation facilities may require approvals  

from provincial and federal regulators. Hydro projects  

face regulatory hurdles under the Canadian Environmental 

Assessment Act and the Canadian Fisheries Act. The 

current assessment process places more emphasis on 

local environmental impacts (e.g., aquatic habitat) and 

less on long-term effects (e.g., climate change).29 For 

example, regulatory reviews for thermal power plants 

can take six months, while the process for hydro facili-

ties can last for up to four years.30 As a result, thermal 

power may be favoured over hydro to generate elec-

tricity for future needs because of these differences in 

regulatory reviews.

eLeCtrICIty.trAnSMISSIon.“Hot.SPotS”
Electricity projects can have lasting effects on commun-

ities. Although an economical and reliable source of power 

is important to local residents and the economy, oppos-

ition to projects can arise from landowners who fear the 

�9.. Fortin,.Submission.

30.. Ibid.

possibility of expropriation or lowered property values, 

and from members of the public who have environ-

mental concerns.

Canada has several “hot spots”—areas with a critical 

need for reliable infrastructure, but where community 

concerns delay transmission proposals. The three hot 

spots discussed here highlight the critical transmission 

issues affecting electricity planners:

The Vancouver Island case study examines efforts  

to replace a critical piece of aging transmission 

infrastructure before the existing lines reach their 

end-of-service dates.

The Calgary–Edmonton corridor case study illus-

trates siting controversies and the potential strength 

of public opposition to proposed routes.

The Toronto case study details the economic import-

ance of having secure and reliable transmission 

infrastructure.

one.of.the.most.acute.hot.spots.is.vancouver.Island,.
which.depends.on.transmission.lines.from.mainland.
British.Columbia.for.most.of.its.electricity.

vancouver.Island
One of the most acute hot spots is Vancouver Island, 

which depends on transmission lines from mainland 

British Columbia for most of its electricity. By mid-

2007, the main transmission line will have a reliability 

rating of zero, and it will have reached the end of its 

projected life cycle.31 In the early 1990s, BC Hydro 

developed plans to replace the aging infrastructure. 

However, numerous attempts to build a cogeneration 

plant on the island or to purchase electricity from a 

private operator were thwarted by public opposition, 

competitor challenges and rising natural gas prices.32 

Alternative plans to replace the decrepit lines by using 

the same routes for new transmission have encountered 

31.. B.C..Hydro.Engineering,.Vancouver Island,.p..i..

3�.. Hobbs.and.Nicholls,.Vancouver Island,.pp..1,.9–19,.�8–31,..
55,.6�–77;.Hobbs,.British Columbia Utilities Commission Order,..
pp..1–3.;.Canadian.Press,.“B.C..Hydro.Announces”;.Canadian.
Press,.“Controversial.Duke.Point”;.Elton,.“Reliable,.Cost-Effective.
Power”;.Van.Ruyven,.“Reliable.Power.Supply.”

•

•

•
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similar difficulties.33 Substantial opposition has emerged 

from competing companies and some members of the 

general public who are concerned with the use of over-

land transmission towers.34 Meanwhile, opponents to 

the initiatives proposed so far argue for alternative energy 

such as wind power and want major industrial users on 

the island to curb their electricity consumption during 

cold weather.35

In.Alberta,.a.lack.of.transmission.capacity.is.a.key.factor..
limiting.growth.in.the.province’s.electricity.industry.and..
hindering.the.province’s.goal.to.become.north.America’s.
prime.energy.source.

A final decision on the environmental assessment for 

the construction of a new transmission line is expected 

in early 2007. BC Hydro has conceded that new cap-

acity will not be in place in time to meet the 2007 

deadline. As a result, the utility is attempting to extend 

the life of the aged lines and is working on curtailing 

the amount of energy used by industry on the island. 

Without timely construction of a replacement transmis-

sion system, the people of Vancouver Island risk serious 

economic and social disruptions.

Calgary–edmonton.Corridor
In Alberta, a lack of transmission capacity is a key factor  

limiting growth in the province’s electricity industry and 

hindering the province’s goal to become North America’s 

prime energy source.36 The transmission system within 

the province will reach its limit by 2010. The electricity 

transmission corridor linking Calgary and Edmonton is  

especially in need of upgrades. No new generation facilities 

can be built along the corridor to supply cities and their 

environs until new transmission lines are in place.37

33.. British.Columbia.Transmission.Corporation,.Final Submission,..
pp..6,.8–70;.Simpson,.“Projects.Vie.”

34.. British.Columbia.Transmission.Corporation,.Final Submission,..
pp..6,.8–70;.Simpson,.“Hydro.‘Ambushed’.Rival”;.Ibid.,..
“Projects.Vie.”

35.. “B.C..Hydro.Abandons”;.“B.C..Hydro.Scraps.Plans”;.Simpson,.
“Cabinet”;.Ibid.,.“We.Have.to.Stop”;.B.C..Sustainable.Energy.
Association,.“Duke.Point.Cancelled!”

36.. Scotton,.“Province.to.Cut.Red.Tape.”

37.. Alberta.Department.of.Energy,.Alberta’s Electricity,.p..34.

Of three possible transmission routes between the two 

cities, a western route received approval, but it is being 

held up by the legal efforts of a group of approximately 

2,500 landowners who fear that the development would 

cut their property values in half and impose restrictions 

on land use.38 This group proposes using an eastern 

corridor that has a smaller population and lower levels 

of agricultural activity. However, that route would be 

approximately 100 km longer and would cost an addi-

tional $100 million to build.39

While both sides battle over questions of routing and  

cost, the strains on the existing electricity transmission  

infrastructure continue to build. Without timely construc-

tion of new transmission lines, the citizens of Calgary 

and Edmonton could begin to experience problems with 

their electricity supply and may lose out on opportunities 

for expanded generation and export of electricity.

toronto
In Toronto, a lack of transmission capacity will have 

serious economic consequences. Securing adequate 

transmission capacity in the midst of a densely popu-

lated city is proving a daunting task because the public 

frequently opposes the proposed solutions.

In.toronto,.a.lack.of.transmission.capacity.will.have.
serious.economic.consequences..If.immediate.action..
is.not.taken,.the.city.faces.the.prospect.of.rolling..
blackouts.as.early.as.2008..

Canada’s largest city is served by two main transmission 

lines. During peak periods, those lines are running at  

or near their maximum capacity. If immediate action is 

not taken, the city faces the prospect of rolling blackouts 

as early as 2008. The provincial government has proposed 

to build a 550 MW gas-fired generation station on the 

site of an older mothballed generating station, because 

the new facility could be connected to a distribution hub 

38.. Alberta.Electric.System.Operator,.Edmonton–Calgary 500 kV,..
pp..33,.34,.86;.Alberta.Electric.Utilities.Board,.EUB Grants,.
p..1;.Kossowan.and.Tester,.“Power.Corridor”;.Jaremko,.
“Landowners.Resistance”;.“EUB.Favours,”.Nickle’s Energy 
Analects,.p..3.

39.. Jaremko,.“Landowner.Resistance.”
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without the need to construct additional transmission 

lines.40 Few viable alternatives are available. Even if 

sufficient public support could be secured for additional 

transmission lines running through the city, at least five 

years would be required to work through the current 

permitting and regulatory system.41

The city’s energy problems are reputedly making busi-

nesses wary of moving to the city. Rising electricity rates 

could cost the city (and the entire province) 100,000 jobs 

by 2025—a loss of up to $16 billion in gross domestic 

product.42 In Toronto, as in the Calgary–Edmonton cor-

ridor and on Vancouver Island, urgent action is required 

to ensure that reliable electricity transmission capacity is 

in place to meet emerging demand.

envIronMentAL.oPPortunItIeS.And.CHALLenGeS
An adequate energy supply and the timely development 

of vast energy resources for domestic and international 

use are of critical economic and social importance for 

the entire country. However, Canadians expect their energy 

resources to be developed in as sustainable a manner as 

possible, and the regulatory system is a critical tool in 

assuring them of this outcome. 

Canada.is.one.of.the.world’s.pre-eminent.energy..
storehouses,.second.only.to.Saudi.Arabia.in.proven..
oil.reserves.

Canada is one of the world’s pre-eminent energy store-

houses, but in 2003, its electricity and oil and gas industries 

directly produced about 274 million CO2-equivalent 

tonnes of greenhouse gas (GHG) emissions, representing 

36 per cent of Canada’s total GHG emissions (758 million 

CO2-equivalent tonnes). Table 16 shows a breakdown 

of this 274 million CO2-equivalent tonnes.

40.. Cansfield,.Ontario.Ministry.of.Energy,.pp..1–�;.“Ontario.Energy.
Minister.Directs,”.Global Power Report.

41.. Spears,.“Business.Fears.”

4�.. Association.of.Major.Power.Consumers.of.Ontario,.“New.research.
finds.Ontario.”

Canada’s oil and gas industry presents policy-makers with  

a conundrum. Proven reserves of nearly 28 billion m3 of oil, 

including approximately 27 billion m3 in Alberta’s oil 

sands, make Canada second only to Saudi Arabia in 

proven oil reserves.43 At the same time, the environmental 

costs of developing fossil fuels are staggering. Oil sands 

production alone requires between 2 and 4.5 m3 of water 

per cubic metre of mined synthetic crude produced, and 

the industry has an allocation of just 518 million m3 of 

water at its disposal. Tailings management is another 

major water-related environmental concern.44

Measures.will.have.to.be.taken.to.reduce.the.emissions.
or.to.offset.them.through.technology.or.purchases.of.
emissions.credits.

Moving beyond those issues, the oil and gas indus-

try was responsible for approximately 18 per cent of 

Canada’s GHG emissions in 2003.45 Oil sands pro-

duction in particular is one of the largest sources of 

Canadian GHG emissions, representing 3 per cent of 

the total in 2000. This burgeoning industry is a major 

factor in Canada’s difficulties in achieving its inter-

national obligations under the Kyoto Protocol.46

The oil and gas industry must meet three key emissions 

challenges. With regard to the first challenge, it already is 

striving to make more progress on its self-chosen path of 

reducing emissions per unit of output. Second, in regions 

such as the oil sands, where production is expected to 

grow rapidly, particular attention will be required to 

address the effects of total emissions on the receiving 

environment—reducing per-unit waste discharges will 

not be sufficient. Third, oil sands are poised to become 

an increasingly significant portion of total oil produc-

tion in Canada in the coming decades. Because oil sands 

production is more GHG-intensive than conventional 

43.. Petroleum.Human.Resources.Council.of.Canada,.Background 
Paper,.pp..13–14.

44.. Griffiths.et.al.,.Troubled Waters,.pp..16,.3�,.33,.53.

45.. Canadian.Association.of.Petroleum.Producers,.2005 Stewardship.

46.. United.Nations.Framework.Convention.on.Climate.Change,.Kyoto 
Protocol,.p..1;.Woynillowicz.et.al.,.Oil Sands Fever,.pp..19–�5.
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production, total GHG emissions from the industry will 

grow considerably unless action is taken. Measures will 

have to be taken to reduce the emissions or to offset them 

through technology or purchases of emissions credits.

Canada has the opportunity to become a “clean energy 

superpower.” Acting on this vision would integrate the 

two policy goals of taking advantage of the country’s 

rich energy resources and addressing its environmental 

challenges, including curtailment of GHG emissions.  

The key to achieving the vision is technological advance-

ment through robust commitments to research and 

development (R&D) and effective implementation 

of discoveries. Developing and implementing green 

technologies would not only further Canada’s efforts 

to become a clean energy superpower, but might also 

shape an energy sector that could sell its environmental 

expertise and technologies worldwide.

In the oil and gas industry specifically, technological 

advances could help oil and gas companies conduct 

activities in a more environmentally responsible fashion. 

For example, the development of carbon sequestration 

technologies would help to prevent the release of GHGs 

and could be used to enhance oil recovery from deplet-

ing hydrocarbon wells and to release coal-bed methane. 

This latter technology is of special interest to Alberta and 

Saskatchewan, whose massive oil and coal resources are 

accessible to the requisite pipelines; however, significant 

technical and financial problems remain to be resolved. 

Among the most immediate concerns are the high costs 

and technical feasibility involved in retrofitting genera-

tion plants for carbon capture and the costs of large-

scale carbon capture, transportation and sequestration.47 

Major pilot projects and initiatives are currently taking 

place in southern Alberta and in Saskatchewan.48.

Coal has a number of environmental problems that it 

must overcome. Coal combustion discharges particu-

lates, sulphur dioxide and other contaminants into the 

atmosphere surrounding the coal plants. These emis-

sions contribute to smog and acid rain, and their aes-

thetic effects have become the focus of much public and  

47.. Reeve,.The Capture and Storage,.pp..�,.3,.5–7.

48.. Roche,.“CO�.Pilots”;.Reeve,.The Capture and Storage,.pp..8–10.

government concern over the past few decades. Although 

contaminants can be removed from plant discharges, the 

necessary technologies are expensive, and they have not 

been widely implemented in Canada. If coal-fired elec-

tricity generating stations are to have a future in Canada, 

they will need to adopt these technologies.

In.the.oil.and.gas.industry.specifically,.technological..
advances.could.help.oil.and.gas.companies.conduct..
activities.in.a.more.environmentally.responsible.fashion..

A more vexing feature of coal is the huge quantity of 

CO2 emitted during its combustion. Although nearly  

75 per cent of Canada’s electricity is generated from 

non-emitting sources, the segment of the electricity 

industry that uses coal for generation is a major con-

tributor to GHG emissions. At 124 million tonnes,  

fossil-fuel-based electricity generation accounts for 

almost 45 per cent of all energy sector GHG emissions 

and 16 per cent of Canada’s total GHG emissions.49  

As shown in Table 17, burning coal to produce electri-

city is the single greatest GHG challenge facing the 

electricity industry.

49.. Environment.Canada,.Canada’s Greenhouse Gas Inventory,.pp..�7,.37;.
Canadian.Electricity.Association,.“Electricity.Generation.”

table.16.. .
Sources.of.GHG.Emissions.From.the.Electricity..
and.Oil.and.Gas.Industries
(millions.of.CO�-equivalent.tonnes)

Source.Category 19903 2000 2004

Electricity.and.heat.generation1 95 13� 130

Petroleum.refining.and.upgrading� �3 �4 �9

Fossil.fuel.production 30 45 49

Fugitive.sources.from.oil.and.natural.gas.fuels 41 64 66

total 190 265 274

1. Includes.both.utility.and.industrial.general.and.commercial.steam.generation.

�. Includes.combustion.and.process.emissions.associated.with.the.refining.of.crude.oil.

3. The.numbers.in.this.column.do.not.add.to.the.total.due.to.rounding.

Source:.Environment.Canada.
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The environmental difficulties associated with burning 

coal are sufficient that the Ontario government has com-

mitted to permanently shutting down the four coal-fired 

generating stations it currently operates. This shutdown 

is anticipated to considerably improve air quality and 

reduce GHG emissions.50

To reduce the climate change effects of coal, advanced 

new technologies—collectively called “clean coal” tech-

nologies—are being actively researched and developed. 

Integrated Gasification Combined-Cycle (IGCC) systems 

are currently the most attractive approaches to clean coal. 

This technology promises to improve the thermal effi-

ciency of coal-fired electricity generation by producing 

a synthetic gas that burns more cleanly than pulverized 

coal does. The process also includes a cogeneration 

phase to use more of the heat generated by the combustion.

to.reduce.the.climate.change.effects.of.coal,.advanced.
new.technologies—collectively.called.“clean.coal”.
technologies—are.being.researched.and.developed..

But IGCC processes still release CO2 into the atmosphere. 

The technology therefore needs to be paired with carbon 

sequestration steps to ensure that net emissions of GHGs 

to the atmosphere are eliminated. Methods of controlling 

GHG emissions are emerging, but are not yet widespread.

50.. Ontario.Power.Authority,.Ontario’s Integrated,.pp..17–18.

The most advanced method uses CO2 flue gas to enhance 

the production of oil from older underground reservoirs. 

The CO2 is pumped deep into the ground to displace 

the oil; it then remains there, effectively removing it  

from the atmosphere. Pipelines move the captured CO2  

from the source to the oilfield, and considerable opportun-

ity therefore exists for use of this technology in Alberta, 

where conventional oil production is found in relative 

proximity to coal-fired generating stations. This process 

is already being used in Saskatchewan, near Weyburn. 

In West Texas, approximately 3,000 km of pipeline are 

dedicated to this process.51 However, provinces such 

as Ontario have to discover other methods of safely and 

economically storing captured CO2 emissions.

the.environmental.challenges.of.electricity.generation.
are.being.met.in.part.by.an.increase.in.the.mix.of.renew-
able.energy.sources..

Given vast coal resources worldwide, research into clean 

coal use is likely to continue to grow. In fact, research is 

moving quite quickly in the U.S., which has even greater 

coal reserves and more infrastructure invested in coal than 

does Canada. The United States Department of Energy 

intends to build FutureGen, a $1.11 billion emissions-free 

coal-fired generating station, by 2012.52 Once completed 

and in operation, FutureGen will produce 450 MW of elec-

tricity. Another zero-emissions plant, worth $1.42 billion, 

is expected to be up and running in Germany and produ-

cing 275 MW by 2014.53 Provided that FutureGen is suc-

cessful and that other demonstrations confirm its success, 

it is safe to say that clean coal technology will be highly 

desirable because of coal’s abundance and broad dispersal.

Coal has a large environmental footprint that includes 

air pollution and GHG emissions. The future acceptable 

use of Canada’s immense coal resource hinges on our 

ability to reduce the environmental effects of coal com-

bustion with new technologies. Canada therefore needs 

51.. Uranium.Information.Centre.Ltd.,.“Clean Coal.”

5�.. FutureGen.Alliance,.Timeline.

53.. “RWE.in.€1.Clean.Coal.Project,”.International Coaltrans;..
Smith,.“EU.Regulations”;.Real Plan, [slide.show];.FutureGen 
Program, [slide.show].

table.17
Sources.of.GHG.Emissions.From..
Electricity.Generation
(millions.of.CO�-equivalent.tonnes).

Source.Category 1990 2000 2004

Coal 79 105 96

Refined.petroleum.products. 11 9 1�

Natural.gas 4 16 16

total 94 130 124

Source:.Environment.Canada.
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to remain current with these developments and to position 

itself to exploit its coal resources by adopting these  

new technologies.

The environmental challenges of electricity generation 

are being met in part by an increase in the mix of renew-

able energy sources. Wind and solar energy projects, 

and small hydro projects that require small dams or no 

significant dams, are making inroads even though their 

total production of electricity is currently modest. In 

Canadian cities, an opportunity exists to augment the 

electricity supply by burning garbage in “energy from 

waste” facilities rather than dumping it in landfills—a 

double benefit. This practice is common in Europe and 

present in the U.S. in modern, non-polluting facilities. 

In Toronto, which is facing both a landfill and an elec-

tricity shortage, energy from waste could provide some 

relief. But past public opposition to the concept has made 

local authorities reluctant to propose this solution for 

fear of the political repercussions. It remains to be seen 

what effect Toronto’s recent purchase of a large landfill 

facility will have on the overall waste management  

picture in the region.

Volume III of this Canada Project report, Mission 

Possible: Successful Canadian Cities, considers the 

adoption of industrial ecology principles in the planning 

and design of Canada’s cities. Successfully implementing 

these principles as our cities develop would reduce the 

volume of waste to be disposed of. Clean and modern 

energy from waste facilities could form an integral part 

of the industrial ecology measures.

In.Canadian.cities,.an.opportunity.exists.to.augment..
the.electricity.supply.by.burning.garbage.in.“energy.
from.waste”.facilities.rather.than.dumping.it.in..
landfills—a.double.benefit..

Public and private sector efforts to reduce electricity 

consumption through conservation and efficiency are 

aimed at helping the environment and also at easing the 

need to increase electricity generation and transmission 

infrastructure. For example, the Quebec government is 

committed to improving energy efficiency in the province 

by 8 TWh by 2015.54 The current federal government is 

interested in curbing levels of wasted energy in Canada 

through the promotion of energy efficiency and strong 

demand-side management strategies.

Ontario is also focusing on conservation, but just how 

much capacity can be saved is unclear. For example, the 

Pembina Institute argues that, in Ontario, an aggressive 

demand-side management strategy could reduce the 

baseload electricity generation capacity by 4,500 MW 

by 2012.55 In contrast, Navigant Consulting’s report 

for Ontario’s Independent Electricity System Operator 

argued that maximum demand response would be approxi-

mately 1,450 MW.56 Without making any judgments on 

the predictions of potential demand reductions, energy 

savings will evidently not be sufficient to delay or forego 

the construction of additional transmission and produc-

tion infrastructure in Canada.

the.labour.shortage.threatens.to.stifle.economic..
activity.in.western.Canada,.delay.construction.of..
liquefied.natural.gas.facilities,.and.potentially.hurt.
electricity.reliability.nationwide..

HuMAn.reSourCe.CHALLenGeS
A lack of qualified workers is causing concern across 

Canada’s energy sector. The labour shortage threatens to 

stifle economic activity in Western Canada, delay con-

struction of liquefied natural gas (LNG) facilities, and 

potentially hurt electricity reliability nationwide. Oil and 

gas producers in Alberta are facing debilitating labour 

shortages affecting investment projects. Construction 

of LNG facilities is challenged by the short supply of 

qualified engineers, experienced personnel and even 

labourers. The electricity industry is facing chronic 

shortages of engineers and lineworkers to develop and 

maintain facilities. The causes of the shortages in each 

54.. Quebec,.Ministère.des.Ressources.naturelles,.de.la.Faune.et.des.
Parcs,.Using Energy,.p..43.

55.. Peters.et.al.,.A Quick-Start,.pp..5,.16.

56.. Navigant.Consulting,.Blueprint,.p..7.



94. |. The.Conference.Board.of.Canada

industry differ, but the problems are the same: a severe 

lack of qualified recruits, and difficulties in attracting 

and retaining available workers.

In 2005, labour accounted for 17.1 per cent of costs  

in the oil and gas industry within the energy sector, and 

wages and benefit packages increased by 8 per cent that 

year. Labour and other costs are expected to continue to 

increase, on average, by 4.2 per cent annually over the 

next several years.57

The current shortfall of workers in the oil and gas indus-

try is projected to become even more severe, despite the 

substantial influx into Canada’s “oil patch” of workers 

from other parts of Canada and abroad. And current low 

levels of unemployment are putting inflationary pressures 

on wages and the cost of living in the province. Labour 

force growth will be further complicated by an aging 

population. By 2025, Alberta alone could face an annual 

labour shortage of 332,000 individuals, with potentially 

devastating effects on operations. 

the.current.shortfall.of.workers.in.the.oil.and.gas..
industry.is.projected.to.become.even.more.severe.

Strategic government planning will be essential to prevent 

Alberta’s labour crisis from constraining growth in the 

oil and gas industry in the future. Strict reliance on market 

forces will guarantee sharp increases in already high 

wage levels, with spillover inflationary pressures.58

Similar concerns for the future plague the electricity 

industry. A generation of retiring professionals and difficul-

ties in recruiting younger replacements are threatening 

the industry’s future stability and productivity. A cur-

rent wealth of career options driving intense competi-

tion for skilled technicians and professionals is making 

it difficult for utilities to attract and retain adequate 

numbers of workers. The problem can only worsen 

57.. Brugger,.Canada’s Oil and Gas Industry,.pp..1,.13,.14.

58.. Coughlin,.Alberta’s Labour Shortage,.pp..1–5.

as the baby boomers retire over the coming decade. 

In 2004, the average age of workers in the electricity 

industry was 44.2, with 65 per cent of workers aged  

40 to 54. By 2009, 17.3 per cent of the workforce will 

be eligible for retirement, and by 2014, that share will 

rise to 37.3 per cent. Simply maintaining activities at 

2004 levels will require approximately 9,000 new tech-

nical people by 2009 and more than 17,000 by 2014.59

A.current.wealth.of.career.options.driving.intense.
competition.for.skilled.technicians.and.professionals.
is.making.it.difficult.for.utilities.to.attract.and.retain.
adequate.numbers.of.workers..

GovernMent.And.InduStry.ACtIonS..
to.StrenGtHen.tHe.enerGy.SeCtor

Governments have already made headway in ensur-

ing the effective operation of Canada’s energy sector. 

The federal and provincial governments alike have 

been active in promoting “smart regulations” and in 

simplifying approval processes to assist in the timely 

construction of energy infrastructure.60 The Canadian 

Environmental Assessment Agency has recently taken 

a creative approach to streamlining the approval pro-

cess for transboundary pipeline approvals. For the first 

time, the agency has applied substitute provisions of 

the Canadian Environmental Assessment Act to allow 

the NEB to conduct environmental assessment hearings 

concurrently with the NEB’s own regulatory approval 

hearings for the Brunswick Pipeline Project development. 

This change will result in shorter approval times and an 

overall improvement in the efficiency of the process. If the 

outcome is successful, the substitute provisions should 

be applied to similar energy projects in the future.

59.. Canadian.Electricity.Association,.Keeping the Future Bright,..
pp..5,.1�–16,.�3–�8.

60.. Privy.Council.Office..Smart Regulation,.pp..3–�1;.Canadian.
Environmental.Assessment.Agency,.Federal Environmental 
Assessment;.Ibid.,.Environmental; Ibid.,.Canada and Ontario;..
Caron,.Infrastructure.and.Markets.in.Canada.
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Also, governments across the country are investing 

heavily in R&D projects whose outcomes are potential 

boons for the energy sector. For example, the federal 

government has established a Program of Energy 

Research and Development that supports 26 federal 

and provincial R&D projects in the energy sector.61 

Meanwhile, at the provincial level, many governments 

have established dedicated energy research organiza-

tions or have provided dedicated research funding for 

energy activities. In August 2000, for example, the 

Alberta Energy Research Institute was established. 

Since that time, it has helped to develop an energy 

research strategy for the province.62

Alberta.has.developed.an.advanced.royalty.regime..
specifically.designed.to.promote.research.on.and..
utilization.of.carbon.sequestration.technologies..
and.other.innovative.energy.technologies.

On yet another front, governments are investigating  

the most effective means of using public policy to spur  

further energy investments in exploration and the use  

of new technologies. Alberta has developed an advanced 

royalty regime specifically designed to promote research on 

and utilization of carbon sequestration technologies and  

other innovative energy technologies.63 Ontario, British 

Columbia and Quebec are promoting the greater use  

of private sector actors in the generation of new sources 

of electricity while the traditional utilities retain respon-

sibility for baseload generation.64

61.. Natural.Resources.Canada,.“Program.of.Energy.Research”; Ibid.,.
“Technology.and.Innovation.R&D”;.International.Energy.Agency,.
Energy Policies,.pp..153–157.

6�.. Alberta.Energy.Research.Institute,.History;.Ibid.,.2006–11 Strategic 
Business Plan;.International.Energy.Agency,.Energy Policies,.p..
159.

63.. Alberta.Department.of.Energy,.CO2 Projects,.pp..4–13;..
Ibid.,.Innovative Energy,.pp..4–8.

64.. Quebec,.Ministère.des.Ressources.naturelles,.de.la.Faune.et.des.
Parcs,.Energy for Prosperity,.p..14;.Ibid.,.Publicly.Owned;.Ibid.,.
The Energy Sector,.p..�1;.British.Columbia.Ministry.of.Energy,.
Mines.and.Petroleum.Resources..2006/07–2008/09 Service Plan,.
pp..1,.�0;.British.Columbia.Ministry.of.Energy.and.Mines,.Energy 
for Our Future,.pp..8,.9,.�8–3�.

The oil and gas industry is actively engaged in less-

ening the environmental impact of its activities. As a 

start, the intensity of emissions has been reduced, but 

unfortunately, net emissions have risen because of rapid 

expansion in that industry. For example, emissions 

intensity from oil sands production dropped by  

26 per cent over a decade, but increased activity is pro-

ducing more emissions than ever.65 Similarly, net oil 

and gas exports to the U.S. climbed 180 per cent from 

1990 to 2003, with a corresponding surge in related 

GHG emissions of approximately 115 per cent.66

Looming labour crises have led to the creation of the 

Petroleum Human Resources Council of Canada and 

the Electricity Sector Council. These councils are col-

laborative efforts uniting the energy sector, government, 

educators and workers to ensure that adequate numbers 

of qualified individuals are available to work in the 

energy sector over the coming years. The councils work 

to develop human resource strategies that incorporate 

training, credential recognition, occupational standards 

and methods of attracting new workers.67

the.oil.and.gas.industry.is.actively.engaged.in.lessening.
the.environmental.impact.of.its.activities..

SuMMAry

Canada is on the cusp of an exciting and potentially 

lucrative energy future. The country has a vast natural 

endowment of energy resources and is currently invest-

ing in leading-edge research. Emerging renewable energy 

technologies, carbon sequestration and new facilities 

for energy supply such as LNG re-gasification termin-

als illustrate the vibrancy of the country’s energy sector. 

Major challenges, however, must be addressed.

65.. Woynillowicz.et.al.,.Oil Sands Fever,.p..19.

66.. Environment.Canada,.Canada’s Greenhouse Gas Inventory,.p..10.

67.. Alliance.of.Sector.Councils,.Sector Councils,.p..1;.Petroleum.
Human.Resources.Council.of.Canada,.Year in Review,.pp..1–7;.
Ibid.,.Strategic Human Resources Study,.pp..5–11,.�7–31,.44–6�;.
Canadian.Electricity.Association,.Keeping the Future Bright,..
pp..�6–34.
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Meeting future demand for energy will require an array  

of massive new investments. The energy sector will con-

tinue to be constrained by shortages of skilled labour, 

which are already affecting key projects such as the 

oil sands developments. The energy sector also faces 

environmental challenges caused by GHG emissions and 

water use. If Canada is to achieve sustainable prosperity, 

it will need to find an appropriate mix of energy resour-

ces, optimize its vast hydroelectric potential, develop 

emerging renewable energy sources, encourage energy 

conservation and efficiency, and develop and implement 

new fossil fuel technologies to resolve environmental 

issues. As for managing water use, governments will 

need to work with industry and affected Aboriginal 

communities to find appropriate solutions.

the.federal.government,.in.cooperation.with.the..
provinces/territories.and.industry,.must.develop..
coherent.energy.policy.principles.to.guide.the..
regulatory.process.

Effective and efficient regulations that enable timely 

construction of energy infrastructure projects are vital  

to the Canadian energy sector and the national economy. 

Streamlined regulations can protect the environment 

and the public, and ensure long-term sustainability. 

For Canada to maximize the economic opportunities in 

global energy markets, regulatory reform will have to 

continue into the future. Cooperation between federal 

and provincial government departments and their regula-

tory agencies will ensure that Canada can live up to its 

potential to be a major player in global energy markets 

while producing sufficient energy for domestic needs.

GoInG.ForwArd

eStABLISH.A.nAtIonAL.enerGy.FrAMework
The federal government, in cooperation with the provinces/ 

territories and industry, must develop a coherent statement 

of energy policy principles to guide the regulatory process 

and provide a distinct sense of direction for Canada’s 

energy sector in order to take advantage of energy 

resources and improve environmental performance. 

Such a statement need not infringe on areas of prov-

incial jurisdiction. A strong statement of the national 

interest would send clear signals to the energy sector, 

potential investors and the research community regard-

ing the future of energy policy in Canada. These signals 

would be amplified if the statement of federal energy 

principles also supplied a provisional road map stating 

how and when policy goals are to be met.

InCreASe.reGuLAtory.eFFICIenCy.For..
ProJeCt.APProvALS
Governments must streamline the regulatory process  

so that energy infrastructure projects are approved more 

efficiently without compromising the protection of the 

environment and the public. Several jurisdictions have 

already moved in this direction. For example, British 

Columbia has introduced rigid decision-making time-

lines that allow proponents to manage the process and 

that provide certainty.

The following components characterize an efficient and 

effective regulatory system:

enforced timelines for regulatory and environmental 

approval processes;

annual performance targets for regulatory bodies;

standardized independent review of the approval 

process; and

continued development of cooperation agreements 

between the federal and provincial/territorial govern-

ments.

Governments.must.streamline.the.regulatory.process.
without.compromising.the.protection.of.the.environment.
and.the.public.

To complement efforts by the NEB to increase regulatory 

efficiency, an independent body could review completed 

regulatory procedures in a mechanism of continual 

improvement. Recommendations could then be made 

for increasing the efficiency of the regulatory process 

and reducing approval timelines. Provincial electricity 

regulators should also streamline and accelerate approval 

•

•

•

•
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processes. It has been suggested that, in Ontario, the 

process be coordinated among the various agencies so 

that proponents can obtain regulatory responses within 

predictable time frames.68

deveLoP.PoLICy.on.CLIMAte.CHAnGe
One of the greatest long-term challenges is climate change. 

As the Report of the Commissioner of the Environment 

and Sustainable Development notes: “As we are an 

energy-producing and dependent country, climate 

change goes to the heart of our economy and touches 

many aspects of our lives, threatening economic costs. 

It also presents opportunities . . . . [E]xperts suggest 

long-term solutions involve changing to low carbon 

economy and energy systems.”69

While the problem of climate change is of global scale, 

Canada cannot wait until a global consensus on strategies 

is reached before taking action. Indeed, the country’s 

GHG emissions continue to increase partly because 

of our economic expansion but also because of insuffi-

cient actions taken by our businesses, governments and 

individuals. From 1990 to 2004, Canada’s growth rate 

in CO2 emissions was higher than that of all the other 

Group of Eight (G8) countries, including the U.S.

while.the.problem.of.climate.change.is.of.global..
scale,.Canada.cannot.wait.until.a.global.consensus..
on.strategies.is.reached.before.taking.action..

As the 2006 Report of the Commissioner of the 

Environment and Sustainable Development makes crystal 

clear, Canada is not on track to meet its obligations to 

reduce emissions nor is it adequately prepared to adapt 

to the effects of climate change. The report outlines rea-

sons for this assessment. Among them, it says the fed-

eral government is not organized to manage its climate 

change initiatives effectively. Mechanisms are missing 

to coordinate activities across departments and to track 

spending and results that should be reported to Canadians. 

It notes, too, that few federal efforts are underway to deal 

68.. Parkinson,.“Re:.Submissions.”

69.. Auditor.General.of.Canada,.2006 Report of the Commissioner ,.p..5..

with the booming growth in the oil and gas industry.70 

That said, the federal government has accepted all of the 

recommendations made in the report. In addition, it has 

proposed the Canada’s Clean Air Act, which includes a 

plan to address climate change. 

In a June 2006 report, The National Round Table on 

Environment and Economy noted that the ambitious 

goal of 60 per cent emissions reduction by 2050 is 

achievable, but only if energy is used more efficiently 

and if energy is produced while less CO2 is emitted. 

Canada’s Clean Air Act does propose long-term targets 

for reducing GHG emissions but does not identify spe-

cific short-term targets to initiate actions that will lead to 

these long-term reductions. Response to the Act has been 

tepid, but more refinement is anticipated in early 2007.

Technologies will play a critical role. Technologies 

exist to increase energy efficiency but how to effectively 

deploy them remains an important policy issue. On the 

energy production front, carbon capture and sequestra-

tion technologies must be perfected in the oil and gas 

industry, and clean coal technology must be developed 

to reduce GHG emissions in electricity generation.

Governments must play a major role in ensuring the devel-

opment and implementation of these technologies by:

introducing new regulations (such as stricter energy 

efficiency standards) and fiscal measures (such as 

investment tax credits); 

implementing a tradable emissions permit system 

similar to the one found in the European Union; and

increasing public investments in R&D and possibly 

funding environmental technology infrastructure.

technologies.will.play.a.critical.role,.and.governments..
must.ensure.the.development.and.implementation.of.
these.technologies.

Developing an effective program to reduce the quantity 

of GHG emissions is critical, but developing a program 

of adaptation to ensure that the Canadian economy 

can cope with the effects of climate change is equally 

70.. Ibid.,.pp..8,.10,.53.

•

•

•
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important. In the decades ahead, Canada could experi-

ence a level of climate change that would place undue 

stress on all of Canada’s ecosystems and physical infra-

structure. To secure a sustainable future, adaptation to 

climate change effects will need to become an integral 

part of the public and private decision-making processes 

and climate change strategies.

MAke.CAnAdA.A.CLeAn.enerGy.SuPerPower
Canada is already a world leader in low-emissions 

electricity generation, thanks to its nuclear technology 

and renewable resources such as hydro and wind. Still, 

the country continues to face a conundrum. It is set to 

become a global energy superpower based largely on 

hydrocarbon sources, and yet it aspires to reduce GHG 

emissions and to improve air quality and water use.  

The solution is to make Canada a clean energy super-

power. Turning this vision into a reality will require 

major actions on the part of governments and industry.

Effective regulations will reduce the impacts of energy 

production and consumption on the overall environ-

ment. Governments should provide fiscal incentives for 

industry to develop and implement new technologies 

and processes that address their environmental challen-

ges, such as air quality, GHG emissions and water use. 

Emissions trading systems should be implemented to 

allow flexibility in how air quality and greenhouse gas 

emissions goals are achieved. Governments should also 

supply funding to universities and others for R&D to 

find technological solutions to reducing emissions and 

water use.

Canada.is.set.to.become.a.global.energy.superpower,.and.
yet.it.aspires.to.reduce.GHG.emissions.and.to.improve.air.
quality.and.water.use.

Governments, researchers and industry must work 

together to make Canada a world leader in energy 

innovation. Technological advances in additional non-

emitting energy technologies are essential, as are novel 

breakthroughs in sequestration and other technologies 

that reduce or eliminate emissions from hydrocarbons.

The strength of any superpower is related to its human 

resource capacities. Governments and the human 

resource sector councils in Canada must advance  

global strategies to secure sufficient numbers of highly 

qualified personnel to support energy activities. Issues 

in post-secondary education, apprenticeships, labour 

mobility and international accreditation will have to 

be addressed. Attracting young workers and skilled 

immigrants to Canada’s energy sector must be part of 

the human resource strategy. There is also substantial 

potential for Aboriginal people to be more involved in 

the energy sector, but industry and governments will 

have to increase their efforts and work with Aboriginal 

communities to ensure that residents of those commun-

ities develop the skills required to successfully partici-

pate. Industry and governments must also ensure that the 

proper social and physical infrastructure is present in the 

communities in which energy sector workers will live.

Governments,.researchers.and.industry.must.work.
together.to.make.Canada.a.world.leader.in.energy.
innovation.

reCoMMendAtIonS.to.MAke.CAnAdA..
A.CLeAn.enerGy.SuPerPower

The Conference Board of Canada recommends that:

Industry invest in new energy supply, pipelines, 

electricity transmission infrastructure, and technolo-

gies and processes that minimize environmental 

impacts on watersheds, air and climate.

The federal government work with the provinces/

territories and industry to develop a national energy 

framework of coherent policy principles that inte-

grate energy security, increased trade, improvements 

in air quality and reductions in greenhouse gas 

emissions.

14.

15.
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Governments develop and implement comprehen-

sive climate change strategies that will significantly 

reduce greenhouse gas emissions and help Canada 

adapt to the effects of climate change.

Governments encourage investments in environ-

mental technologies through effective regulations 

and implementation of emissions trading systems 

and fiscal incentives.

16.

17.

Industry and governments devote more funding 

to research and development to find technological 

solutions that will reduce emissions from the pro-

duction and consumption of fossil fuels, including 

the capture and safe disposal of greenhouse gas 

emissions. 

18.



HIGHLIGHtS

The.current.expansion.of.

the.world.economy.and.

rise.of.middle.classes.in.

China.and.India.are.driving.

up.the.demand.for.natural.

resources..For.Canada.to.

benefit,.major.investments.

will.be.required.over.the.

next.decade.and.major.

challenges.will.need.to.be.

addressed..Investments.

made.will.have.conse-

quences.far.beyond.the.

investment.period,.and.

every.decision.must.be.

weighed.for.not.only.the.

gains.that.can.be.achieved.

immediately.but.also.the.

long-term.consequences.

for.Canada’s.sustainable.

prosperity.

• Opportunities.and.chal-

lenges.are.unique.to.each.

major.Canadian.resource.

sector,.but.there.are.two.

themes.that.are.common.

to.all.resource.sectors—

the.need.to.address.labour.

shortages.and.improve.

regulatory.approval.pro-

cesses.

Overall,.Canada’s.resource.

sectors.have.a.workforce.

that.is.older.than.the.

national.average..Shortages.

will.occur.not.only.in.oper-

ations.but.also.in.construc-

tion.and.development.of.

new.infrastructure..Major.

actions.by.business.and.

governments.will.be.

required.to.address.such.

shortages,.including.creat-

ing.incentives.to.attract.

skilled.workers.to.resource.

communities,.improving.

Aboriginal.education.and.

training,.and.increasing.

apprenticeship.and..

internship.programs.

•

•

Complex.and.lengthy.regu-

latory.approval.processes.

are.delaying.investments.

in.new.projects,.commer-

cialization.of.new.products,.

and.adoption.of.new.tech-

nologies.and.production.

processes..Streamlining.

of.the.regulatory.approval.

processes.is.urgently.

needed.beyond.the.current.

progress.made..Sufficient.

allocation.of.resources.to.

public.laboratories.and.

regulatory.agencies.can.

allow.regulatory.decisions.

to.be.made.in.a.timely.way.

while.also.protecting.the.

environment.and.the.public.

•
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The current expansion of the world economy  

and rise of the middle classes in China and 

India are driving up the demand for forest prod-

ucts, food, mineral products and energy. This boom in 

commodities could last for the next 15 years and is pre-

senting significant opportunities for Canada, given its 

wealth in natural resources; however, the country must 

address some major challenges to be able to fully benefit 

from the upturn.

Business and governments will need to cooperate in 

meeting the challenges. Furthermore, strategic private 

and public investments will be required if Canadian indus-

tries are to capture larger shares of the global commodity 

markets while also taking measures to protect the 

environment and the Canadian public.

this.boom.in.commodities.could.last.for.the.next..
15.years.and.is.presenting.significant.opportunities..
for.Canada,.given.its.wealth.in.natural.resources.

Investments made over the next decade will have con-

sequences that flow far beyond that period. Therefore, 

every decision must be weighed for not only the gains 

that can be achieved immediately, but also the long-

term effects on Canada’s sustainability.

Today’s emerging market trends and challenges are 

unique to each major Canadian resource sector. Each 

must therefore be analyzed separately for possibilities 

and how those possibilities can be achieved. Each sec-

tor must individually explore how it can contribute to  

the country’s long-term prosperity. At the same time,  

all of these resource sectors face some common problems 

that must be addressed. This chapter first summarizes 

the unique nature of each of Canada’s four principal 

resource sectors; it then turns to common issues.

ForeSt.ProduCtS:.tIMe.to.renew

Global wood and paper consumption is likely to increase 

by $4 billion to $7 billion annually, at least over the 

next 10 to 15 years. This should be a welcome boon 

for Canada’s forest products sector, but to truly benefit 

from increasing global demand, the sector must take 

steps now to renew itself.

The lumber industry has struggled under the weight 

of tariffs imposed by the United States. Many lumber 

production facilities have closed or curtailed operations. 

The recent resolution to the softwood lumber dispute 

should help, but the projected cooling of the U.S. hous-

ing market will likely offset the benefits of the agree-

ment—at least in the short term.

In the past few years, many pulp and paper mills have 

closed because of three factors: increasing costs (their 

operating costs are higher than those of newer mills in 

competing countries); aging facilities (Canada’s pulp 

and newsprint mills are relatively old and small); and 

excess global capacity for their products (the growing 

Conclusion

CHAPter.6
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numbers of international temperate-zone competitors, 

including emerging producers in the southern hemisphere, 

which are seizing a growing share of the global market).

The forest products sector is one in which economies of 

scale matter. Canadian pulp and paper mills will have to 

“bulk up” to compete successfully with newer, techno-

logically advanced “super mills.”

the.sector.must.revitalize.its.operations..Further.mill.
closures.will.be.required,.but.investments.in.new,.
upgraded.and.larger.mills.will.also.be.important.

If the Canadian sector wants to be competitive and to 

capture new market opportunities, it cannot hesitate. It 

must take steps now to revitalize its operations. Further 

mill closures will be required, but investments in new, 

upgraded and larger mills will also be important. At the 

same time, some existing mills will need to be modified 

to produce non-traditional products.

The huge new mills in other competing countries approach 

1 million tonnes in annual capacity. In theory, 10 pulp 

and 7 newsprint “super mills” could replace the entire 

current Canadian production. No one is suggesting 

that all mills should reach that size, but at least some 

Canadian super mills will be needed if the sector is to 

continue to compete in world markets.

New and enlarged facilities will require a ready supply 

of wood. Decisions on where these mills are sited will 

need to take into account sources of that supply. And 

depending upon location, mill operators may have to 

obtain their wood from neighbouring provinces. Current 

timber tenure systems in many of the provinces have the  

effect of trade barriers: they prevent interprovincial 

shipment of logs. These policies reduce the supply of 

roundwood that could be used by large mills and likely 

increase the price of chips that could be drawn from 

neighbouring provinces. Forest tenure legislation will 

need to be amended to accommodate the establishment 

of larger mills.

To convince investors to support new super mills, prov-

incial governments will have to begin to accept the 

inevitability of mill closures. They will have to direct 

their efforts toward helping affected communities make 

the transition rather than toward subsidizing mill jobs. 

Policy-makers will also have to acknowledge that larger  

mills are necessary and adapt their competition policies  

accordingly. Finally, they will need to change tax regimes 

that discourage investment—notably capital taxes.

Encouraging investment in mill upgrades, larger mills or 

bioproducts mills will be no small feat considering that 

this is a difficult time for the sector. Investors are disin-

clined to put money into a sector with a recent spotty 

profit record. Although the fundamentals of the markets 

for existing and novel products will ultimately win out, 

policy matters such as tax regimes and approval processes 

can have a material bearing on the investment climate. 

Accordingly, the federal and provincial governments 

should modify tax rates and ensure that environmental 

assessment and permitting processes can lead to timely 

approvals without compromising protections. Removing 

the encumbrances that discourage investment can help 

stimulate the necessary renewal.

encouraging.investment.in.mill.upgrades,.larger.mills.
or.bioproducts.mills.will.be.no.small.feat.considering.
that.this.is.a.difficult.time.for.the.sector.

In addition to conventional wood and paper products, 

Canada’s forest resource can be used to produce a variety 

of non-traditional products. Traditional pulp mills can 

be modified to produce products such as bioenergy, 

biochemicals and biodiesel. Energy, fuels and chemicals 

generated from renewable forest biomass would not 

only renew a struggling forest products sector, but also 

help to reduce greenhouse gas (GHG) emissions.

Here again, support from the federal and provincial 

governments in the form of policies and standards to 

stimulate the development of biofuel production facili-

ties will be an important factor. Government support  

for research and new product development will also be 
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essential. Providing flexibility in forest allocations and 

timber tenure systems to permit uses for logs outside 

the traditional lumber and pulp and paper products 

is another way in which governments can contribute. 

This latter effort will need to be supported by a more 

detailed inventory of the Canadian forest, with a focus 

on the uses for various types of wood fibre.

A good start would be policies that make it easy to develop 

and market biomass energy. The relevant technologies 

are well known to the industry and they lower GHG 

emissions, while reducing local pollution through low 

particulate and other emissions. To stimulate production 

of this cleaner energy source, governments should offer 

financial incentives similar to those offered for wind 

power. Canada’s energy policy should also be reformed 

to facilitate the sale, at competitive prices, of excess 

electricity generated from biomass.

Mill.closures.were.rare.in.previous.generations;..
now,.they.are.a.fact.of.life..

Governments and industry should complete the work 

they have initiated to improve air quality in mill towns 

while permitting the sector to renew itself. The coopera-

tive multi-stakeholder approach can effectively achieve 

real improvements at costs that are reasonable and in time 

frames that meet community concerns and industry’s 

financial needs.

Since 2001, 108 mills have partially or fully closed, 

and provincial governments have, in general, taken a 

reactive approach to mill closures. The result has been 

hardship for communities and their laid-off workers. 

Provincial governments have responded by using sub-

sidies and ownership to extend the lives of uneconomic 

facilities and by implementing employment and eco-

nomic diversification strategies in ailing rural commun-

ities when closure has finally occurred.

But a reactive approach is less than effective. Mill clos-

ures were rare in previous generations; now, they are a 

fact of life. Affected communities need to find ways to 

address the consequences. If a mill closure is foreseen, 

measures can be taken to lessen the impact on displaced 

workers. In forest-dependent communities, economic 

diversification strategies need to be initiated before  

mills close. This kind of planning requires that the sec-

tor work closely with the community and with govern-

ments, advising them well in advance of closures and 

helping communities make effective transitions.

AGrI-Food:.tIMe.to.MAke.tHe.SeCtor.
More.InnovAtIve.And.CoMPetItIve

Given population and income growth in developing 

countries, the global agri-food sector can expect increas-

ing demand for the next several decades. The need for 

traditional agricultural products will continue, but highest 

growth is expected to come from added-value products 

and product varieties based on differentiation. Canada’s 

agri-food sector will be able to benefit from these global 

market trends if certain barriers are eliminated or reduced.

The agri-food sector will require a workforce that is 

creative and risk tolerant. The sector has made some steps 

in this direction, but will need to do more to improve its 

image so that highly qualified individuals will be attracted 

to careers in agri-business. Steps that will assist in this 

transformation include making investments in training 

and development, and publicizing the changing nature 

of careers in the sector.

Given.population.and.income.growth.in.developing..
countries,.the.global.agri-food.sector.can.expect..
increasing.demand.for.the.next.several.decades.

Many of the opportunities identified in this report for 

the agri-food sector involve improved product develop-

ment for segmented consumers in the domestic and 

export markets alike. Taking advantage of these oppor-

tunities means leaving the comfort zone of “this is the 

way we’ve always done it.” It means gaining a better 

understanding of today’s consumers and developing 

products, practices and delivery processes that reflect 

that understanding.
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At the moment, producers are constrained by the lack of  

consumer information flowing to them along the value 

chain. Supply-managed sectors are particularly vulnerable. 

If the sector is to produce more variety and the higher-value 

products that consumers want, it will need to integrate 

vertically or to form collaborative alliances among farmers 

and downstream processors, distributors and retailers 

whose specific aim is to create consumer value.

The sector also needs to improve its productivity by 

investing in new equipment and by creating and selling 

new products. Governments can stimulate investment by 

reducing capital and other taxes that act as a drag on 

investor enthusiasm. Productivity-driven investments 

are then likely to follow. Governments must also ensure 

the timely approval and introduction of new products, 

rationalize provincial and federal food inspection regu-

lations, and support research and development (R&D) 

as well as commercialization of new products.

In the area of food safety and quality, governments  

and regulatory agencies must be vigilant. An efficient 

and effective regulatory system is essential to protecting  

our exports and the Canadian public. However, Canada’s 

regulatory approval processes of new food products, crop  

protection products and animal health products are slow,  

thereby reducing the agri-food sector’s competitiveness 

and preventing the use of inputs and processes—and the 

creation of new products—that could be beneficial to 

Canadians and the environment.

In.the.area.of.food.safety.and.quality,.governments.
and.regulatory.agencies.must.be.vigilant..However,.
Canada’s.regulatory.approval.processes.are.slow,.
reducing.the.agri-food.sector’s.competitiveness.

The agri-food business also faces environmental challen-

ges that must be met by effective regulation and farm-

based best management practices. These practices are 

being adopted but could be made even more attractive  

by supporting farmers who make environmental improve-

ments and protect natural capital, such as wetlands. 

Developing a market that trades in ecological goods and 

services may help, but the agricultural community and 

governments must be open to both new ideas and flexible 

approaches. Concern about GHG emissions provides a 

clear opportunity for developing a biofuels economy based 

on fermented farm products or co-products. Government 

support for such initiatives is critical, and results are 

already apparent in one ethanol plant announcement. 

Further opportunities will emerge as the demand for  

ethanol for motor fuel grows.

Canada is a net exporter of food because it has a large 

arable land mass in relation to its population. But to 

increase opportunities for exports, the federal government 

must actively pursue further trade liberalization for agri-

cultural goods. For example, the Canada–U.S. Free Trade 

Agreement (FTA) removed tariffs from several higher-value 

food categories. As a result, Canada now has more access 

to U.S. markets for processed and higher-value agri-food 

products, and exports of those products to the U.S. have 

indeed risen, whereas exports of Canadian bulk raw-product 

have stayed level.

the.federal.government.must.actively.pursue.further..
trade.liberalization.for.agricultural.goods..

More can be done, especially at the international level. 

Tariffs are currently at extremely high levels—some in 

excess of 300 per cent. And tariffs in most countries are 

higher on value-added food products than on raw com-

modities. Practices such as these prevent trade in higher-

value products, thereby limiting market opportunities 

for countries like Canada.

Another major issue for the Canadian agri-food sector is 

the subsidization that U.S. and European farmers receive 

for products that are traded internationally. These subsidies 

lead to excess production, which in turn lowers prices for 

the relevant products. Canadian farmers do not receive 

equivalent subsidies, and they therefore suffer the con-

sequences of weak farm income.

Canada’s supply-managed commodities (dairy and 

poultry products) occupy a position very different from 

that of other Canadian farm products. Supply-managed 

commodities are protected by relatively high tariffs 
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(roughly 150 per cent for poultry products and 250 per 

cent for dairy products). The protection from foreign 

competition and the control exercised over production 

have kept net incomes for farm families producing 

those commodities relatively high and stable.

The suspended Doha Round of World Trade Organization 

negotiations attempted to deal with agricultural tariff and 

subsidy issues. If Doha is revived and successfully reduces 

trade barriers, Canadian exporters of food products and 

Canadian farmers and food manufacturers will greatly 

benefit. But Canada will have to wait until at least  

2009 for full trade negotiations to resume.

Successful trade liberalization could prove detrimental 

for Canada’s domestically focused supply-managed 

products. A real dichotomy would occur at the trade 

negotiating table as Canada argues for improved mar-

ket access for its internationally traded products, while 

at the same time trying to protect its supply-managed 

industries. Overall, though, it is in Canada’s interest to 

pursue an agenda of further trade liberalization.

If multilateral trade agreements such as the Doha Round 

are ultimately unsuccessful, Canada will be forced to 

negotiate bilateral and regional agreements, although 

with Canada’s relatively small market, such piecemeal 

agreements are not an optimum solution. However, with  

a carefully thought-out strategy jointly developed by indus-

try and the federal government, and forcefully implemented 

in negotiations, Canada’s agri-food sector could continue 

to enjoy further export opportunities.

Canada.will.have.to.wait.until.at.least.2009.for.full.
trade.negotiations.to.resume.

MInInG:.tIMe.to.exPAnd.doMeStIC.
MInerAL.exPLorAtIon

The past decade saw a downturn in Canadian mining 

exploration activity in response to a persistent reduction 

in commodity prices. As a result, Canada’s inventory of 

mineral deposits has been depleted. To replenish reserves,  

 

mineral exploration must be stimulated. New mine 

developments that can meet increased global demand 

will sustain the Canadian mining sector into the future.

The demand for minerals and metals that began about 

2002 is expected to continue to grow at least over the 

next 15 years, especially with the rise of the emerging 

economies and their middle classes. This resurgence 

in commodity prices saw mineral exploration rise dra-

matically around the world, but the focus has been on 

deposits already discovered and those relatively close 

to current mining operations. To rebuild an inventory 

of deposits that will eventually develop into new mines 

and to expand exports of mineral products, Canadian 

exploration will have to expand into frontier areas.  

Examples from the last decade include the discovery  

of diamonds in the Northwest Territories and of nickel 

at Voisey’s Bay in Newfoundland and Labrador. More 

deposits remain to be discovered in our large country.

to.rebuild.an.inventory.of.deposits,.Canadian..
exploration.will.have.to.expand.into.frontier.areas..

Governments can play a significant role in boosting 

exploration activity. Tools for this purpose include attractive 

tax policy, improved geoscience, better decision-making 

concerning land use and access, and an improved per-

mitting process. Tax programs such as the B.C. Mining 

Flow-Through Share Tax Credit and the federal 

Investment Tax Credit for exploration have been able to 

raise funds for exploration. Continuation of such tax pro-

grams should provide financial incentives for much-

needed new exploration projects.

Governments and financial markets need to work together 

to ensure that the reporting protocols and jurisdictional 

regulations are coherent and transferable across Canada. 

Streamlined procedures will minimize the time and 

costs for meeting the legal and financial requirements. 

Governments also need to simplify the process of secur-

ing permits, while ensuring full compliance and adher-

ence to best practices. To develop a uniform permitting 

process, industry should work closely with government 

agencies at all levels and adhere to a rigorous set of 

guidelines agreed to by all stakeholders.
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The impending human resource shortage in the sector can 

be ameliorated by actively engaging the Aboriginal com-

munity. More and more, industry is initiating discussions 

that lead to the implementation of Impact and Benefit 

Agreements to increase Aboriginal participation. At this 

time, raising the education level on reserves should be a 

priority. Advancement on this front will help Aboriginal 

workers reach beyond entry-level jobs while remaining 

close to their homes. To this end, the federal government 

must work with Aboriginal governments to improve the 

rate of high school completion on reserves to at least the 

national average. Partnering with provincial educational 

authorities and industry groups could lead to focused 

and creative new approaches.

new.mining.development.in.Canada.will.predominantly.
be.located.in.remote.and.environmentally.sensitive.
frontier.regions,.close.to.Aboriginal.communities..

The very nature of mining leads to potentially significant 

environmental risks. Mine excavations, waste deposits 

and potential chemical contaminants can create adverse 

environmental effects. This situation could prove doubly 

challenging, given that new mining development in 

Canada will predominantly be located in remote and 

environmentally sensitive frontier regions, close to 

Aboriginal communities. Similarly, new global mining 

development will involve Canadian companies in sensi-

tive environmental and social situations abroad. The 

organizations involved must ensure that they adhere  

to the high standards of environmental performance, 

regulatory compliance and oversight, regardless of  

project location.

To address outstanding issues related to the mining 

sector’s environmental performance, Canadian govern-

ments should improve environmental impact assess-

ments to take into account cumulative effects and 

advances in environmental science and technologies. 

Dealing with cumulative environmental impacts by 

using best practice mitigation measures will become 

increasingly important, particularly in Canada’s North, 

where most new mineral deposits will be found.

enerGy:.tIMe.to.BeCoMe.A.CLeAn..
enerGy.SuPerPower.

The outlook is promising for energy producers, at least 

over the next 15 years. Canada’s energy sector is poised 

to tap into the projected tight energy markets, but to do 

so, companies will have to make significant investments 

in production, pipelines and electricity transmission 

while reducing environmental impacts on air quality, 

water resources and climate. At the same time, govern-

ments will need to have the policies, fiscal measures 

and regulations that bring about these environmental 

impact reductions as well as continuous improvements 

in energy efficiency.

The long-term view for Canada’s oil and gas production 

is excellent: strong growth in world demand is expected 

to continue, and the U.S. will undoubtedly want to rely 

on secure, politically stable sources such as Canada. This 

optimistic forecast is encouraging massive investments 

in oil sands. In fact, oil sands production will increase 

significantly and will offset the decline in conventional 

crude oil production. By 2015, supply from oil sands 

could reach 472,000 cubic metres per day (m3/d)—up 

from 175,000 m3/d in 2005. The value of Canada’s net 

crude oil exports is expected to more than double by 2020.

Canadian.energy.companies.will.have.to.make.significant.
investments.in.production,.pipelines.and.electricity.trans-
mission.while.reducing.environmental.impacts.

Although this outlook sounds promising, the sector 

must address certain critical issues. First, it must find 

new sources for the large quantities of energy required to 

produce oil from the oil sands. The current squeeze on 

natural gas—the heat source currently used to process 

oil sands bitumen—is driving up operating costs, so an 

alternative will have to be found. Furthermore, it is ques-

tionable whether natural gas, a clean-burning fuel, should 

be used for such purposes. Alternative sources such as 

bitumen, coke and nuclear will need to be considered.
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A second major issue is the use of water in oil sands 

operations. Massive expansion of these operations will 

put significant pressure on water resources, even though 

its use per unit of production is decreasing. Resolving this 

issue may prove difficult, but good management of water 

resources will be critical to the future development of the 

oil sands and the other users of that water supply.

Given.the.projected.increase.in.oil.sands.production,.
ways.to.curtail.the.resulting.emissions.will.have.to.be.
found.if.overall.GHG.emissions.are.to.be.reduced.

A third major issue for the energy sector is the GHG 

emissions produced per unit of oil derived from oil sands. 

They are more than double the emissions from conven-

tional oil production. Given the projected increase in  

oil sands production, ways to curtail such emissions 

will have to be found if overall GHG emissions are to 

be reduced in the future. New technologies, such as car-

bon sequestration, may prove to be highly beneficial. 

But further research and development is needed to  

make these new technologies economically feasible.

Natural gas markets in North America will require new 

supply. This will come from Canada’s less-developed 

natural gas resources—including offshore and northern 

deposits, and coal-bed methane—and imports of lique-

fied natural gas. All require regulatory approvals: pipe-

line approval processes to ship northern frontier gas to 

southern markets, environmental assessments for the 

production of coal-bed methane, and site approvals for 

liquefied natural gas plants. To increase supply of this 

clean-burning fuel, all of these issues must be addressed 

by governments and industry.

Provincial electricity industries differ significantly  

with regard to sources of supply and the markets they 

serve. In Ontario, for example, growing domestic demand 

for electricity requires new power generation, while Quebec 

is seeking to expand its hydroelectric capacity mainly to 

increase its exports of electricity to the New England states.

Finding the right mix of electricity generation technolo-

gies will be important. Choices as to the supply mix 

must take into account each province’s potential energy 

sources and the need to meet environmental objectives 

using renewable energy sources such as hydro, wind 

and solar. But for provinces with limited hydro cap-

acity, wind and solar power are not yet sufficiently reli-

able. Other options include coal and nuclear, imports 

of electricity from neighbouring regions and greater 

energy efficiency.

Coal-fired generating stations are economically appeal-

ing but problematic from an environmental viewpoint. 

Abundant coal reserves are available in North America, 

making coal an attractive fuel source. But new technolo-

gies and processes will have to be developed to cut air 

pollutants and GHG emissions if coal is to have a promis-

ing future. Some improvements have already been made 

in technologies to reduce pollutants, and pilot projects 

to cut emissions significantly are underway. The suc-

cess of piloted zero-emissions coal plants in the U.S. and 

Germany could make the long-term outlook for coal quite 

bright. If coal-fired generating stations are to have a future 

in Canada, they will need to adopt these technologies.

Coal-fired.generating.stations.are.economically.appealing.
but.problematic.from.an.environmental.viewpoint..

Increases in oil, gas and electricity production are not 

all that is required to meet future consumer demand. 

New pipeline and electricity transmission capacity is  

also necessary. Timely investments in infrastructure must 

be supported by efficient regulatory approval processes 

and, while progress has been made in streamlining these 

processes, much remains to be done. Overlapping, dupli-

cate and lengthy regulatory approval processes are cur-

rently delaying construction of new pipelines and 

electricity transmission lines.

Gains in energy efficiency will contribute to a reduc-

tion in the rate of growth in energy demand and will 

improve the environment. Current high energy prices 



108. |. The.Conference.Board.of.Canada

are prompting consumers to conserve to a certain extent, 

but governments will need to play a major role by pro-

viding incentives and public education that encourage 

reduced energy use, and by increasing energy-efficiency 

standards such as those found in building codes and that 

apply to motor vehicle fleets.

One of the country’s most critical long-term challenges 

will be to deal with climate change. Effectively meet-

ing this challenge will require global cooperation and 

strategizing. But Canadians would be ill advised to wait 

for the emergence of global consensus and strategies 

before taking action, because Canada’s growth rate in 

GHG emissions surpasses that of all other Group of 

Eight (G8) countries. The European Union, Japan and 

the U.S. are already investing in the development of 

expertise and technologies to address GHG emissions. 

Canadian inaction risks the country being left behind, 

missing out on market opportunities and being unpre-

pared when other countries start to push the climate 

change agenda at the international negotiation table.

the.european.union,.Japan.and.the.u.S..are..
already.investing.in.the.development.of.expertise..
and.technologies.to.address.GHG.emissions.

Canadian governments will need to develop and imple-

ment a strategy to cut emissions significantly by 2050. 

The lead time to this long-term target would be ample 

for the development and implementation of new tech-

nologies and the replacement of aging physical assets 

with energy-efficient, low-emissions plants. However, 

action, and not rhetoric, is required to achieve long-term 

targets. Governments must act now by implementing 

emissions reduction regulations and an emissions trading 

system. Fiscal measures should be used to entice com-

panies to capture their CO2 emissions or to invest in new 

plants and equipment that use the most energy-efficient 

and economically feasible technologies available.

The fossil fuel industry also has an opportunity to develop  

and implement technologies that can reduce the release 

of GHG emissions. For example, carbon sequestration 

technologies could provide a solution to the projected 

growth of oil sands production, enhance oil recovery from 

aging oil reservoirs and produce natural gas from coal. 

Governments can support low-emissions sources of 

electricity and low-environmental-impact sources such 

as hydro, nuclear, ethanol, biofuels and biomass. In 

particular, governments should reduce the regulatory 

hurdles to these developments, especially within the 

assessment and approval systems.

the.fossil.fuel.industry.also.has.an.opportunity.to.
develop.and.implement.technologies.that.can.reduce.
the.release.of.GHG.emissions.

Business and governments also need to invest in R&D 

if new methods to curtail emissions and new carbon-free 

sources of energy are to be found. Canada has an oppor-

tunity to build world-class expertise and technologies in 

this area, and then to sell that expertise and those tech-

nologies worldwide.

Finally, Canada must develop and implement a strategy 

to adapt to a changing climate. The major benefits of 

curtailing emissions will accrue to future generations. 

In the meantime, climate change is occurring, so the 

country must find ways to adapt.

Canada has the potential to become a clean energy super-

power across the spectrum of energy activity, but strong 

action by business and governments is required to fulfill 

this vision. As part of this vision, the federal govern-

ment must take the initiative—with the cooperation 

of the provinces and industry—to develop a national 

energy framework that sets out energy policy principles 

and provides a sense of direction for the future.
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deALInG.wItH.CoMMon.ISSueS

Two issues—the shortage of qualified people and improve-

ments to regulatory regimes—are common to all resource 

sectors. Resolving these problems is essential if Canadians 

are to benefit from the positive prospects in global com-

modity markets and to turn the country’s vast natural 

resources into sustainable prosperity.

AddreSSInG.SkILLS.SHortAGeS
To assure the future prosperity of the resource sectors, 

attracting, developing and retaining skilled people will 

be vital. Overall, Canada’s resource sectors have a work-

force that is older than the national average. Any discussion  

of how the country’s resource sectors can expand produc-

tion and their global market share must also recognize 

that they face future skills shortages. These shortages 

will be found not only in operations but also in con-

struction or development of new infrastructure. In fact, 

such shortages are already evident in Alberta’s oil and 

gas sector.

to.assure.the.future.prosperity.of.the.resource.sectors,.
attracting,.developing.and.retaining.skilled.people.will.
be.vital.

In the case of the forest products sector, the current 

wave of mill closures has displaced workers. But if 

industry renewal is pursued as recommended in this 

report, workers will need to be retrained and mobilized 

to the locations of new, larger mills. The retiring work-

force will also have to be replaced, with the inherent 

challenge of attracting skilled new entrants—a common 

thread across all resource sectors.

The workforce in Canada’s resource sectors tends to be 

male dominated. It also contains a much lower proportion 

of immigrants than the average for Canadian industry. And 

Canada’s youth population is not particularly attracted to 

these sectors for a variety of reasons, including perceptions 

that the work is dirty, low-tech and unsafe.

New mining and oil and gas developments will be 

found close to Aboriginal populations. On average, 

these populations are younger and are growing faster 

than the national average. They could therefore repre-

sent an important untapped labour pool. Currently, how-

ever, skilled Aboriginal workers are few in number, and 

arranging education and training to develop their skills 

will not happen without significant effort.

Any.discussion.of.how.the.country’s.resource.sectors.can.
expand.production.and.their.global.market.share.must.
also.recognize.that.they.face.future.skills.shortages..

recommendations.to.Address.Skills.Shortages
The Conference Board of Canada recommends that:

All resource sectors and the federal and provincial/ 

territorial governments provide incentives for skilled 

workers, including immigrants, to relocate to resource 

communities.

The federal government work with Aboriginal  

governments, and in cooperation with industry  

and provincial educational authorities, to improve  

on-reserve education outcomes.

Industry and governments collaborate with 

Aboriginal communities to provide better  

skills training to Aboriginal people.

Post-secondary educational institutions collaborate 

with industry to boost apprenticeship and internship 

programs for the resource sectors. Governments will 

need to support the increase in these programs.

Industry, educational institutions and governments 

promote the value of resource-based jobs to youth 

and women, to increase their participation in the 

resource sectors.

Industry and resource-based communities provide a 

healthy and enjoyable work and social environment, 

plus opportunities for learning, in order to retain 

skilled workers in the resource sectors.

19.
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IMProvInG.reGuLAtory.reGIMeS
A well-functioning regulatory system is central to the 

protection of the public interest and the environment, 

and ensuring public safety. Governments must continu-

ously ensure that regulations and their enforcement are 

adequate at meeting these goals in the most efficient and 

effective way. They must allocate sufficient resources to 

the public laboratories and regulatory agencies to make 

proper evidence-based regulations that meet policy 

objectives and to ensure proper enforcement of regu-

lations respectively. Regulatory bodies must provide 

timely approvals while also protecting the environment 

and public.

All four of the resource sectors analyzed in this report must 

have strong regulatory systems. However, they frequently 

encounter regulatory approval barriers that can inappropri-

ately delay their ability to invest in new developments, the 

commercialization of new products or the adoption of 

new technologies and production processes.

In general, the regulatory approval processes for new 

mills, mines, oil and gas developments, electricity gen-

eration, pipelines and electricity transmission are slow 

and cumbersome. Federal and provincial regulations are 

often overlapping and duplicative, making approval pro-

cesses complex and costly.

All.four.of.the.resource.sectors.analyzed.in.this.report.
must.have.strong.regulatory.systems..

To expand the capacity of the resource sectors so that they 

can benefit from growing world demand for resource-based 

products, streamlining in regulatory approval processes is 

urgently required. Some progress has been made, but more 

needs to be done. Governments should look seriously at  

harmonizing approval regulations wherever possible. At a 

minimum, all regulatory agencies must consider using a 

single, integrated process instead of multiple, overlapping 

ones. All governments should enforce timelines for regula-

tory and environmental approval processes and could also 

set out performance targets for regulatory bodies. There 

is significant opportunity to improve current regulatory 

approval processes, and governments and regulatory 

agencies must make such improvement a top priority.

Scientific and technological developments are occurring 

rapidly, and regulatory agencies are finding it increas-

ingly difficult to review the growing numbers of new 

substances, products and technologies. The protection 

of the environment and the safety of the public in rela-

tion to these new substances, products and technologies 

are vital, but it is equally important that regulatory testing 

be accomplished with reasonable speed. Governments 

should therefore make it an imperative to boost the  

capacity of regulatory approval processes by maintain-

ing an adequate number of technical staff who are up-

to-date with advances in science and technology and 

who have the proper testing equipment and the ability 

to carry out the tests in a timely manner.

to.expand.the.capacity.of.the.resource.sectors.so.
that.they.can.benefit.from.growing.world.demand.for.
resource-based.products,.streamlining.in.regulatory.
approval.processes.is.urgently.required.

recommendations.to.Improve.regulatory.regimes.for.
All.resource.Sectors.while.Protecting.People.and.the.
environment
The Conference Board of Canada recommends that:

Governments eliminate interprovincial regulatory 

barriers, making resource sectors more competitive 

in world markets and providing greater access to 

domestic markets.

All government departments and regulatory agen-

cies implement “smart regulations” that protect the 

environment and the public and that have efficient 

and timely approval processes for new projects, prod-

ucts and technologies. The federal and provincial gov-

ernments should harmonize their regulations. When 

harmonization is not possible, cooperative arrange-

ments should be pursued to eliminate unnecessary 

overlap and duplication of regulatory processes. 

Canadian regulations should be harmonized with 

international standards, wherever feasible.

25.

26.
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Governments boost the capacity of the regulatory 

approval processes with adequate technical staff and 

training so that they can keep pace with developments 

in science and technology.

Governments enforce timelines for regulatory and 

environmental approval processes, and impose 

annual performance targets for regulatory bodies.

LIMIted.wIndowS.oF.oPPortunIty.to.ACt

Canada has vast natural resources—a supply that well 

exceeds the needs of its population. A potential there-

fore exists to benefit from the growing global demand 

for resource-based products. Within the next decade, 

Canada must renew and invest in its resource sectors  

if it is to tap the limited-time opportunities that current 

global markets offer. These investments must be prudent, 

in order not to destroy the prosperity of future genera-

tions. Similarly, the country’s productive capacity must 

be expanded without causing irreparable environmental 

damage. New products must be sought that can generate 

wealth while they benefit—not harm—humans, animals 

and ecosystems. Decisions must be geared to helping the 

resource sectors and their respective communities pros-

per during the current market gains and stay resilient 

when downturns occur. 

within.the.next.decade,.Canada.must.renew.and..
invest.in.its.resource.sectors.if.it.is.to.tap.the.limited-
time.opportunities.that.current.global.markets.offer..

The insights and recommendations in this report point  

to how, over the next 15 years, Canada can maximize its 

natural resources opportunities to achieve longer-term 

prosperity and well-being. It is now left to leaders to act.

27.

28.

SuMMAry.oF.reCoMMendAtIonS.For..
A.CAnAdIAn.reSourCeS.StrAteGy.For.
tHe.BooM.And.Beyond

reCoMMendAtIonS.to.renew.tHe.ForeSt.
ProduCtS.SeCtor

Provincial governments allow the sector to close 

uncompetitive mills, but industry must collaborate 

with government and affected communities to make 

the transition.

Governments eliminate interprovincial barriers to the 

movement of logs, reform the timber tenure system, 

and modify taxation and competition policy to sup-

port investments in much larger mills than currently 

exist in Canada.

Governments and industry increase investments in 

research and development to develop new products, 

including biomass energy, biofuels and biochemicals.

Governments provide financial incentives like those 

provided for wind power to expand biomass energy 

in Canada and governments reform energy policies 

so that excess electricity generated from forest bio-

mass can be sold at competitive prices.

Governments and industry continue the work they 

have initiated to improve air quality in mill towns.

reCoMMendAtIonS.to.MAke.tHe.AGrI-Food.
SeCtor.More.InnovAtIve.And.CoMPetItIve

Industry improve value chain management through 

alliances and collaboration that improve efficiencies 

and quality control.

Governments remain vigilant in ensuring food safety 

to protect Canada’s food exports and Canadians, but 

do so without putting undue burden on the sector.

Governments facilitate the protection of the environ-

ment by not only regulating the sector, but also sup-

porting farmers who protect environmental assets 

such as wetlands.
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The federal government take a strong stand in 

favour of further trade liberalization in food, and 

that it work with other national governments to pursue 

such an agenda. The suspension of the Doha Round 

of negotiations should not deter the government from 

seeking trade arrangements with other countries.

reCoMMendAtIonS.to.BooSt.MInerAL.exPLorAtIon.
to.oPen.new.MIneS

Governments support mineral exploration by provid-

ing tax incentives and establishing one set of rules 

and regulations that is coherent and transferable 

across provinces and territories.

Governments provide adequate funding to public 

laboratories and universities for the development 

of the geoscience information that is critical to 

exploration.

Governments and industry assess the cumulative 

environmental effects of new mining activities  

and take appropriate measures to minimize  

environmental impacts.

Industry engage with Aboriginal communities as 

economic and environmental stewardship partners.

reCoMMendAtIonS.to.MAke.CAnAdA.A.CLeAn.
enerGy.SuPerPower

Industry invest in new energy supply, pipelines, 

electricity transmission infrastructure, and technolo-

gies and processes that minimize environmental 

impacts on watersheds, air and climate.

The federal government work with the provinces/

territories and industry to develop a national energy 

framework of coherent policy principles that inte-

grate energy security, increased trade, improvements 

in air quality and reductions in greenhouse gas 

emissions.

Governments develop and implement comprehensive 

climate change strategies that will significantly reduce 

greenhouse gas emissions and help Canada adapt to 

the effects of climate change.

9.
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Governments encourage investments in environ-

mental technologies through effective regulations 

and implementation of emissions trading systems 

and fiscal incentives.

Industry and governments devote more funding to 

research and development to find technological solu-

tions that will reduce emissions from the production 

and consumption of fossil fuels, including the capture 

and safe disposal of greenhouse gas emissions.

reCoMMendAtIonS.to.AddreSS.SkILLS.SHortAGeS
All resource sectors and the federal and provincial/ 

territorial governments provide incentives for skilled 

workers, including immigrants, to relocate to resource 

communities.

The federal government work with Aboriginal  

governments, and in cooperation with industry  

and provincial educational authorities, to improve  

on-reserve education outcomes.

Industry and governments collaborate with Aboriginal 

communities to provide better skills training to 

Aboriginal people.

Post-secondary educational institutions collaborate 

with industry to boost apprenticeship and internship 

programs for the resource sectors. Governments will 

need to support the increase in these programs.

Industry, educational institutions and governments 

promote the value of resource-based jobs to youth 

and women, to increase their participation in the 

resource sectors.

Industry and resource-based communities provide a 

healthy and enjoyable work and social environment, 

plus opportunities for learning, in order to retain 

skilled workers in the resource sectors.
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reCoMMendAtIonS.to.IMProve.reGuLAtory.
reGIMeS.For.ALL.reSourCe.SeCtorS.wHILe.
ProteCtInG.PeoPLe.And.tHe.envIronMent

Governments eliminate interprovincial regulatory 

barriers, making resource sectors more competitive 

in world markets and providing greater access to 

domestic markets.

All government departments and regulatory agen-

cies implement “smart regulations” that protect the 

environment and the public and that have efficient 

and timely approval processes for new projects, prod-

ucts and technologies. The federal and provincial gov-

ernments should harmonize their regulations. When 

25.

26.

harmonization is not possible, cooperative arrange-

ments should be pursued to eliminate unnecessary 

overlap and duplication of regulatory processes. 

Canadian regulations should be harmonized with 

international standards, wherever feasible.

Governments boost the capacity of the regulatory 

approval processes with adequate technical staff  

and training so that they can keep pace with 

developments in science and technology.

Governments enforce timelines for regulatory and 

environmental approval processes, and impose annual 

performance targets for regulatory bodies. 
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The Canada Project had its genesis in 2002 at 
The Conference Board of Canada’s annual 
Canadian Conference—a meeting of senior 

public and private sector leaders at which participants 
are invited to share their most pressing concerns about 
Canada’s present challenges and future prospects.

Many of the leaders at this meeting raised the same 
underlying issue: that Canada was floundering in a state 
of public policy drift at a time that called out for national 
strategic action in the face of rising global competition.

And thus, The Canada Project was born.

Now, almost four years later—thanks to the $2.4 mil-
lion invested by business and government organizations, 
the $1.0 million contributed by the Social Sciences and 
Humanities Research Council of Canada and the effort and 
expertise invested by some of Canada’s top researchers and 
professionals—we present this four-volume compendium of 
the results of our work. The ambitious task of synthesizing 
all the research and analyses produced under the banner 
of The Canada Project required us to focus on what was 
both essential and new. Much of the original research has 
been released over the course of the project in 27 separate 
studies and reports. (See Appendix “The Canada Project 
Research and Dialogue Activities.”) Mission Possible: 
Sustainable Prosperity for Canada summarizes our 
findings in a comprehensive overview. It delivers an 
integrated set of 76 recommendations in support of seven 
closely linked strategies for moving forward. Many of 
these recommendations are consistent with emerging  
public policy thinking; others are more provocative.

I want to thank my exceptional team of colleagues who, led 
by Brenda Lafleur, Director of The Canada Project, con-
tributed to this enterprise. All were diligent and thorough 
in analyzing and weighing policy choices and in selecting 
priorities for emphasis. Special thanks to my volume  
co-captains, Glen Hodgson and Gilles Rhéaume.

I also want to thank Janice Gross Stein for agreeing to 
write the Foreword. Her thoughtful thematic summary  
of our key messages will help readers absorb this 
research-laden body of work.

The timeliness of this publication—coinciding with new 
governments and new leadership in Ottawa and in many 
provinces and cities across the country—is fortuitous.  
It arrives at a moment when there appears to be an emer-
ging consensus among Canadians on two themes: that 
Canada must strive for a global-best level of excellence  
in embracing the competitiveness challenge, and that it 
must adopt a sustainability perspective in so doing.

I hope that Mission Possible will be widely read by 
leaders at all levels and in all sectors. Above all, I hope 
it succeeds in driving policy debate in constructive dir-
ections and contributes to a national resolve to under-
take the actions necessary to build a sustainable and 
prosperous future for Canada. 

Anne Golden
President and Chief Executive Officer 
January 2007
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Canada’s future economic prosperity is at risk. 

This is a hard argument to make in a country 

that today enjoys low unemployment, a strong 

dollar, declining debt and a booming resource economy. 

Canadians are likely to be skeptical of an argument that 

points to serious challenges ahead and makes an urgent 

case for strategic investment today to assure sustainable 

prosperity tomorrow. Yet this is precisely the argument 

The Conference Board of Canada makes in this four-

volume report. It does so in compelling language as 

it examines the challenges Canada faces in the global 

economy, in our resource sectors, and in our cities.  

In all three areas, our performance is slipping.

Canada.lags.behind.most.developed.economies..
in.productivity.growth.

We are becoming less competitive. In just two years, we 

have slipped from 3rd to 12th place in comparative meas-

urements of macroeconomic and microeconomic perform-

ance, according to the results of benchmarking by the 

Conference Board. Canada lags behind most developed 

economies in productivity growth. Our resource sectors 

require significant new strategic investment if they are to 

meet global competition, and our biggest cities are starved 

for investment in comparison with global cities elsewhere. 

In vital sectors of our economy, we are not keeping up 

with our competitors.

Foreword  
by Janice Gross Stein
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The future demands not only an improvement in pro-

ductivity, but a productivity that is sustainable. Across 

the board, Canada must invest in development that 

meets the needs of the present without compromising 

the ability of future generations to meet their needs.  

A central theme running through every volume is the 

imperative to design sustainability into the economic 

architecture that we are building for the future. Across 

the country, Canadians understand that protecting the 

environment from further damage is not a problem for 

tomorrow, but a challenge for today. Our record, unfortu-

nately, does not reflect this awareness. Here too, Canada 

is underperforming and underperforming badly. Without 

serious attention to economic and environmental sustain-

ability, Canada puts its society and its quality of life at 

risk. This report speaks with a clear voice. Sustainability 

matters. It must become one of the yardsticks against 

which we measure productivity.

Sustainability.matters..it.must.become.one.of.the..
yardsticks.against.which.we.measure.productivity.

Mission Possible, a large-scale and in-depth review of 

Canada’s economic performance and potential, issues 

a clarion call. It calls for strategic investment by gov-

ernments, corporations and people. Canada must be 

“smart” in its choice of priorities, its policies and its 

investments if Canadians are to retain their quality of 

life. It is not the federal government alone that faces  

the challenge. It is all three levels of government—fed-

eral, provincial and municipal—and all sectors of soci-

ety—public, private and voluntary—that have to work 

together to develop priorities, translate these priorities 

into strategies, and make the kinds of strategic invest-

ments that are required. We need to develop new habits 

of collaboration across the three levels of government 

and with society, and we need to do it quickly. The  

mission is possible only if the mission is national.

GLoBALizAtion.AnD.SuStAinABLe.
ProSPerity.in.CAnADA.

Globalization—the connections and processes that cross 

borders—is the hallmark of the 21st century. The global 

economy rewards knowledge, innovation, investment and 

trade. The signature of this phase of the global economy 

is the integrated global supply chains that distribute pro-

duction around the globe in search of higher efficiency 

and lower costs for each component of the final product 

or service. Close to one-third of world trade today is 

intra-firm trade. In this globally integrated economy, 

Canadian companies must compete vigorously for inter-

national investment and trade if they are to prosper.

north.American.economic.integration.is.slowing,..
and,.in.a.much.more.anxious.security.environment,..
the.united.States.is.thickening.its.borders.

Because of our geography, our rich resource endowment 

and our heavy dependence on the U.S. market, many 

believe that Canada has very little direct exposure to 

globalization. We are insulated, Canadians believe, by  

the North American market. This report tells us otherwise.

Growth in our exports to the United States has slowed 

in recent years, and the growth that has occurred was 

largely due to the energy and other resource sectors. 

The growth in exports that are unrelated to energy—in 

the automotive sector and in manufacturing—has been 

weak. North American economic integration is slow-

ing, and, in a much more anxious security environment, 

the United States is thickening its borders. The North 

American Free Trade Agreement (NAFTA) has lost its 

dynamism, its momentum and, in part, its legitimacy, 

at least for the moment. The Canada–U.S. relationship 

will continue to deepen, but the glittering promise made 

by the architects of North American free trade has 

not been fully achieved. Canadian investors are look-

ing increasingly to other dynamic markets, notably in 

Europe, Latin America and Asia.

Canadians know that we must pay attention to the 

United States—that we must manage our relationship 

carefully and well. The United States is simply too 
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important to our collective well-being for us to do other-

wise. But the Conference Board tells an unexpected 

story. It tells us clearly that we need to wear bifocals:  

we need to look out to the world, without taking our 

eyes off the United States.

in.this.generation,.Canadians.are.looking.beyond..
north.America.to.the.world..our.competitors.are..
global..So.are.our.market.opportunities.

Canada is experiencing globalization in all its critical 

sectors. Volume II of this report demonstrates over and 

over again that in the resource sectors—forestry, agri-

culture, mining and energy—our competitors are global. 

So are our market opportunities. China, India, Russia 

and Brazil, to mention only the obvious, are shaping 

our markets and competing with our firms. Our most 

competitive firms are tightly linked into global supply 

chains. Our cities benchmark themselves against global 

competitors. And we measure our productivity against 

the performance of others. In this generation, Canadians 

are looking beyond North America to the world.

the.BALkAnizAtion.oF.our..
eConomiC.SPACe.

Every volume of this report emphasizes the adverse  

consequences to Canadians of chopping up our national 

economic space. The non-tariff barriers to interprovincial 

trade, mobility and investment are at times so severe that 

they inhibit the kinds of east–west connections that char-

acterize our deep connections outside Canada. People 

cannot move easily to work, some industries cannot 

recruit easily, students face difficulties in transferring 

credits from one post-secondary institution to another, 

and supply chains across provincial borders can face 

obstacles that global supply chains have eliminated. In  

an age of global mobility, it simply makes no sense to 

add degrees of difficulty to the movement of people, 

goods and services from one province to another.

The costs and consequences of this balkanization of  

our national economic space are not always obvious. 

The Conference Board tells a striking story about our 

cities. Hub cities within provinces play an essential role  

in sparking economic growth in their own province. 

This pattern of convergence within provinces—not 

across provinces—is at least partly due to the chopping 

up of Canada through interprovincial barriers.

Canadians living in the early part of the 21st century, 

in an era where markets are global, where the Internet 

is ubiquitous, and where people move and travel at 

unprecedented rates, have nevertheless allowed a thicket 

of provincial barriers to stand largely untouched. In the 

21st century, the irony should be obvious: we are divid-

ing and separating ourselves even as we are connecting 

more deeply with others. Our national economy is being 

stifled by barriers that we ourselves have allowed to 

stand. As a result, we have a “chopped-up” economy, 

poorly suited to compete and prosper in a global econ-

omy. This is a problem that governments in Canada can 

and must fix.

StrAteGieS.to.move.CAnADA.ForwArD.

In a globally connected world, how can Canadians build 

sustainable prosperity? This report highlights seven 

important strategies: 

putting in place a comprehensive national strategy 

to increase our lagging productivity;

creating an integrated national market; 

investing in and supporting a workforce that is 

equipped to meet the challenges of the global economy; 

adopting strategic investment and trade policies; 

sharpening our foreign policy priorities; 

investing in our resource industries so that they are 

competitive and sustainable; and 

investing strategically in our major cities so they 

can fulfill their potential as engines of sustainable 

national growth.

Common to all seven strategies are the imperative to 

increase productivity in sustainable ways, the neces-

sity to develop knowledgeable and skilled workers and 

managers, the importance of redesigning our fiscal and 

regulatory architecture, and the urgency of special treat-

ment for our major cities.

•

•

•

•

•

•

•
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A.nAtionAL.StrAteGy.to.inCreASe.
ProDuCtivity.

Canada must develop a comprehensive national strategy 

to increase our productivity in ways that are sustain-

able. The data in this report are alarming. Compared  

to the U.S. economy, only one-fifth of the Canadian 

economy is more productive, while the other four-fifths 

are less productive. How can Canadian productivity  

be improved? There is a great deal that we can do.  

We need to open industries to competitive pressures,  

we need to improve the level and quality of capital 

intensity, we need to encourage organizational and 

managerial innovation, and we need to reform our tax 

system to encourage lower-income Canadians to stay 

engaged in the labour market. We do not, by and large, 

need to work longer; we are a hard-working country. In a 

global knowledge economy, we need to work “smarter.”

To work smarter, Canadian governments and compan-

ies must invest in research and development and work 

together to create a climate that is even more supportive 

of risk-taking and innovation. We are better at innovation 

than we generally think. Canada ranked fourth globally 

on a measure of innovation in 2004 and, according to 

benchmarking by the Conference Board, slipped to fifth 

in 2005 behind only Finland, Sweden, the United States 

and Iceland. 

we.do.not,.by.and.large,.need.to.work.longer;.we.are.a.
hard-working.country..in.a.global.knowledge.economy,.
we.need.to.work.“smarter.”.

Canadians are good at diffusing innovation through our 

openness to foreign ideas, technological cooperation 

and partnering with foreign inventors on patents. We 

also have high penetration of broadband technology, an 

important platform for exchanging ideas. These are all 

important assets in the global market for ideas. But we 

lag behind the top global performers in business invest-

ment in research and development and in the commer-

cialization of inventions and ideas. We are not leaders 

in scientific and engineering publications, and we invest 

significantly less than some of our competitors in our 

universities. We need research scientists in universities 

working with their counterparts in the corporate sector 

to bring innovative products to market and carve out a 

place for Canadians at the high end of the value chain. 

If we want to maintain our current standard of living, 

raising productivity through significant strategic invest-

ment in research and development and in post-second-

ary education is an imperative.

improving.the.quality.and.access.to.training..
and.education.is.a.refrain.that.is.replayed.in..
the.discussion.of.the.Canadian.economy,.our..
resource.industries.and.our.cities..

Working smarter also means investing in the research 

and development of sustainable technologies that reduce 

damage to the environment and society. Volume II, on 

resources, speaks about the importance of sustainable 

extraction, management and renewal of our resource 

endowments. Whether it is forestry, agri-food, mining 

or energy, all require a full accounting that considers 

the consequences of resource extraction for the environ-

ment. Volume III, on cities, underlines the importance  

of sustainability in the rebuilding of our badly frayed 

urban infrastructures.

A.SkiLLeD.AnD.knowLeDGeABLe.
workForCe.

The Conference Board pays a great deal of attention 

in this report to the importance of a skilled and know-

ledgeable workforce. This kind of workforce is critical 

to increasing our productivity, to the development of 

sustainable technologies, and to the re-engineering of 

our resource industries. Without a high-quality work-

force, none of these will happen. It is no surprise that 

improving the quality and access to training and educa-

tion is a refrain that is replayed in the discussion of the 

Canadian economy, our resource industries and our cit-

ies. Every volume speaks to the importance of strategic 

investment in education, in lifelong learning, and in the 

development of the skills that Canadians will need as 

global value chains proliferate and deepen.
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The Conference Board also worries about an aging 

demographic that threatens every sector of the Canadian 

economy and could compromise the quality of life of 

the next generation. Although immigration can help to 

address the looming shrinkage of the workforce, it alone 

cannot solve the shortfall caused by an aging population. 

But we can do much better at integrating immigrants and 

helping them to take full advantage of the skills they 

bring. This report speaks to the importance of immigrants 

in Canada: their contribution to our productivity, their 

global connections, and the contributions immigrants can 

make to the quality of Canadian life if their credentials, 

education and training are properly recognized.

Although.immigration.can.help.to.address.the.looming.
shrinkage.of.the.workforce,.it.alone.cannot.solve.the.
shortfall.caused.by.an.aging.population..

To compensate for an aging population, governments 

at all levels and businesses will have to create incen-

tives so that educated and experienced people continue 

to work. Educational institutions will have to become 

more flexible so that lifelong learning becomes a shared 

experience across the generations. Governments will 

have to invest significant resources to provide the best 

available education to our young people. Although 

governments have increased funding for post-secondary 

education in the last several years, Canada’s universi-

ties are still significantly under-funded compared with 

those of our international competitors. The German 

government has just chosen three among its many 

universities to receive special funding so that they can 

become internationally competitive. In a globally com-

petitive environment where post-secondary institutions 

educate young people, contribute to lifelong learning, 

spark research and development, jump-start innovation 

and build global connections, one size can no longer fit 

all. Here, as elsewhere, Canada will have to abandon a 

cherished myth of equal treatment for all its institutions. 

The importance of strategic investment in education, of 

differential treatment to build excellence, jumps out of 

every volume of this report.

reDeSiGninG.our.FiSCAL.AnD.
reGuLAtory.ArChiteCture.

Canada is living with 19th-century architecture in the 

21st century. Its fiscal arrangement grows out of a rural 

experience, and is not responsive to the massive shift of 

population to Canada’s major cities and to the settlement 

of immigrants in the largest cities. A rigid fiscal structure 

has produced ongoing arguments about redistribution and 

health spending while urban infrastructure decays, fund-

ing for education declines relative to other countries, and 

Canada invests less than it should to prepare itself for 

the coming century. Despite years of effort, governments 

have been unable to adapt fiscal structures or to innov-

ate. They usually give up in frustration and make do. The 

fiscal framework has been the handmaiden of the balkan-

ization of the Canadian economy. There is no doubt that 

institutional rigidities have been a significant drag on our 

capacity to innovate and to excel.

Governance.is.the.default.factor.in.Canada’s.success..
in.the.next.decade..without.good.governance,.nothing.
will.go.right..

Every volume of this report bemoans the regulatory mess 

in Canada. Overlapping and misaligned regulations at 

the federal and provincial levels impose serious costs, 

do not contribute as well as they might to public safety 

and environmental stewardship, hamper the mobility of 

people and capital, and stifle innovation and experimen-

tation. The burden of costly and inefficient regulation 

will drag productivity down and discourage investment 

and immigration. In essential areas—capital markets and 

securities—we have failed, largely because of provincial 

rivalries, to build the kind of national regulators that 

global investors have come to expect and depend upon.

Governance is the default factor in Canada’s success in 

the next decade. Without good governance, nothing will 

go right. Good governance is about far more, however, 

than governments. It is the coming together of corpor-

ate leaders, voluntary organizations and governments  
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to work together on sustainable forests and environ-

mentally responsible mining. It is coalitions of citizens, 

corporate leaders, university presidents, and city offi-

cials working together to improve the quality of life in 

our major cities. It is giving our major cities the requi-

site money and power to become powerful engines of 

the national economy. Everything that needs to happen 

in Canada will happen only when all three sectors of 

society actively work together to change public policy, 

innovate and create value.

we.are.living.with.architecture.built.for.our.earlier..
rural.past—an.architecture.that.fits.badly.with.the..
new.urban.Canada.

inveStinG.in.CAnADA’S.mAJor.CitieS.

The Conference Board makes clear in this report that 

strategic investment in our major cities is urgent. 

Nowhere is the gap between Canada as a global society 

and our political, fiscal and regulatory architectures 

more apparent than in our largest cities. Canada, like 

other societies, has transformed itself from a rural to 

an overwhelmingly urban society, but we are living 

with architecture built for our earlier rural past—an 

architecture that fits badly with the new urban Canada. 

Urbanization is likely to accelerate. Immigrants who 

bring valuable skills with them and compensate—at 

least in part—for our aging population, generally settle 

in Montréal, Toronto and Vancouver. Yet these cities 

have little voice in settlement policy or immigration pol-

icy. Indeed, Canada’s cities are not officially recognized 

in federal–provincial discussions and are considered 

creatures of the provinces. This may have made sense 

a hundred years ago, but it makes absolutely no sense 

today. Not only do cities have no official representation, 

they have no access to taxes that grow as the economy 

grows. Less than 12 per cent of total government rev-

enues goes to municipalities. Generally reliant on prop-

erty taxes and user fees, Canadian cities cannot make 

the kinds of basic investments in urban infrastructure, 

transportation and waste management required to build 

sustainable ecologies for the future.

If Canada’s largest cities are to become world-class cen-

tres of design, architecture and culture, and attract young, 

talented, creative people, they will have to do more than 

invest in physical infrastructure. They will have to sus-

tain vibrant cultures and become centres of excellence in 

education so that they can take advantage of the global 

networks that power great cities and drive Canada’s 

economy forward. Cities today are the principal sites of 

innovation and production of knowledge-intensive goods 

and services. They must have the resources—from their 

province and the federal government—to invest in people 

so that they are socially as well as environmentally and 

economically sustainable. The reality of Canada’s cities 

today is far from this picture of excellence. What can be 

done to help Canada’s cities?

Canada’s.prosperity.depends.on.the.success.of..
our.major.cities..Governments.at.all.levels.must..
flow.resources.to.major.cities,.which.have.special..
potential.and.face.distinctive.challenges.

The Conference Board makes the argument clearly and 

unequivocally: Canada’s prosperity depends on the success 

of our major cities. Above all, Canadians must recognize 

that the major cities need and deserve special assistance, 

and that these investments will benefit everyone. As the 

German government did recently with its universities and 

as European countries are doing with their core cities, gov-

ernments at all levels must flow resources to major cities, 

which have special potential and face distinctive challen-

ges. If they do not, neither our cities nor our economy will 

be globally competitive. We are also unlikely to sustain the 

arts and culture that are so important to Canadian identity.

No longer, the Conference Board insists, can we con-

tinue to interpret equality as equal per capita. That is not  

a popular argument to make in this country, where “fair” 
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is intuitively understood as “the same for everyone.”  

If we continue to invoke old language and avoid dif-

ferentiation, we will continue to starve our cities, and 

everyone will lose. This is a tough but compelling argu-

ment. It deserves very serious attention.

Nor can Canada allow itself to be hobbled by an outdated 

fiscal and political architecture. Governments at all lev-

els, the private sector and the voluntary sector must pool 

resources to work together on the shared challenges of 

urban finance, urban infrastructure, urban ecology and 

urban governance.

Urban transportation is in especially urgent need of 

investment. People, goods and services must be con-

nected in ways that are both efficient and sustainable. 

The gridlock we currently face is a drag on our pro-

ductivity, a disincentive to come to our big cities, and 

deeply damaging to the environment. Without major 

investment in the transportation infrastructure of our 

biggest cities, Canada will meet none of its basic goals.

People,.goods.and.services.must.be.connected..
in.ways.that.are.both.efficient.and.sustainable.

The Conference Board also underlines the importance  

of viewing cities as urban ecosystems and developing 

industrial processes to promote the reuse of industrial 

by-products and waste. Cities contribute significantly  

to air and water pollution, greenhouse gas emissions, 

and overflowing landfill sites. Eco-industrial systems 

transform open-loop systems—where resources become 

waste—to cyclical closed-loop systems—where waste 

products become inputs for new processes. Governments 

at all levels will have to work together to align incen-

tives and regulation so that industry can experiment 

with innovative eco-industrial systems.

how.can.we.be.truly.excellent?.that.is.an.important..
question.for.Canadians.to.ask.

StrAteGiC.inveStment.

This report by the Conference Board speaks with a 

refreshing voice because, in the final analysis, it is about 

excellence. It does not ask: what does Canada have to do 

to maintain the status quo? It asks: what do Canadians 

have to do to excel? In a world where we are competing 

with the very best, where yardsticks are now globally 

made, how can Canadians do much better than we have 

done in the past? How can we be truly excellent? That is 

an important question for Canadians to ask.

To be excellent, we need to get the fundamentals right. 

We are richly endowed, with natural resources, with 

people, with cities that could be the very best even if 

they are not now, with a few world-class post-secondary 

educational institutions. Our challenge—and our respon-

sibility—is to make the most of these endowments, to 

provide the highest-possible level of stewardship of our 

resources, our people and our institutions, to differenti-

ate when we need to build excellence, and to measure 

our performance against the very best in the world. 
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CitieS.AnD.the.new.GLoBAL.eConomy

Wherever and whenever societies have 

flourished and prospered, rather than 

stagnated and decayed, creative and 

workable cities have been at the core  

of the phenomenon.

—Jane Jacobs, Death and Life of Great  

American Cities, Foreword 1993

This volume is based on the simple premise 

that Canada’s cities matter—to our people, our 

economy, our prosperity and our future. While 

the challenges facing our major cities, and our nation, 

have been exacerbated by our own inaction, solutions 

are at hand to lift our major cities’ fortunes and propel 

the country toward sustainable prosperity. Canada’s suc-

cess depends on the success of our major cities—places 

that nurture creative economies and healthy commun-

ities. This volume builds on Volume I, Mission Possible: 

Stellar Canadian Performance in the Global Economy 

and complements the non-urban resource management 

focus of Volume II, Mission Possible: A Canadian 

Resources Strategy for the Boom and Beyond with a 

look at what our major cities need to boost Canada’s 

competitiveness in the 21st century. 

In the 21st century’s knowledge-based global economy, 

cities and city-regions are increasingly recognized world-

wide as drivers of national and international prosperity. 

Whether the focus is on the exploding growth of cities 

in India, China and Brazil, on regenerating historic 

industrial regions in Europe, or on building multicul-

tural cities and suburbs in Canada, the health of urban 

areas has jumped to the top of regional, national and 

global agendas. Our common perception of the city 

has changed accordingly: “The city is now seen as an 

agglomeration of opportunities and a promising milieu 

rather than a concentration of problems and a site of 

despair: a resource rather than a liability.”1 

Cities.are.at.the.leading.edge.of.regional.and..
international.integration..major.city-regions,..
rather.than.nations,.now.compete.against.each..
other.as.centres.of.economic.growth.

There are four primary reasons for the growing global 

focus on cities and city-regions. The first is that their 

impact and importance reach well beyond regional  

or even national spheres. As platforms for the export  

of goods and services in a global economy, cities are  

at the leading edge of regional and international integra-

tion. Major city-regions, rather than nations, now com-

pete against each other as centres of economic growth. 

1. Urban.Age,.“The.Urban.Age.Project,”.p..3.

Introduction

ChAPter.1
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A second reason for cities’ prominence is that, in today’s 

market economies, “knowledge and learning have become 

predominant in the creation of economic value and the  

determination of competitive success.”2 Given the import-

ance of face-to-face interaction in fostering knowledge, 

cities and city-regions are prime locations for innovation 

and the production of knowledge-intensive goods and 

services. Large city-regions have the added advantages 

of diversity and critical mass, allowing them to prod-

uce, attract and retain knowledge workers—the people 

whose ideas and imaginations fuel creative economies.

Cities.and.city-regions.are.prime.locations.for.innovation.
and.the.production.of.knowledge-intensive.goods..
and.services.

Third, cities and city-regions are the sites of extensive  

environmental activity. As the world’s population becomes 

more urbanized and as cities grow, the environmental 

footprint left by cities expands and intensifies, calling 

into question the long-term sustainability of urban  

patterns of production and consumption. Social and 

economic decisions—such as how urban industrial 

activity is designed and carried out, what becomes of  

its waste products, how the goods produced are linked 

into regional and global supply chains, and how city 

residents live and travel—have significant impacts on 

the environment that sustains us.

2. Slack.et.al.,.Vibrant Cities,.p..4.

Finally, cities are the sites of the most profound social 

challenges of our age. In Western countries, cities 

are where diversity in all its aspects is most mani-

fest. Cities are also where the extremes of wealth and 

poverty coincide, as economic restructuring produces 

more sharply divided labour markets and the so-called 

Porsche-hamburger economy.3

Cities.are.the.sites.of.the.most.profound.social..
challenges.of.our.age..in.western.countries,.cities..
are.where.diversity.in.all.its.aspects.is.most.manifest..

This volume begins, in Chapter 2, with a snapshot of the 

challenges facing Canada’s major cities today. Chapter 3 

lays out the case for making the success of our major 

cities a national priority, presenting new research on the 

convergence of “hub cities” and surrounding regions, 

and analyzing policy implications of these findings. 

Chapter 4 describes the four essential cornerstones of a 

foundation on which Canadian cities can thrive: robust 

urban economies, connective physical infrastructure, 

healthy urban environments and inclusive communities. 

Chapter 5 looks at the lessons Canada can take from the 

United Kingdom’s approach to tackling the challenges 

and maximizing the potential of its major cities. Chapter 

6 describes three enabling conditions necessary to pro-

pel Canada’s major cities to sustainable prosperity: good 

governance, adequate fiscal resources and bold political 

leadership. The volume concludes with a summary of 

policy recommendations. 

3. ODPM,.Competitive European Cities,.p..14.
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Canada’s cities face certain threats 

that, if left untended, could choke off 

economic expansion and gains in living 

standards down the road.

 —TD Economics, A Choice Between  

Investing in Canada’s Cities or  

Disinvesting in Canada’s Future, 2002

I n Canada, as in countries around the world, pol-

icy experts and political leaders have commented 

widely—and often—on the challenges facing major 

cities. All agree that “our big cities are no longer just 

a place in which more and more of us live; they have 

become national assets and a key component of cur-

rent and future comparative advantage.”1 Yet there has 

been little progress—for reasons that have much to do 

with Canada’s federal and provincial political struc-

tures—on the pressing national task of ensuring that the 

country’s major cities fulfill their potential. In the com-

ing years, economic forces and the settlement patterns 

of immigrants will mean that an ever-larger proportion 

of Canadians will be urban dwellers. Whether this trend 

will translate into national prosperity, however, is uncertain. 

1. Vander.Ploeg,.Rationale for Renewal,.p..5.

Canada’s major cities (see box “Cities: Defining Our 

Focus”) generate a large portion of the nation’s wealth. 

In 2005, major cities accounted for 51 per cent of gross 

domestic product (GDP) and 51 per cent of employment. 

Between 1995 and 2005, 65 per cent of the 3.1 million  

net new jobs created in Canada were located in the major  

cities. Over the same period, the GDP of Canada’s major 

cities grew by 3.6 per cent annually while that of the rest 

of Canada grew by 2.9 per cent.2 Currently, 80 per cent 

of Canadians live in urban areas and two-thirds reside 

in the country’s 27 census metropolitan areas (CMAs).

Canada’s.major.cities.generate.a.large.portion.of.the.
nation’s.wealth.

Canada’s big cities must provide the physical and social  

infrastructure required to sustain their economic com-

petitiveness and offer the quality of life their citizens 

have come to expect. They also face other unique 

demands—stemming from their concentrations of poverty 

and special-needs populations, as well as from the sub-

stantial settlement costs for the immigrants who over-

whelmingly flock to Canada’s largest cities. They are 

the places where Canada’s “major economic, social  

and environmental challenges most visibly intersect.”3 

2. Population.and.employment.statistics.are.provided.by.Statistics.
Canada;.GDP.numbers.at.the.CMA.level.are.computed.by..
The.Conference.Board.of.Canada..

3. Bradford,.Why Cities Matter,.p..iv..Similar.themes.are.addressed..
in.Infrastructure.Canada,.Restless Communities.

Facing the Future:  
Challenges Abound

ChAPter.2
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This.volume.focuses.on.Canada’s.major.cities—those.that.
drive.the.nation’s.economy..Any.discussion.about.cities,.
however,.can.be.fraught.with.confusion,.as.the.words.used.to.
refer.to.cities.and.urban.areas.are.as.diverse.in.meaning.and.
scope.as.cities.themselves..To.lend.clarity.to.our.discussion.
and.recommendations,.we.use.specific.terms.to.refer.to.spe-
cific.types.of.cities,.regions.and.legislative.entities.in.Canada.

Cities:.Refer.to.census.metropolitan.areas.(CMAs)..A.CMA.
is.formed.by.one.or.more.adjacent.municipalities.centred.
on.a.large.urban.area.(or.urban.core).with.a.population.of.
at.least.100,000..To.be.included.in.the.Statistics.Canada.
definition.of.a.CMA,.the.adjacent.municipalities.must.have.
a.high.degree.of.integration.with.the.central.urban.area,.as.
measured.by.commuting.flows.derived.from.census.place-of-
work.data.1.There.are.27.CMAs.in.Canada:.St..John’s,.Halifax,.
Saint.John,.Saguenay,.Trois–Rivières,.Québec.City,.Montréal,.
Sherbrooke,.Ottawa–Gatineau,.Kingston,.Toronto,.Hamilton,.
Oshawa,.Kitchener,.Windsor,.St..Catharines–Niagara,.London,.
Sudbury,.Thunder.Bay,.Winnipeg,.Regina,.Saskatoon,.Calgary,.
Edmonton,.Abbotsford,.Vancouver.and.Victoria..

Big.cities:.Refer.to.CMAs.with.a.population.of.1.million.
or.more.people..The.six.big.cities.in.Canada.are.Montréal,.
Ottawa–Gatineau,.Toronto,.Calgary,.Edmonton.and.Vancouver.

hub.cities:.Refer.to.CMAs.that.lead.their.respective.prov-
ince.(or.region).in.economic.wealth.(as.measured.by.real.
gross.domestic.product.per.capita)..These.cities.are.identi-
fied.as.economic.drivers.in.their.respective.province.in.our.
report.Canada’s Hub Cities: A Driving Force of the National 
Economy.2 There.are.nine.hub.cities.in.Canada:.Halifax,.
Montréal,.Toronto,.Winnipeg,.Regina,.Saskatoon,.Calgary,.
Edmonton.and.Vancouver.

major.cities:.Refer.to.big.cities.and.hub.cities.combined.and.
are.the.focus.of.this.volume..The.10.major.cities.in.Canada.
are.Halifax,.Montréal,.Ottawa–Gatineau,.Toronto,.Winnipeg,.
Regina,.Saskatoon,.Calgary,.Edmonton.and.Vancouver..

There.are.17.CMAs.that.are.neither.big.nor.hub.cities..These.
cities.include.St..John’s,.Saint.John,.Québec.City,.Saguenay,.
Trois-Rivières,.Sherbrooke,.Hamilton,.Oshawa,.Kitchener,.
Windsor,.Kingston,.St..Catharines–Niagara,.London,.Sudbury,.

1. Statistics.Canada,.“2001.Census.Dictionary.”

2.. Lefebvre.and.Brender,.Canada’s Hub Cities.

Source:.The.Conference.Board.of.Canada.

Thunder.Bay,.Victoria.and.Abbotsford..While.the.Conference.
Board.recognizes.the.importance.of.these.large.cities.(as.well.
as.the.importance.of.city.alliances,.including.the.Calgary–
Edmonton.and.Halifax–Moncton.corridors.and.the.“innovation.
triangle,”.which.comprises.London,.Kitchener–Waterloo.and.
Windsor),.they.are.not.among.the.nation’s.top.economic.driv-
ers.and.therefore.fall.outside.this.volume’s.focus.on.maximiz-
ing.the.potential.and.success.of.Canada’s.major.cities..

While.these.definitions.clarify.the.scope.and.focus.of.the.discus-
sions.in.this.volume,.it.is.also.important—particularly.when.
examining.financing.and.governance—to.recognize.that.the.word.
“city”.is.often.used.to.describe.both.a.geographic.area.(a.city-
region).and.a.legislated.entity.(a.municipality)..In.cases.where.
the.bulk.of.the.population.is.contained.within.the.boundaries.
of.the.city.(e.g.,.Calgary,.Halifax),.this.difference.matters.very.
little..However,.in.cases.where.the.city.is.under-bounded.(i.e.,.
the.administrative.boundaries.fail.to.encompass.all.of.the.city’s.
population,.built-up.area.or.economic.activity),.the.distinction.
has.important.implications.for.decision-making.about.issues.that.
span.several.local.municipalities.(e.g.,.land.use,.environmental.
quality,.infrastructure,.economic.development)..Throughout.this.
volume,.an.attempt.has.been.made.to.distinguish.between.ref-
erences.to.cities.as.functional.urban.regions.(city-regions).and.
references.to.cities.as.specific.municipalities.or.legislative.entities.
with.defined.decision-making.powers.and.responsibilities..

municipality:.Refers.to.a.city,.town,.township,.county.or.
regional.municipality.that.has.been.incorporated.by.statute..
by.the.legislatures.of.the.provinces.and.territories.of.Canada..
A.municipality.may.include.the.bulk.of.a.city’s.population.
(e.g.,.Calgary,.Halifax),.or.may.include.only.a.portion.of.the.
city’s.population.(e.g.,.City.of.Toronto,.City.of.Montréal)..

City-region:.While.there.is.no.single.universally.accepted.def-
inition.of.a.city-region,.the.term.is.commonly.used.to.describe.
a.geographical.area.that.encompasses.an.urban.core.and.the.
surrounding.inner.and.outer.suburbs,.outlying.semi-rural.areas.
and.rural.hinterlands.3.These.areas.have.specific.economic,.
social.and.physical.ties.that.cross.jurisdictional.boundaries.
and.often.include.adjacent.municipalities..The.three.largest.
city-regions.in.Canada.are.Montréal,.the.Greater.Toronto.
Area.(which.includes.the.City.of.Toronto.and.the.surrounding.
regions,.and.approximates,.but.is.not.identical.to,.the.CMA.
boundaries).and.the.Greater.Vancouver.Regional.District..

3.. Golden.et.al.,.Greater Toronto, pp..23–34;.Slack.et.al.,.Large 
Cities Under Stress, p.10.

Cities:.Defining.our.Focus
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ChALLenGe.1:.FiSCAL.SQueeze

The municipal governments of Canada’s major cities 

are caught in fiscal pincers: on the one hand, they bear 

the costs of services that have been off-loaded by federal 

and provincial governments over the past two decades 

(notably social services in Ontario); on the other hand, 

they are under-financed by available sources of revenue.4 

Of total government revenues, the federal government 

receives 39 per cent; provincial and territorial govern-

ments receive just under 50 per cent; and less than 12 per 

cent goes to municipal governments.5 What is more, the gap 

in revenues is growing: between 2000 and 2004, while fed-

eral and provincial/territorial revenues grew by 17.6 and 

22.1 per cent respectively,6 revenues collected by municipal 

governments grew by only 14.2 per cent.7 Some munici-

palities have tried to close the fiscal gap by raising user 

fees and property taxes, but even these measures have 

been insufficient to meet their needs. 

of.total.government.revenues,.the.federal.government.
receives.39.per.cent;.provincial.and.territorial.govern-
ments.receive.just.under.50.per.cent;.and.less.than..
12.per.cent.goes.to.municipalities.

Although the fiscal situation of Canada’s major cities  

is untenable, senior levels of government continue to 

reap the immediate rewards of maintaining the status 

quo. A recent Canada West Foundation report aptly cap-

tures the situation, noting that our major cities must bear 

the additional service and investment costs of a growing 

urban population and expanding economy, yet they cannot 

impose their own income or consumption taxes to capture 

the corresponding revenues. As a result, “federal and prov-

incial governments get the upside of urban growth—the 

goldmine—while big cities get the downside—the shaft.”8

4. For.a.recent.analysis.of.Canadian.cities’.financial.plight.and..
recommendations.to.resolve.it,.see.FCM,.Our Cities, Our Future.

5. Statistics.Canada,.FMS,.Tables.385-0004.and.385-0002.

6. The.federal,.provincial.and.territorial.governments.share.the.same.
base;.the.larger.growth.figure.for.the.provinces.and.territories.is.
skewed.by.Alberta’s.oil.royalties,.and,.to.a.smaller.degree,.federal.
health.transfers..

7. Statistics.Canada,.FMS,.Table.385-0004.

8. Vander.Ploeg,.Rationale for Renewal,.p..25.

ChALLenGe.2:.Growth.mAnAGement.

The population growth in Canada’s biggest cities is  

both a sign of economic strength and a source of strain. 

In addition to the challenges of social integration and 

the provision of municipal services, the physical impacts 

of growth bear on land use, transportation networks and 

municipal infrastructure. In Calgary (which welcomed 

almost 36,000 new residents in 2005–06), low-density, 

car-dependent development is producing severe traffic 

congestion, municipal infrastructure stress and rising 

housing costs.

the.population.growth.in.Canada’s.biggest.cities.is..
both.a.sign.of.economic.strength.and.a.source.of.strain..

Booming populations and sprawling development 

throughout the Greater Golden Horseshoe9—the 

third-fastest-growing urban region in North America—

prompted the Ontario government to introduce comprehen-

sive growth management legislation in 2005. The Places  

to Grow Act and the Greenbelt Act designate urban growth  

centres, identify protected greenbelt areas and articulate 

ambitious goals to address congestion, and environmental 

and public health concerns. However, the Ontario gov-

ernment has yet to determine an infrastructure invest-

ment strategy capable of implementing these goals. 

Demographic growth in our big cities is expected to 

skyrocket, while growth in many of our other cities 

will actually decline, creating an even larger disparity 

between the scale and concentration of needs in big 

cities and those in other CMAs. Under current demo-

graphic conditions, over the next 20 years the popula-

tion of Calgary is expected to grow from 1 million to 

1.6 million; that of Toronto from 5 million to 7 mil-

lion; that of Vancouver from 2 million to 2.5 million; 

and that of Montréal from 3.5 million to 4.1 million.10 

If development patterns in our big cities continue as 

9. The.Greater.Golden.Horseshoe.is.defined.in.the.Province.of.
Ontario’s.growth.planning.legislation.as.the.region.surround-
ing—but.much.larger.than—the.CMA.of.Toronto..It.stretches.
from.Peterborough.in.the.east.to.Barrie.in.the.north,.to.Kitchener-
Waterloo.in.the.west.and.St..Catharines.in.the.south.

10. Matthews,.Can Immigration Compensate?.
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anticipated, billions of dollars of new infrastructure  

will be required. In addition to these direct capital costs, 

there will also be substantial indirect costs—for main-

tenance and operations, and hidden costs—associated 

with traffic congestion and air pollution. These extra 

costs related to growth and sprawl strengthen the argu-

ments for designing and using more compact and effi-

cient development patterns, and for finding new ways  

to govern these city-regions. 

ChALLenGe.3:.the.inFrAStruCture.GAP

The challenges of managing growth are exacerbated 

by the fact that much of Canada’s existing urban infra-

structure—such as transit systems, roads, and water 

and sewer systems—is at or approaching the end of its 

40- to 50-year lifespan and must be replaced. While 

recent estimates of the national infrastructure gap (the 

difference between the amount currently dedicated to 

infrastructure maintenance and renewal and the amount 

that needs to be invested to attain an acceptable condi-

tion in infrastructure) are imprecise and in 2003 ranged 

from $50 billion to $125 billion,11 there is agreement 

that “the gap is massive . . . broadly based across sec-

tors and levels of government, and likely to head even 

higher down the road.”12 Municipal governments own 

the largest stake in this gap, holding over 50 per cent of 

infrastructure assets, as compared with the 40 per cent 

held by provincial/territorial governments and the 10 per 

cent held by the federal government.13 

Despite increases in municipal government spending on 

infrastructure since 2001, there is still a pressing need 

to replace and modernize urban infrastructure. Until the 

mid-1970s, both the average age and the life expectancy 

of municipal governments’ capital stock followed simi-

lar downward trends. Around 1977, however, the aver-

age age and life expectancy of the capital stock began 

to diverge—with the age of the capital stock increas-

ing (because of slower growth in capital spending). 

11. Mirza.and.Haider,.The State of Infrastructure;.The.Canadian.
Society.for.Civil.Engineering,.Critical Condition;.TD.Bank.Financial.
Group,.Mind the Gap.

12. TD.Bank.Financial.Group,.Mind the Gap,.p..5.

13. Ibid.,.p..3.

Insufficient investments between 1978 and 2000 resulted 

in the average age of municipal capital stock rising to 

16.2 years, while the life expectancy dropped to 30 years, 

creating significant backlog in infrastructure renewal.14 

The pressures on municipal infrastructure continue to  

expand with new demands from various sources. The 

per capita infrastructure expense of servicing the low-

density growth of suburban areas (the predominant form  

of urban growth) is higher than it would be with a more 

compact urban form of development. Low densities 

on the perimeters of our cities make public transit an 

uneconomical alternative (see Chapter 4) and further 

burden cities with costs related to road expansion.  

As well, the effects of climate change stress aging and 

overburdened municipal drainage, water filtration and 

road systems beyond the limits they were designed to 

handle. As one frustrated city councillor has noted, 

“[m]ost cities are now getting a 1-in-100 year storm  

in one form or another every two years.”15

the.challenges.of.managing.growth.are.exacerbated..
by.the.fact.that.much.of.Canada’s.existing.urban.infra-
structure.is.at.or.approaching.the.end.of.its.lifespan.

Public investment in urban infrastructure is vital—not 

just to provide citizens with services and to safeguard 

public health and safety, but also to create favourable 

conditions for economic productivity and competitive-

ness. The infrastructure of Canada’s major cities is not 

keeping pace with the needs of the manufacturing and 

service businesses, whose competitive advantage is tied 

to the existence of a modern, accessible and reliable 

network of roads, rail and air transportation.16 Money 

invested in infrastructure, for example, not only improves 

that infrastructure, but also reduces the unit costs of 

production, thereby improving productivity. This link is 

evidenced in Statistics Canada’s finding that a one-dollar 

increase in the net public capital stock generates approxi-

mately 17 cents in average private sector cost savings.17 

14. CBoC,.P&P 2004–05,.p..149.

15. Doucet,.“Rearranging.the.Deck.Chairs.”.

16. See,.for.example,.Golden.et.al., Greater Toronto,.p..35.

17. Harchaoui.et.al.,.Public Infrastructure.
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In the transportation industry, each invested dollar is 

projected to generate over 40 cents in savings.18 With 

an estimated accrual of losses in the order of $2 billion 

annually from congestion and shipping delays in the 

Greater Toronto Area alone,19 the national economic 

impacts at stake are staggering.

Canada’s.present.systems.of.municipal.governance..
fail.to.provide.cities.with.the.capacity.to.do.strategic.
planning.and.regional.coordination.

ChALLenGe.4:.GovernAnCe.weAkneSSeS

That Canadian municipalities live in a condition of polit-

ical tutelage with respect to the provinces is, by now, a 

familiar lament. It seems, however, that the cost of that 

tutelage—particularly for Canada’s major cities—has  

yet to be fully grasped by policy-makers and lead-

ers. What urban affairs journalist John Lorinc calls 

“Canada’s constitutional shrug to cities”20 may have 

made sense when the country was mostly rural and 

its towns were simple to run, but today, the country is 

overwhelmingly urbanized and its major cities and city-

regions pose formidably complex policy challenges. 

Thanks to the 1867 British North America Act, though, 

municipalities are still “creatures of the province,” lack-

ing the authority to levy income or consumption taxes, 

or to make decisions on many of the matters that affect 

them the most. This situation amounts to a “culture of  

disenfranchisement . . . [that] puts Canada drastically out of  

step with a world in which global city-regions have emerged  

as the arbiters of economic and political power.”21 

Canada’s present systems of municipal governance 

also often fail to provide cities with the organizational 

structures and decision-making capacity necessary 

18. TD.Bank.Financial.Group,.Mind the Gap,.p..5.

19. Ibid.

20. Lorinc,.The New City,.p..11.

21. Ibid.,.p..12.

to properly execute strategic planning and regional 

coordination. To be sure, major cities around the world 

are struggling with how to adapt their governance sys-

tems to the new scale of city-regions and the realities  

of globalization. The solutions here are not obvious—

and in fact may be as varied as the cities themselves. 

But it is clear to many observers that Canada’s major 

cities are in need of new ways of governing. Whether 

that means designing different structures for local gov-

ernments or devising other ways of bringing together 

stakeholders to make change happen will depend on  

the goals, needs and decisions of the many players 

involved in making cities sustainable and prosperous. 

major.cities.around.the.world.are.struggling.with.how.to.
adapt.their.governance.systems.to.the.new.scale.of.city-
regions.and.the.realities.of.globalization..the.solutions.
may.be.as.varied.as.the.cities.themselves.

Lastly, the inherited rural bias in both the federal and 

the provincial parliamentary electoral structures results 

in an under-representation of the people, the economic 

importance and the concerns of Canada’s major cit-

ies. Big cities have, on average, a member of parlia-

ment (MP) for every 107,518 people, while the rest 

of Canada has an MP for every 94,882 people.22 This 

electoral devaluation persists because of constitutional 

provisions and because the readjustment of electoral 

boundaries always lags a decade behind the realities of 

urbanization. Urban expert Joe Berridge has noted that 

the neglect of vital urban issues in federal parliamentary 

discussion is linked to this electoral under-representa-

tion of cities: in a typical session, House debates about 

agriculture, fishery and natural resource topics—which 

together constitute only 3 per cent of national economic 

activity—predominated over urban concerns.23 This 

imbalance cannot fully be accounted for by the consti-

tutional division of responsibilities.

22. Calculated.by.the.Conference.Board.using.2006.Elections.Canada.data.

23. Berridge,.“Why.Cities.Matter,”.p..16.
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ChALLenGe.5:.DeePeninG.SoCiAL.DiviDeS

Although globalization has brought affluence and vigour 

to cities around the world, it has come with high costs. 

The new economy has set in motion a range of social 

problems afflicting Canada’s urban areas. The displace-

ment of the poor from affordable housing as downtowns 

become gentrified—resulting in concentrations of pov-

erty in inner suburbs and the concentration of jobs in 

wealthy inner cores and rich suburbs—has led to con-

centrations of urban poor with little attachment to the 

labour market.24 

Although.globalization.has.brought.affluence.and.vigour..
to.cities.around.the.world,.it.has.also.set.in.motion..
a.range.of.social.problems.

Furthermore, the prospects for immigrants to Canada 

have changed in the last 25 years. Since the 1950s, 

immigrants have accounted for a steadily growing share 

of Canada’s population, with growth focused primarily 

in big cities. In recent decades, however, immigrants 

have enjoyed less economic success than in previous 

generations. They are also taking longer to close the 

earnings gap between themselves and non-immigrant 

workers. For instance, full-time earnings among recent 

male immigrants fell by 13 per cent between 1980 and 

2000, compared with an increase of 10 per cent during 

the same period for the earnings of Canadian-born men; 

the gap for women also exists, but is less pronounced.25 

Potential reasons for this phenomenon include the shift 

from mainly European to Asian and African sources 

of immigration—the latter two are more fraught with 

difficulties in validating foreign credentials and work 

experience—and a general worsening of outcomes for 

all new labour market entrants.26 Consequently, poverty 

in Canada’s largest cities is heavily concentrated among 

the immigrant population.27 

24. Lorinc,.The New City.

25. Frenette.and.Morissette,.“Will.They.Ever.Converge?”

26. Picot.and.Sweetman,.The Deteriorating Economic Welfare  
of Immigrants.

27. Ibid.

Poverty and unemployment also disproportionately 

affect urban Aboriginal people. More than half of 

Canada’s Aboriginal people live in cities, compared 

with only 6.7 per cent in 1951,28 and half of these (close 

to 245,000) live in 10 of the nation’s largest cities 

(Winnipeg, Edmonton, Vancouver, Calgary, Toronto,  

Saskatoon, Regina, Ottawa–Gatineau, Montréal and  

Victoria), most of which are located in Western Canada.29 

From 1981 to 2001, higher unemployment rates among  

urban Aboriginal people (as compared with the rates  

for non-Aboriginal people) persisted largely unchanged.30 

As of 2000, the low-income rate of urban Aboriginal 

people was 42 per cent, compared with almost 17 per 

cent among other Canadians.31 The move into cities  

has challenged Aboriginal notions of individual identity 

and community, and has raised fundamental questions 

about self-governance and responsibility for urban 

Aboriginal policy. 

As.of.2000,.the.low-income.rate.of.urban.Aboriginal.
people.was.42.per.cent,.compared.with.almost..
17.per.cent.among.other.Canadians.

As these economic, population and immigration trends 

continue, there is a danger that Canada’s cities will grow 

in ways that are inimical both to the country’s values 

and to the formation of the highly skilled workforce 

essential to economic prosperity. In the words of urban  

researcher Neil Bradford, without major changes, Canada 

faces a dark future “where economic restructuring con-

centrates its burdens in specific neighbourhoods—with 

more poor people becoming more isolated from the 

mainstream; [and] where international migrants find 

themselves blocked from full participation and experi-

ence cultural marginalization.”32 

28. Cited.in.Newhouse.and.Peters,.Not Strangers in These Parts,.p..4.

29. Statistics.Canada,.Aboriginal Peoples of Canada.

30. The.exceptions.are.Winnipeg,.Edmonton.and.Sudbury,.where.the.
gap.closed..See.Siggner.and.Costa,.Aboriginal Conditions,.p..20.

31. Siggner.and.Costa,.Aboriginal Conditions,.p..21.

32. Bradford,.Place-Based Public Policy,.p..1.
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ChALLenGe.6:.environmentAL.
DeGrADAtion

As Canada’s population and economic activity continue 

to concentrate in cities, threats to sustainability intensify. 

Urban centres generate higher volumes of consumption 

and waste than smaller rural communities and have a 

greater impact on the environment (regarding local air 

and water quality, for example). High concentrations of 

housing, transportation, industry and business also prod-

uce different pollution and environmental challenges 

than those produced from single-point sources, such as 

natural resource extraction operations in remote areas.

urban.centres.generate.higher.volumes.of.consumption.
and.waste.than.smaller.rural.communities.and.have.a.
greater.impact.on.the.environment.

The decisions that cities and provinces make in the 

coming years—about development patterns and char-

ges, transportation, utilities standards, building codes, 

infrastructure and industrial planning, among other 

things—will have profound environmental impacts 

affecting their residents’ health and quality of life. 

Indirectly, these decisions will be a major determinant 

of cities’ competitiveness in attracting investment and 

talented workers. Whether municipal governments will 

have the policy expertise, the financial resources and 

the political will to get these decisions right—often in 

the face of short-term expediency—is unclear. 

ChALLenGe.7:.ComPetition.From..
CitieS.in.north.AmeriCA.AnD.BeyonD

With the disappearance of pre-North American Free 

Trade Agreement (NAFTA) protectionism and the 

impact of globalization, Canada’s major city-regions  

are no longer competing merely against each other for  

economic success. Rather, they are in a race for invest-

ment and jobs with other major city-regions around the  

world. City-regions such as Vancouver, Calgary, Toronto  

and Montréal are integrated into North American and 

global trade networks, and their success or failure is 

linked to the behaviour and resources of their direct 

competitors in the United States and Europe.33

And these competitors have been galvanizing their 

resources and intent, at national and municipal levels,  

to ensure that their own urban regions have what it takes  

to thrive. From Tokyo and Barcelona to Glasgow and  

New York City, there is a heated race to develop industry 

clusters; to form networks among researchers, business 

and policy-makers; to revitalize historic downtowns, 

waterfronts and decaying neighbourhoods; to diversify 

the industrial base; to educate highly skilled workers; 

to develop affordable housing in urban cores in order 

to attract middle-class workers; and to build integrated 

mass transit systems. 

Canada’s.major.city-regions.are.in.a.race.with..
other.major.city-regions.around.the.world.for..
investment.and.jobs.

A 1999 international comparison found that Canada had  

only one city—Toronto—in the 10-member “beta” group  

of world cities (no Canadian cities received the “alpha” 

rank).34 In a 2004 update of that survey, Toronto was 

the only Canadian city among the 12 members of the 

top-ranked “well-rounded global cities” category.35 

Unless all levels of government (and their potential 

civic partners) muster the willpower and coordination 

required to undertake the kinds of initiatives that are 

boosting the international rankings of competitor cities, 

prospects of improving the record of Canadian cities 

are not good. At the very least, Canadian public policy 

should focus on ensuring that Toronto has the resources 

to maintain its singular status among global cities. 

33. Berridge,.“Why.Cities.Matter,”.p..8.

34. Beaverstock.et.al.,.“A.Roster.of.World.Cities.”.This.paper.offers.an.
inventory.of.world.cities.based.upon.their.level.of.advanced.producer.
services.in.the.areas.of.accountancy,.advertising,.banking/finance.
and.law;.the.roster.ranks.55.world.cities.at.three.levels:.10.Alpha.
world.cities,.10.Beta.world.cities.and.35.Gamma.world.cities.

35. Taylor,.“Leading.World.Cities,”.Table.11.
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Four.sea.changes.in.atti-

tude.are.required.to.over-

come.the.barriers.blocking.
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nation’s—success.
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realize.that.Canada.has.
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antly.rural.to.an.urban.
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and.employment.
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•
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We.must.recognize.the.
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cities..Chronically.short.
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equipped.with.governance.

powers,.our.major.cities.

are.struggling.to.fulfill.their.
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Helping.our.major.cities.

succeed.is.a.“win-win”.

proposition.for.all.Cana-

dians..New.research.by..

The.Conference.Board..

of.Canada.shows.that..

economic.growth.in.each..

of.the.nine.Canadian.hub.

cities.generates.an.even.

faster.rate.of.economic.

growth.in.other.commun-

ities.in.their.province.or.

region..Increasing.resour-

ces.allocated.to.major.cities.

would.have.a.substantial.

impact.on.accelerating.

national.economic.growth.
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Canada’s.sustainable.
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to.contribute.to.national.

prosperity.

•
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Tackling the challenges facing Canada’s cities 

is an enormous task. It calls for a new national 

strategy to prioritize investments in cities that 

is based on leveraging unique economic potential and 

contribution, as well as on meeting significant needs.  

It will involve a comprehensive set of plans and actions 

and a firm commitment from all levels of government 

and all sectors of society. While the remainder of this 

volume deals with the challenges and policy options 

for what The Conference Board of Canada defines as 

Canada’s major cities, this chapter lays the groundwork 

for the fundamental shift in understanding and attitude 

needed to create a receptive audience for the recom-

mendations that follow. 

Four sea changes in attitude are required to overcome the 

barriers blocking our major cities’—and our nation’s—

potential for success. Citizens and leaders at all levels of 

government and civic enterprise must:

realize that Canada has changed from a predomin-

antly rural to an urban nation; 

recognize the distinctive needs and potential of 

Canada’s major cities; 

understand that helping our major cities succeed  

is a “win-win” proposition for all Canadians; and 

accept that Canada’s sustainable prosperity depends 

on national investment and involvement in our 

major cities. 

•

•

•

•

An.urBAn.nAtion

Canada’s self-image is still shaped more by its expan-

sive wilderness geography than its vibrant urban 

landscape. Author George Elliot Clarke described 

this contrast between image and reality in his 2006 

LaFontaine-Baldwin Symposium speech: 

Our national self-image has been so indelibly  

constructed by the iconic Group of Seven 

painters and Emily Carr, not to mention by the 

designers of our coins, paper money, and postage 

stamps, we imagine ourselves as a wilderness 

people, not a heavily urbanized one. (I do think 

it’s wonderful, immediate satire that the Queen 

is backed up, on our coins, by a maple leaf, a  

sailing ship, and animals: the surrealism of remov-

ing the Queen from Windsor Castle and plunk-

ing her down in the wilderness renders the Royal 

Canadian Mint a version of the Royal Canadian 

Air Farce.) . . . Nevertheless, we must never 

forget that the vast majority of us live in cities—

despite what our national self-image suggests.1

When the precedent-setting 1849 Baldwin Act—which 

defined the role, function and structure of local govern-

ment—was enacted, local governments were preoccu-

pied with the issues of the day, “notably drunkenness 

and profanity, the running of cattle or poultry in public 

places, itinerant salesmen, the repair of roads, and the 

1. Clarke,.“Imagining.the.City.of.Justice.”

Major Cities as a  
National Priority

ChAPter.3



14. |. The.Conference.Board.of.Canada

prevention or abatement of charivaries, noises and nuis-

ances.”2 At that time, Canada was indeed a rural-dwelling 

nation, with less than 15 per cent of the population living 

in urban areas. 

Canada’s status as a predominantly urban nation is 

indisputable. However, our rural underpinnings are still 

evident in our vision of ourselves, in our self-limiting 

aspirations as a globally competitive nation and in our 

reluctance to address the plight—and the potential—of 

our major cities. 

in.today’s.globally.competitive.world,.our.major.cities’.
distinctive.needs.require.national.attention—and.action—
so.they.can.realize.their.potential.as.drivers.of.sustainable.
prosperity..

Canada’s electoral system has evolved in response to 

the country’s geography to enable representation from 

every corner. As a result, some electoral districts are 

huge and sparsely populated: Nunavut, at 2.1 million  

square kilometres, contains 26,745 people, while the  

average big city riding includes 107,518 people.3 

Perhaps this would matter less if strong urban voices  

in Parliament promoted discussion about the future of 

our cities and their place in the growing debate about 

our national goals. In today’s globally competitive and 

connected world, our major cities’ distinctive needs require 

national attention—and action—so they can realize their 

potential as drivers of sustainable prosperity. 

Size.mAtterS:.the.DiStinCtive..
neeDS.oF.CAnADA’S.BiG.CitieS

The distinctive needs of Canada’s six big cities are 

being ignored. Chronically short of resources and poorly 

equipped with governance powers, our big cities are strug-

gling to fulfill their potential as engines of national pros-

perity. Citizens and leaders alike must recognize that 

2. FCM,.Early Warning,.p.1..Charivari,.according.to.the.Shorter 
Oxford English Dictionary,.means:.“a.serenade.of.rough.music,.
made.with.kettles,.pans,.tea.trays,.etc.,.used.in.France,.in.derision.
of.incongruous.marriages.(1735).”

3. Calculated.by.the.Conference.Board.using.2006.Elections.Canada.data.

big cities are intrinsically different from smaller cities 

and towns in both their higher economic potential and 

their greater needs.

Canada’s big cities, similar to their counterparts around  

the globe, attract diverse populations—some seek oppor-

tunities; others seek specialized services available only in 

dense conurbations. The wonderfully complex and poly-

glot societies that characterize our big cities demand a 

wide range of services, which are often costly to provide. 

Big cities are magnets for the majority of immigrants to 

Canada, as well as for low-income individuals who seek 

employment and specialized services. The resulting con-

centration of individuals with special needs (e.g., social 

housing, public health, immigrant settlement) generates 

higher per capita costs than those in smaller municipal-

ities.4 Big cities also face higher per capita costs for police 

and fire services—to serve dense and diverse popula-

tions5—and for labour and rents—to provide municipal 

services and to house operations.6 For certain types of ser-

vices, it may be the case that diseconomies of scale exist, 

causing the per capita cost of servicing to jump as urban 

populations cross specific thresholds of size and density.7 

Citizens.and.leaders.alike.must.recognize.that.big..
cities.are.intrinsically.different.from.smaller.cities..
and.towns.in.both.their.higher.economic.potential..
and.their.greater.needs.

Beyond service costs, big cities face higher infrastruc-

ture costs for expensive mass transit systems and amen-

ities to service sprawling new suburbs. To be attractive 

to highly mobile talent in an era of global competition 

for labour, big cities must also invest in quality-of-life 

amenities, including parks, recreational facilities and 

the cultural facilities that only big cities can sustain.8

4. Bird.and.Slack,.“Metropolitan.Governance.and.Finance,”.p..15.

5. Slack.et.al.,.Vibrant Cities,.p..17.

6. Courchene,.“Citistates,”.p.31.

7. For.a.discussion.of.the.conflicting.evidence.about.diseconomies.and.
economies.of.scale.in.service.provision.for.big.cities,.see.Bird.and.
Slack,.“Metropolitan.Governance.and.Finance,”.pp..16–17..They.note.
that.operating.expenditures.in.London.(U.K.).are.roughly.30.per.cent.
higher.than.the.average.spending.for.all.local.U.K..governments..

8. Bird.and.Slack,.“Metropolitan.Governance.and.Finance,”.p..15.
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Big cities need more resources, more autonomy and 

more influence on senior government decision-making 

to deal with a broad spectrum of policies and programs 

stemming from myriad issues: vast numbers of new 

immigrants; mobile youth and Aboriginal populations; 

rapid increases in population, businesses and cars; and  

international security threats, to name just a few. “Big 

cities face most, if not all, of these challenges in an order  

of magnitude much greater than other municipalities 

do.”9 Tackling these challenges—which are becoming 

more complex and wide-ranging each year—cannot 

be done effectively unless big cities have the govern-

ance capacity to set long-term agendas and to influ-

ence decisions taken by the other levels of government 

on matters that affect them directly. Yet, as Canadian 

economist Tom Courchene has noted, “Canadian cities 

currently have little in the way of political, economic  

or fiscal manoeuvrability.”10

Big.cities.need.the.governance.capacity.to.set.long-term.
agendas.and.to.influence.decisions.taken.by.the.other.
levels.of.government.on.matters.that.affect.them.directly..

In reviewing what sets Canada’s big cities apart, it 

is important to bear in mind the extraordinary scale 

of our three big city-regions: Toronto, Montréal and 

Vancouver. Their size and influence vault them into 

a special category of economic importance with dis-

tinctive investment needs for settling the tremendous 

numbers of immigrants they attract, for building the 

integrated mass transit systems their sprawling popu-

lations require and for providing the world-class arts 

facilities suitable to their status as global cities. 

In comparing the populations of rural regions, smaller 

communities and major city-regions, the population in 

major city-regions is younger and more diverse. It com-

prises a much higher proportion of immigrants, more 

single-parent families and more housing renters, and  

is characterized by more poverty as well as affluence.  

9. Roberts.and.Gibbins,.Apples and Oranges,.p..5.

10. Courchene,.A State of Minds,.p..34.

In short, as recent demographic research has shown, “city-

regions really are socially and economically unique.”11

Canada’s global competitors are already taking this 

point to heart. From a 2004 study finding that the larger 

European cities are generally the most economically 

competitive, the U.K. government drew itself a clear 

policy implication: “All cities matter. But the larger  

[cities] have the potential to contribute significantly 

and as a consequence are an appropriate target for a 

sustained government strategy.”12 Elsewhere in Europe, 

countries are investing strategically in cities to boost 

national economic performance. The lessons surely 

hold for Canada as well.

unDerStAnDinG.the.DynAmiC..
PotentiAL.oF.CAnADA’S.huB.CitieS

In Canada, the call for concentrating strategic invest-

ment in big cities was championed in 2001 by writer/

activist Jane Jacobs and five big-city mayors. Together, 

they launched the “C5 agenda,” which contended that  

Canada’s economic growth would be best served through 

public investment in the country’s biggest cities. This 

argument was revisited in a recent research paper that 

asserted that Canada’s economic success is bound up 

in the performance of six broadly defined city-regions: 

Toronto, Vancouver, Montréal, Ottawa–Gatineau, 

Calgary and Edmonton.13 

Although these cities are undoubtedly among Canada’s 

most economically robust, their status alone does not  

establish that their performance is driving economic  

success in the country as a whole. Citizens of Saskatche-

wan or the Atlantic provinces might reasonably ask  

how they would benefit directly from a focus on big 

cities outside their province or region. Similarly, small 

towns in Ontario, British Columbia or Quebec might 

well wonder whether their economic growth would be 

better promoted by a direct injection of funds rather 

than a purported “ripple-out effect” from the growth  

of Toronto, Vancouver or Montréal.

11. Reed,.“Fault.Lines.and.Enclaves,”.p..7.

12. ODPM,.Competitive European Cities,.p..68.

13. Slack.et.al.,.Large Cities Under Stress.
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For that reason, the Conference Board set out to inves-

tigate the relationship between the successes of big and 

small communities across the country.14 The research 

study addressed three questions:

Is there evidence that the growth of Canada’s hub 

cities has positive effects on the economic perform-

ance of smaller communities?

How widely do these effects ripple out from hub  

cities to smaller communities?

If federal and provincial governments allot strategic 

funding for cities with the aim of producing a truly 

pan-Canadian boost in economic growth across big 

and small communities alike, which cities should  

be targeted for strategic infusions of funds? 

The very significant finding of this research was that 

when hub cities grow and prosper, their success boosts 

the economic performance of smaller communities in 

their region. This discovery was achieved by looking at 

convergence in the economic growth of hub Canadian 

cities and their provincial or regional hinterlands.

the.ConverGenCe.Phenomenon.in.CAnADA.
In economic terms, convergence is a phenomenon 

observed in the relative economic development of two 

or more economies. To say that there is convergence 

between the growth of a richer economy and that of a 

poorer one is to say that as each grows, the “catching 

up” of the poorer economy narrows the disparity over 

time. There has been extensive research into conver-

gence between countries because of the light it sheds 

on trends in global economic development: models of 

international convergence suggest that the economic 

growth of rich countries helps, rather than thwarts,  

that of poorer ones. 

In Canada, decades of research prior to 1990 found 

persistent disparities in the economic growth of various 

regions. Since the early 1990s, though, studies have 

noticed convergence among provinces across diverse 

measures of economic growth. However, previous 

research does not demonstrate whether convergence 

among Canada’s provinces is driven by the overall  

economic performance of these provinces or mainly  

14. Lefebvre.and.Brender,.Canada’s Hub Cities.

•

•

•

by their major cities, where so much of the provincial 

economic activity is generated. If it is actually major 

city-regions that are converging, this finding would  

suggest that the best policy course might be to devote  

a greater share of national resources to the economic 

powerhouses and to let their success leverage the catch-

up of the others. Conversely, if Canada’s major cities 

are not converging with each other, a more diffuse 

resource allocation would be optimal. 

when.hub.cities.grow.and.prosper,.their.success.boosts.
the.economic.performance.of.smaller.communities.in.
their.region.

ConverGenCe.oF.urBAn.AnD.reGionAL.eConomieS.
The Conference Board of Canada’s research into this 

question began by identifying those Canadian census 

metropolitan areas (CMAs) that are national and prov-

incial leaders in terms of their growth in real gross 

domestic product (GDP) per capita.15 Each CMA was 

examined to determine the extent—if any—of conver-

gence between these lead cities and other communities, 

both nationally and intra-provincially. Economic data 

were reviewed from 1987 to 2004. 

At the intra-provincial level, the cities of Montréal, Toronto,  

Winnipeg and Vancouver clearly emerge as the economic  

leaders in their respective provinces. Elsewhere, Calgary, 

Edmonton, Regina and Saskatoon were determined to 

be leaders in Alberta and Saskatchewan; these CMAs 

provided the basis for testing for convergence with 

other communities within their own provinces. In the 

Atlantic Provinces, Halifax is the only CMA commanding 

a substantial enough share of provincial GDP to serve as a  

convergence yardstick; accordingly, it was decided to test  

for convergence between Halifax and communities in the  

entire Atlantic region. These criteria produced the nine  

hub cities that were studied for convergence. 

An examination of pan-Canadian economic performance  

shows that convergence is not occurring between Calgary 

15. The.criterion.of.real.GDP.per.capita.was.chosen.as.a.measure.of.
economic.prosperity.because.it.is.widely.regarded.as.the.broadest.
measure.of.overall.economic.wealth.in.a.given.jurisdiction.
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(the national leader in GDP per capita) and the eight 

other hub cities; in fact, that gap is growing, not shrink-

ing. Although smaller Canadian communities are conver-

ging relatively quickly toward the country’s 27 CMAs 

as a whole, the gap between Calgary and all other 

Canadian municipalities is closing slowly, at best.16

Matters are very different, however, at the provincial 

(or in the case of the Atlantic Provinces, regional) level. 

Evidence of convergence exists between the real GDP 

per capita of Halifax and that of other communities  

in the Atlantic Provinces. Similarly, in each of the  

other Canadian provinces, convergence is occurring 

between real GDP per capita growth in the hub city 

CMAs and the smaller cities and communities in their 

respective provinces.

helping.Canada’s.major.cities.reach.their.potential.is.
a.win-win.proposition.for.all.citizens..A.wider.endorse-
ment.of.this.view.will.open.the.way.for.a.more.strategic.
approach.to.investment.in.Canada’s.major.cities.

These findings clearly demonstrate that:

economic growth in each of the nine Canadian hub 

cities generates an even faster rate of economic 

growth in other communities within their province 

or region;

intra-provincial convergence is a much stronger 

force than national convergence; and

there is a lower limit for the number of cities in 

which new strategic funding should be focused 

(determined by the number of hub cities). 

Given the policy objective of producing country-wide 

economic growth, it makes more sense to invest stra-

tegically in all of Canada’s major cities rather than only 

in the five or six largest CMAs.17 

16. While.explanations.are.conjectural,.this.finding.likely.reflects.the.
influence.of.interprovincial.trade.barriers,.commodity.price.cycles.
and,.above.all,.limited.labour.mobility.among.Canadian.provinces.

17. Of.course,.certain.kinds.of.resources.should.be.concentrated.in.
the.very.biggest.cities,.since.only.they.have.populations.large.
enough.to.warrant.high-cost.investments.such.as.integrated.mass.
transit.systems.or.major.cultural.institutions..In.general,.however,.
a.strategic.city.investment.focus.needs.to.be.broadened.

•

•

•

PoLiCy.imPLiCAtionS:.DeFininG.the.FoCuS

In highlighting the distinctive needs of Canada’s big  

cities and the unique economic contribution of Canada’s 

hub cities identified through our convergence research, 

this volume makes a strong case for prioritizing this 

combined group of cities—which we identify as major 
cities (Halifax, Montréal, Ottawa–Gatineau, Toronto, 

Winnipeg, Regina, Saskatoon, Calgary, Edmonton  

and Vancouver)—for national strategic investment and 

focus. Smaller cities and towns, and indeed the country 

as a whole, will thrive fully when their growth is fuelled 

by that of the country’s major cities. Helping Canada’s 

major cities reach their potential is therefore a win-win 

proposition for all citizens. A wider endorsement of  

this view by citizens and leaders alike will open the 

way for a more strategic approach to investment in 

Canada’s major cities.

In exploring the policy implications of this argument, 

it must be conceded that not every smaller community 

in Canada will benefit from targeted investments in our 

major cities.18 As smaller and more remote commun-

ities continue to experience a decrease in population, 

some of them will see their economic strength dwindle 

while others will retain their economic viability and 

quality of life. As a few experts have pointed out, there 

is a great need for policy research on the matter of help-

ing such communities downsize with dignity.19

Another important caveat is that although convergence 

research strongly supports strategic funding for major 

cities, it is also consistent with strategies that would 

allocate resources to smaller cities and towns to help 

them realize their economic potential—for instance, fast-

growing cities such as Abbotsford in British Columbia, 

or Kitchener–Waterloo and Oshawa in Ontario. Natural 

resource towns, such as Fort McMurray, Alberta, also 

need support, since many are under immense pressure  

to build adequate infrastructure to support their booming 

industries. Other resource towns, such as Stephenville in 

Newfoundland and Labrador, must renew their economy 

18. It.is.worth.noting.that.some.of.the.communities.that.converge.do.
so.because.their.population.is.declining,.not.because.of.rapid.rate.
increases.in.GDP.

19. See.Slack.et.al.,.Large Cities Under Stress;.Bourne.and.Simmons,.
“New.Fault.Lines.”
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in the face of mill closures.20 That said, crafting a sound 

policy approach to strategic investments in Canada’s 

major cities is paramount.

A.new.StrAteGiC.inveStment.APProACh.For.
mAJor.CitieS:.oPeninG.the.DiSCuSSion
The particularly Canadian approach to funding—based on 

a one-size-fits-all principle of equality that ignores special 

needs or potential contribution to national well-being—is 

stifling our major cities. (See box “Federal Transfers and 

Cities.”) Citizens and leaders alike must recognize that 

these cities are intrinsically different from smaller cities 

and towns in both their higher economic potential and 

20. The.issue.of.strategic.investment.in.resource.towns.is.considered.
in.Volume.II,.Mission Possible: A Canadian Resources Strategy for 
the Boom and Beyond.

their greater spending requirements. Canadians must rec-

ognize that it is to the collective long-term benefit of all 

citizens to support government funding policies that will 

give major cities the resources they require to succeed. 

The adoption by federal and provincial governments of  

a more effective funding strategy for major cities will  

result in better use of public money. Such a new approach  

must concentrate as much on maximizing the benefits 

of every invested dollar as on addressing urgent needs. 

It must be based on criteria that consider economic, 

social, environmental and public health benefits, as  

well as spending needs. 

Federal.transfers.and.Cities

The.federal.government.plays.a.valuable.role.in.providing.cities.with.assistance.in.the.form.of.grants.and.other.transfer.payments,.
usually.funnelled.through.the.provinces..Many.of.these.programs.are.targeted.to.high-priority.urban.issues.(such.as.affordable.
housing.through.the.Affordable.Housing.Trust,.and.public.transit.through.the.Public.Transit.Capital.Trust.and.the.gas.tax.revenue.
transfer)..Generally,.these.funds.are.allocated.to.provinces.on.a.per.capita.basis;.the.provinces.then.distribute.these.funds.to.muni-
cipalities—also.using.a.per.capita.formula.1.While.a.per.capita.formula.may.appear.equitable.(the.assumption.being.that.large.cities.
with.large.populations.will.get.a.larger.portion.of.the.funds,.which.will.allow.them.to.meet.their.greater.needs),.it.ignores.the.dis-
tinctive.and.more.intense.needs.of.major.cities,.and.hence.is.merely.proportional.rather.than.equitable..

In.certain.cases,.the.federal.government.has.made.exceptions.to.the.per.capita.distribution.rules.to.recognize.special.needs—
usually.to.address.rural,.remote.or.low-population.circumstances..Federal.investments.in.infrastructure,.for.example,.stipulate.
“.......the.need.for.less-populated.jurisdictions.to.have.sufficient.funds.for.significant.infrastructure.investments.”2.Other.pro-
grams—such.as.the.federal.gas.tax.transfer.and.the.Public.Transit.Capital.Trust—include.minimum.funding.levels.for.small.
provinces.and.territories.and.(or).small.cities..While.recognizing.these.special.needs.is.laudable,.the.special.needs.of.major..
cities.continue.to.be.ignored.or.exacerbated.by.both.the.per.capita.distribution.rule.and.the.exceptions.to.the.rule..

Other.national.programs.designed.to.support.all.Canadians.also.have.the.end.effect.of.discriminating.against.major.cities.and.
their.residents..The.employment.insurance.(EI).program,.for.example,.allocates.enriched.benefits.to.seasonal.workers.(mainly.
found.in.rural.communities).and.ignores.the.many.disadvantaged.unemployed.workers.in.major.urban.centres..As.a.result,.only.
22.per.cent.of.unemployed.persons.in.Toronto.receive.regular.EI.benefits..In.sharp.contrast,.more.than.75.per.cent.of.unem-
ployed.people.in.Prince.Edward.Island.and.Newfoundland.and.Labrador.receive.regular.EI.benefits.

These.examples.underline.the.fact.that.many.of.the.current.federal.fiscal.transfer.programs.have.built-in.biases.(either.inadvertent.or.
deliberate).against.major.Canadian.cities.and.their.residents..The.federal.government.should.re-examine.all.of.the.programs.that.trans-
fer.funds.to.cities—directly.and.indirectly—to.ensure.that.these.programs.meet.the.priority.strategic.requirements.of.major.cities..

1.. While.the.majority.of.provinces.use.a.per.capita.distribution.formula.for.allocating.federal.transfers,.in.some.instances.provinces.have.put..
aside.a.portion.of.the.funds.to.be.allocated.on.the.basis.of.specific.needs..In.Ontario,.for.example,.the.5.cents.per.litre.announced.in.the.2005.
federal.budget.was.to.be.distributed.to.municipalities.on.a.per.capita.basis,.while.the.additional.1.cent.per.litre.agreed.upon.as.part.of.the.fed-
eral.budget.negotiations.was.to.be.delivered.on.the.basis.of.transit.ridership..See.Ontario.Good.Roads.Association,.“Road.and.Bridge.Projects.
and.Gas.Tax.Funding.”.

2.. Infrastructure.Canada,.Government on Track. 

Source:.The.Conference.Board.of.Canada.
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To kick-start the public discussion, the Conference Board  

proposes that strategic investment in major cities be based  

on a new approach incorporating these basic elements: 

needs assessments based on future needs, existing 

unmet needs and the backlog of unfunded or under-

funded infrastructure; 

needs and benefits assessments covering broad  

city-regions and outlying areas;

assessments that include evaluations of the eco-

nomic, social and environmental consequences  

of failure to make investments; 

funding levels that take into account economies  

or diseconomies of scale;

priority consideration of urgent public health and 

safety needs; and

demonstration of a city’s capacity to use funds 

effectively. 

whAt.ShouLD.new.FunDinG.For.mAJor.CitieS..
Be.SPent.on?.
New funding for the major cities should seek to leverage  

a wide range of urban assets to boost economic growth. 

Recent research indicates that cities’ economic per-

formance depends not just on business activity per se, 

but also on the quality-of-life assets that attract mobile 

workers and affect corporate decisions on business 

location and expansion.21 Cities’ success and prosperity 

also depend on the availability of affordable housing 

and the existence of infrastructure adequate to support 

modern communications, transportation and utilities. 

The backlog in maintenance of existing infrastructure, 

as well as the need for new infrastructure to accom-

modate growth, currently imposes a huge burden on 

Canada’s major cities, where infrastructure needs are 

the most extensive and costly.

A prerequisite to meeting infrastructure needs is a clearer  

estimate of the cost of dealing with the infrastructure 

gap. Over the past few years, numerous studies and 

reports have attempted to gauge the size of the gap in 

Canada; results ranged from $50 billion to $125 billion, 

21. This.thesis.has.been.most.prominently.advanced.in.Florida,..
The Rise of the Creative Class..For.its.application.to.the.Canadian.
context.see,.for.example,.FCM,.Quality of Life..

•

•

•

•

•

•

depending on the years, measures, trade-offs, sectors 

and technological and regulatory changes considered 

in the calculations.22 This $75-billion span is too 

imprecise to offer direction for targeting infrastructure 

investment or for balancing infrastructure investment 

needs with other funding priorities. Rather, a quantifi-

able assessment could be achieved through a micro-

level national survey detailing immediate, mid-term  

and long-range high priority infrastructure investment 

needs by type. 

GettinG.A.Coherent.Government.
Commitment.to.the.CitieS.AGenDA

Some positive steps have been taken recently, such as 

the federal government’s decision to give municipal-

ities a share of the gasoline tax for new infrastructure 

investment and the 2006 budget commitments to infra-

structure, immigrant settlement and support, afford-

able housing and transportation. The Government of 

Ontario’s passage in 2006 of the new City of Toronto 

Act was a milestone for municipal governance. 

reliance.on.a.one-size-fits-all.approach.has.relegated.
major.cities.to.the.lower.end.of.the.policy.agenda.

That said, however, Canadian governments are far from 

making a comprehensive commitment to cities’ prosper-

ity. Reliance on a one-size-fits-all approach, coupled 

with deference to the constitutional division of pow-

ers, has relegated major cities to the lower end of the 

policy agenda. Most advocates of the “cities agenda” 

were dismayed when the long-talked-of “New Deal 

for Cities” materialized as a “New Deal for Cities and 

Communities” in 2005, with gas tax funds for new infra-

structure being allocated on a per capita basis to com-

munities of all sizes. Furthermore, there is no effective 

federal–provincial approach to an urban agenda. Some 

provincial governments are content with the status quo. 

22. Mirza.and.Haider,.The State of Infrastructure;.The.Canadian.Society.for.
Civil.Engineering,.Critical Condition;.Vander.Ploeg,.A Capital Question.
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With the economic and population growth in cities feed-

ing federal tax coffers and saddling municipalities with 

the larger share of the costs, Ottawa has little incentive 

to adopt new arrangements. 

But this sort of fiscal arrangement is immensely short-

sighted. As author Neil Bradford warns, 

At present, the problems of ageing infrastruc-

ture, insufficient affordable housing, spatially-

concentrated poverty, traffic congestion and 

lowered air quality are piling up at the doorstep 

of the municipal governments. However, the 

implications reach well beyond the boundaries 

of the locality and the powers of municipal 

authorities. Lost human capital, increased social 

tensions, and foregone economic opportunity 

will take their toll on the overall quality of life 

of the provinces and all of Canada.23

To be sure, Canadian governments are not alone in their 

failure to adopt a coherent urban policy amid the realities  

of globalization and market restructuring. Even the 

United Kingdom, which in some respects is far ahead 

of Canada on the urban agenda, is playing catch-up 

to other European governments farther advanced on 

this front. A report coming out of the U.K.’s Office of 

the Deputy Prime Minister makes the point that not 

all parts of the British government have absorbed the 

importance of an urban agenda, noting that “the eco-

nomic conditions and contribution of cities need to be 

nearer the top of the collective governmental agenda.”24 

Canadian governments need to take these words to 

heart, as well, and move beyond the rigidly formalistic 

view that constitutional writ prevents Ottawa from play-

ing any role in advancing the urban agenda.

why.CAnADA’S.mAJor.CitieS.Are.ottAwA’S.BuSineSS
Many thoughtful observers do believe in the paramount 

importance of strictly observing the letter of the British  

North America Act. One of the most articulate is col-

umnist Jeffrey Simpson, who argues the following: 

“There are responsibilities Canada’s Constitution gives 

to Ottawa, and others to the provinces. By statute and 

23. Bradford,.Place-Based Public Policy,.p..2.

24. ODPM,.Competitive European Cities,”.p..68.

practice, cities are creatures of provinces, not the fed-

eral government. If cities need help, and they do, then 

provinces should come to their rescue.”25 And if the 

status quo is truly dysfunctional, such observers con-

tinue, there are two alternatives: either reform provin-

cial electoral systems to give cities their proportional 

weight in legislatures, or rewrite the Constitution to 

give cities their own power and authority.

Canadian.governments.need.to.move.beyond.the.rigidly.
formalistic.view.that.constitutional.writ.prevents.ottawa.
from.playing.any.role.in.advancing.the.urban.agenda.

This argument advances purity of logic at the expense 

of realism—and does so in two key respects. First, it 

is obvious that reopening the Constitution would cause 

untold agonies of time and effort. As for the worthy 

aim of adjusting electoral ridings to ensure representa-

tion by population, that is unlikely to be realized any 

time soon. For the foreseeable future, Canada’s cities 

are stuck with being under the constitutional thumb of 

provincial governments. 

Second, the strict constitutionalist argument assumes 

that federal involvement in cities would upset a status 

quo of clearly demarcated spheres of action. The fact of 

the matter, however, is quite different: Ottawa is already 

involved on myriad policy fronts. As Judith Maxwell 

(past president of the Canadian Policy Research 

Networks) has pointed out: 

. . . despite the constitutional division of powers, 

there is no question that the federal government 

is one of the key actors in Canada’s cities by vir-

tue of the fact that so many people live in cities 

and so much economic activity takes place there. 

The government is an actor as an employer, as 

a regulator, as a source of transfer payments to 

individuals, and as a taxing authority which sets 

many of the incentives with respect to social and 

economic behaviour.26

25. Simpson,.“Save.Our.Cities,.Yes.”

26. Maxwell,.Foreword.to.Graham.and.Peters,.Aboriginal Communities..
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Given that both the expectations of our cities and the prob-

lems they face are of national scope, Canadians would 

be best served by changing practice to meet present 

needs rather than adhering to a purist interpretation of 

constitutional writ. Many of the challenges facing cities 

already intersect with areas of federal responsibility,  

so the change must come from Ottawa acting more  

deliberately to advance the health of Canada’s cities. 

If the federal government were simply to be more 

effective in carrying out the functions for which it has 

responsibility—from immigrant settlement and urban 

Aboriginal programs to infrastructure—our major cities 

would be vastly better off.

A larger point of principle remains to be made: It 

would be paradoxical to expect Ottawa to restrict itself 

to indirect ways of helping cities out of deference to 

constitutional roles prescribed in 1867, an era when 

conditions were entirely different. All intelligent human 

arrangements must evolve in response to changing 

conditions. No observer of Canadian and global trends 

would today design a constitution that forbade federal 

involvement in the engines of national prosperity. It is,  

after all, a two-way street: flourishing cities help Ottawa 

achieve its overall economic and social objectives for  

the country. 
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Big cities are complex, messy and wonderfully 

diverse places, but the basic requirements for 

successful, competitive cities are fairly simple 

and universal. Four cornerstones create a strong founda-

tion for success: 

A strong knowledge economy 

Connective physical infrastructure linking people, 

goods and ideas

Environmentally sound growth 

Socially cohesive communities 

A.StronG.knowLeDGe.eConomy

If Canada’s major cities are to succeed as the linchpins 

of the country’s economic and social prosperity, they 

must be able to attract the business, investment and 

talented workforce characteristic of today’s knowledge 

economy. Volume I of The Canada Project’s com-

pendium report, Mission Possible: Stellar Canadian 

Performance in the Global Economy, analyzes many 

key components of this plan for sustainable prosperity. 

The overarching diagnosis of Canada’s economic situa-

tion presented in Volume I is this: In a global economy 

oriented toward investment, trade, services, knowledge 

and innovation, we are hamstringing our national econ-

omy with internal barriers. Unless Canada is strategic 

in its choice of priorities, policies and investments, the 

prognosis is poor. Our share of inward foreign direct  

investment (FDI) is falling behind that of competitor  

countries at a time when FDI is growing rapidly around 

1.

2.

3.

4.

the world, outpacing growth in production and inter-

national trade. We are not doing enough to develop 

deeper and more efficient trade integration with the 

United States, our largest trading partner; nor are we 

taking full advantage of the enormous potential of other 

key emerging markets such as China and India. Despite 

the high services profile of Canada’s economy, our ser-

vices exports lag well behind those of the global com-

petition. We do well internationally on some measures 

of higher education,1 innovation diffusion and high-tech 

connectivity—but our presence in the global knowledge 

economy is hampered by relatively weak performance 

in business investment in research and development 

(R&D), as well as in commercialization.

ADDreSS.the.ProDuCtivity.GAP
Canada’s productivity lags behind that of the U.S.,  

as well as many other industrial and emerging market 

countries. Sector-by-sector research shows that Canada 

has a series of productivity gaps vis-à-vis the U.S., with 

a few industry sectors on the positive, but most on the 

negative, side of the ledger. 

1. While.Canada.traditionally.excels.in.indicators.that.measure.sec-
ondary.and.post-secondary.completion,.we.lag.in.lifelong.learning..
A.deep.culture.of.lifelong.learning.has.yet.to.permeate.our.society,.
as.it.does.in.top-performing.countries.such.as.Finland,.Denmark.
and.Sweden..In.addition,.when.the.post-secondary.completion.
rate.is.broken.down.into.college.diplomas.and.university.degrees,.
we.find.that.Canada’s.high.completion.rate.comprises.a.lower.
share.of.university.degrees.compared.with.the.university.degree.
completion.rate.shares.for.countries.such.as.the.U.S.,.Norway,.
Netherlands.and.Denmark..Canada.may.also.not.be.producing.
graduates.with.the.right.mix.of.skills—Canada.lags.many.countries.
on.the.share.of.university.graduates.in.science.and.engineering..

The Cornerstones of 
Competitive Cities

ChAPter.4



24. |. The.Conference.Board.of.Canada

Of particular concern for the urban economic agenda is 

the fact that the lagging productivity sectors are those 

that are largely urban-based and include the majority 

of the service sectors.2 The industries where Canada 

is more productive—relative to the U.S.—tend to be 

resource-dependent (e.g., mining, primary metals, non-

metallic industries). These industries account for only 

12.7 per cent of employment in Canada’s major cities 

and 16.1 per cent of employment outside major cities. 

Lagging.productivity.sectors.are.largely.urban-based.
and.include.the.majority.of.the.service.sectors.

Pivotal directions for improving productivity performance 

in lagging Canadian sectors include opening industries 

to competitive pressures, improving the level and quality 

of capital intensity and supporting organizational and 

managerial innovation. Above all, it will be vital for 

federal and provincial governments to adopt a national 

plan that takes into account the multi-faceted determin-

ants of productivity at many different levels: 

the decisions made by individual firms; 

the business and policy environment within which 

firms operate;

the quality of the economy’s infrastructure and 

labour force;

the economy’s capacity for innovation; and 

national responses to the North American and global 

economic environment. 

imProve.the.DomeStiC.oPerAtinG.environment.
For.BuSineSS
Looking to the national operating environment, a strong 

urban economy calls for tackling the intricate web of 

regulatory and other barriers that hamper productivity 

by raising costs and sheltering Canadian industry from 

domestic and international competition. These barriers 

affect not just foreign trade but also the movement of 

goods and services, labour mobility and the free flow  

2. The.fact.that.the.productivity.in.most.Canadian.service.sectors.is.
below.U.S..levels.does.not.mean,.however,.that.productivity.in.ser-
vice.sectors.is.low.in.absolute.terms..For.example,.the.productivity.
level.in.the.Canadian.financial.services.sector.is.50.per.cent.higher.
than.the.average.in.the.overall.business.sector..Yet.it.is.still.only.
60.per.cent.of.its.counterpart.in.the.U.S..

•

•

•

•

•

of capital across provincial and territorial borders. Much  

progress still needs to be made in reducing the compli-

ance costs of regulation, in tackling large regulatory 

policy issues and in aligning the Canadian and U.S. 

regulatory frameworks more closely.

Another imperative for enhancing the national operat-

ing environment is improving our innovation system, 

particularly in converting knowledge into commercial 

advantage. Investment in better transportation and border 

infrastructure would enable trucks, trains, planes and 

ships to get Canadian goods to market as efficiently as 

possible. Top-notch security is required to guard this 

infrastructure against the threat of terrorism.

A.strong.urban.economy.calls.for.tackling.the.intricate..
web.of.regulatory.and.other.barriers.that.hamper..
productivity.

rethink.the.workForCe
As described in Volume I, a looming demographic crunch  

threatens to generate labour shortages in Canada and 

in other industrialized countries. Because economically 

vibrant cities need a strong and dependable source of 

human capital, Canada must ensure that it is tracking 

toward a strong workforce—one with the right quantity, 

and the right kind, of workers. To do so will require a 

multi-pronged approach concerning immigration. In 

the face of growing global competition for talented 

immigrants, Canada must improve immigrant selec-

tion and processing; implement more comprehensive 

credentials recognition; enhance intergovernmental 

and public–private sector coordination to more closely 

match immigrant selection with the labour market; 

facilitate settlement and integration; and ease labour 

market entry. 

To meet all of Canada’s urban labour needs in the com-

ing years, older workers will have to stay in the labour 

force longer. Employers must attract older workers 

and encourage a more gradual transition to retirement. 

Governments should end mandatory retirement, create 

positive incentives to stay in the labour force and pro-

mote later retirement through reform of publicly funded 
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pensions. These tactics will be successful only if there 

is a shift in mindset on the parts of employers and employ-

ees, as the Western world over the past few decades has 

become enamoured with the idea of early retirement.

Cities.that.offer.a.high.quality.of.life.attract.and..
retain.firms.and.workers.in.the.knowledge-intensive.
and.creative.fields.

Finally, nurturing a strong urban economy will require 

an emphasis on education and skills. With spending on 

public education at risk of being crowded out by other 

priorities, particularly health care, governments must 

give more weight to education funding. Our schools 

must focus on producing more students with engineer-

ing and science skills and more working adults with 

university degrees. Our universities need to focus more on 

developing innovation skills and on giving students broader 

international experience and language skills. Part of  

the workforce solution also involves addressing the 

trade skills gap, improving Aboriginal and immigrant-

sensitive education, and investing in lifelong learning 

and basic adult literacy and numeracy skills.

enhAnCe.“QuALity.oF.PLACe”
For over a decade, urban experts have been looking at  

quality of place as a key factor in determining a city’s 

success in the knowledge economy. Contrary to a widely 

held view that today’s modern economy can thrive in  

“virtual space,” planners and academics have confirmed 

that place matters. Cities that offer a high quality of  

life attract and retain firms and workers in the  

knowledge-intensive and creative fields. (See box 

“Higher Education and Cities.”) 

This insight has been advanced most notably by Richard 

Florida, who contends that cities’ economic success now 

depends on their capacity to attract the so-called creative 

class. His book The Rise of the Creative Class presents 

research showing that professionals, artists and high-tech 

workers choose to live in cities offering labour markets 

rich in job opportunities and in high-quality urban 

amenities—such as recreation and culture. 

The hallmark of a successful city, according to Florida,  

is a diverse and tolerant population. Using his “3 T” 

index (assessing technology, talent and tolerance), Florida 

ranked North American cities on their quality of life and 

the success of their knowledge economies and came to the 

As.the.knowledge.economy.continues.to.reshape.patterns.of.eco-
nomic.production,.growing.attention.is.being.given.to.the.idea.that.
universities,.with.their.advanced.research.capacities,.have.a.key.
economic.role.to.play.in.cities’.success..Of.course,.universities.
have.always.had.what.the.Brookings.Institution.calls.“inherent”.
economic.roles.in.the.community:.as.major.employers,.educators.
of.human.capital.and.consumers.of.local.goods.and.services..In.
recent.decades,.however,.they.have.also.taken.on.new.“emerging.
and.proactive”.roles.as.partners.in.technology.transfer.and.com-
mercialization.and.as.nurturers.of.small.business.development.and.
community.revitalization.1.

Volume.I,.Mission Possible: Stellar Canadian Performance in the 
Global Economy, describes.universities’.centrally.important.role.as.
providers.of.talented.human.capital.for.Canada’s.knowledge.econ-
omy..Volume.II,.Mission Possible: A Canadian Resources Strategy 
for the Boom and Beyond, examines.the.need.for.university-trained.
workers.in.natural.resource.management..Beyond.these.dimen-
sions,.however,.urban.universities.also.attract.the.agglomerations.
of.talent,.companies.and.investment.needed.to.make.our.cities.

1.. The.Brookings.Institution,.Higher Education in Pennsylvania.

thrive..They.act.as.magnets.for.faculty,.administrators.and.their.
families,.as.well.as.for.many.students.who.put.down.roots.in.uni-
versity.cities..High-tech.firms.and.investment.are.drawn,.in.turn,..
by.the.concentration.of.skilled.talent.available..

These.phenomena.make.universities.central.to.the.productivity..
of.urban.economies.and.the.development.of.clusters.(dense.
agglomerations.of.companies.and.associated.institutions.in.a..
common.economic.field)..As.the.Institute.for.Competitiveness..
and.Productivity.observes,

......much.of.the.economic.benefit.of.urban.areas.stems.from.
the.physical.proximity.of.the.various.players.in.an.industry.
cluster..When.highly.skilled.people,.competitive.firms,.and.
related.research.institutions.are.all.located.near.each.other,.
the.number.of.social.and.economic.interactions.increases..
This.constant.opportunity.for.interaction.spurs.innovation.
and.the.further.development.of.economic.clusters.2

(cont’d on next page)

2.. Institute.for.Competitiveness.and.Prosperity,.Measuring Ontario’s 
Prosperity,.p..23.

higher.education.and.Cities
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Once.established,.successful.clusters.lure.top.talent,.firms.and.new.
investment..The.influence.of.research.universities.can.be.seen.behind.
the.development.of.industry.clusters.in.the.high-tech.regions.of.
Waterloo.and.Ottawa..In.the.United.States,.one.study.of.the.impact.
of.the.Massachusetts.Institute.of.Technology.(MIT).on.the.regional.
economy.found.that.42.per.cent.of.software,.biotech.and.electronics.
companies.founded.by.MIT.graduates.are.located.in.the.state.3..
In.Canada,.university.spinoff.companies.generated.an.estimated.
20,000.jobs.and.$2.5.billion.in.annual.sales.in.2002.4

City.advocates.in.Canada.are.realizing.the.potential.gains.of.pro-
moting.industry.development.around.one.or.more.universities.in.
their.midst..The.Toronto.City.Summit.Alliance.launched.the.Toronto.
Region.Research.Alliance.(TRRA).in.2003.to.consolidate.the.region’s.
prominence.as.a.high-tech.centre.by.fostering.collaboration.among.
universities.and.business,.colleges,.hospitals.and.governments..The.
TRRA.acts.as.a.facilitator.and.catalyst.to.attract.research.talent.and.
investments.that.no.single.institution.or.partner.could.manage.on.
its.own;.to.build.a.critical.mass.of.talent.and.infrastructure.enabling.
intensive.research.specialization;.and.to.create.regional.consensus.
on.strategic.research.and.development.priorities.5

As.well.as.generating.spinoff.companies,.universities.contribute.
to.private.sector.success.by.collaborating.with.and.providing.
research.to.many.private.sector.firms..In.the.last.decade,.universi-
ties.conducted.over.$5-billion.worth.of.research.for.the.private.
sector’s.innovation.process.and,.as.of.2004,.performed.38.per.cent.
of.all.research.in.Canada..Private.sector.investments.in.university.
research.doubled.over.the.last.seven.years,.making.Canadian.uni-
versities.the.Group.of.Seven.(G7).leaders.in.attracting.private.sector.
research.and.development.(R&D).investment.6.Private.sector.firms.
reap.significant.benefits.in.collaborating.with.university.researchers,.
including.improved.visibility.and.reputation,.access.to.specialized.
scientific.expertise,.cost-effective.labour.using.graduate.students,.
and.the.financial.“sweetener”.of.matching.funds.that.federal.and.
provincial.governments.award.to.support.such.partnerships.7

Collaboration.between.research.and.industry.is.vital.to.the.Canadian.
economy’s.capacity.to.produce.innovation,.which.the.Conference.
Board.defines.as.a.process.through.which.economic.or.social.value.
is.extracted.from.knowledge—through.the.creation,.diffusion.and.
transformation.of.ideas—to.produce.new.or.significantly.improved.

3.. CBoC,.Clusters of Opportunity, Clusters of Risk,.p..12.

4.. .AUCC,.Momentum,.p..45.

5.. .Toronto.City.Summit.Alliance,.Enough Talk,.p..12..

6.. .AUCC,.Momentum,.p..14..

7.. CBoC,.Lessons in Public-Private Research Collaboration,.pp..9–10. 

Source:.The.Conference.Board.of.Canada.

products.or.processes..A.key.contributor.to.high.economic.pro-
ductivity,.innovation.involves.knowledge.creation,.transformation,.
diffusion.and.application..Each.of.these.steps.benefits.from.close.
collaboration.among.partners.with.scientific.expertise,.funding.and.
business.know-how..It.is.unsurprising,.therefore,.that.when.firms.
collaborate.with.partners.such.as.universities,.they.do.better.at.
innovating.and.profiting.from.innovation.8.

The.urban.location.of.universities.is.central.to.their.role.in.collabora-
tion.and.innovation,.since.effective.collaboration.between.partners.
often.relies.on.their.physical.proximity..While.universities’.R&D.
collaborations.with.industry.should.not.supplant.their.primary.role.
as.educators.of.talented.human.capital,.and.producers.of.engaged,.
informed.citizens,9.they.will.represent.an.increasingly.significant.ele-
ment.of.their.contribution.to.the.competitiveness.of.Canada’s.cities.

Universities.also.contribute.to.the.competitiveness.and.sustain-
ability.of.cities.through.their.community.development.and.advocacy.
work..In.the.U.S..(where.many.urban.universities.are.located.in.
decaying.neighbourhoods),.universities.are.increasingly.engaged.in.
urban.revitalization.as.part.of.their.mandate.and.in.their.own.self-
interest..In.Canada,.the.relatively.healthier.state.of.our.cities.means.
that.university.outreach.programs.to.support.community.housing,.
health.care,.education.and.business.development.are.less.common.
than.in.the.U.S.,.but.they.are.not.entirely.absent..Toronto’s.Ryerson.
University.is.planning.to.help.redevelop.the.Yonge.Street.commer-
cial.strip.near.its.downtown.campus;.and.since.1999,.the.University.
of.Winnipeg.has.participated.in.a.community–university.research.
alliance.aimed.at.promoting.the.social,.cultural.and.economic.
development.of.Winnipeg’s.inner-city.communities..

City.building.also.occurs.when.universities.partner.with.other.insti-
tutions.to.promote.local.improvements.through.public.policy.advo-
cacy—as.in.York.University’s.current.advocacy.for.a.subway.link.to.
join.the.York.Region.with.the.rest.of.Toronto.10.Finally,.on-campus.
cultural.events,.sports.facilities.and.public.lectures.also.add.to.the.
quality.of.life.for.all.urban.residents.

Without.a.doubt,.universities.should.be.collaborative.partners.with.
citizens,.business.leaders.and.governments.in.spurring.all.facets.of.
city.development.

8.. CBoC,.Collaborating for Innovation,.Chapter.4.

9.. In.“The.Role.of.the.University:.Leveraging.Talent,.Not.Technology,”.
Florida.argues.that.overemphasizing.universities.as.sources.of.tech-
nology.risks.undermining.their.role.as.producers.of.knowledge.and.
talent..For.diverse.perspectives.on.this.tension.in.universities’.roles,.
see.Jones.et.al.,.Creating Knowledge, Strengthening Nations.

10.. See.Levy,.“The.University.as.City.Builder”;.The.Winnipeg.Inner-City.
Research.Alliance,.“Overview”;.and.YLife,.“Presidents.Talk.About.The.
University.and.the.City.”

higher.education.and.Cities.(cont’d)
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conclusion that a high quality of life begets a successful 

knowledge economy. His “quality of place” rankings show 

Canada’s cities rivalling leading U.S. cities on indicators 

that measure quality of place.3 He lauds the high con-

centrations of creative class talent in Toronto, Montréal, 

Vancouver, Ottawa, Calgary and Québec City; and the 

diversity and gay-friendliness (proxies for tolerance) in 

Toronto, Vancouver, Montréal, Ottawa and Québec City. 

Levels.of.productivity,.the.domestic.operating.environ-
ment.and.workforce.skills.are.not.keeping.pace.with..
the.quality-of-place.assets.that.Canada’s.cities.boast..

Other research has shown that quality of life and cre-

ativeness are attributes that attract talented workers to 

cities.4 These “soft” measures—often used to monitor 

quality of life and indirectly linked to economic produc-

tivity—are difficult to quantify in terms of their contri-

bution to economic success. Investing in these attributes 

will not reduce taxes but will require a commitment 

to improving the quality of the environment and ser-

vices. Without question, making this strategy politic-

ally palatable would require deliberate fostering of the 

public’s understanding of the benefits at stake. In the 

words of a recent report by the Federation of Canadian 

Municipalities (FCM), while it “is difficult to measure 

the importance of urban quality of life to the competi-

tiveness of a region or the nation, . . . it is not difficult 

to conclude that quality of life matters a great deal.”5 

That said, setting policy priorities for an urban economic 

agenda is imperative. In this light, it is relevant to note 

Richard Florida’s proviso that individual cities should not 

simplistically court mobile talent by creating flashy urban 

amenities; rather, they should make strategic investments 

3. Florida,.The Flight of the Creative Class,.pp..173–175..This.
research.updates.findings.first.presented.in.Gertler.et.al.,.
Competing on Creativity.

4. See,.e.g.,.Glaeser,.“The.New.Economics”.and.Glaeser.et.al.,.
“Consumer.City.”

5. FCM,.Cities: Partners in National Prosperity,.p..8.

where they are weakest on the 3 T measures.6 This obser-

vation is particularly relevant to Canada, where levels 

of productivity, the domestic operating environment and 

workforce skills are not keeping pace with the quality-of-

place assets that our cities boast. 

In a 2006 paper, Canadian urban experts Enid Slack and 

Larry Bourne observed that Canadian cities consistently 

perform well in international surveys of quality of life, 

but their performance lags on economic measures such 

as urban gross domestic product (GDP) per capita, the 

presence of global service firms and innovation.7 In 

these spheres, Canadian cities face “a significant sus-

tainability challenge” that threatens to undermine the 

financial resources that sustain urban quality of life.8 

This challenge may be a warning that quality of place 

and life, while necessary, are not sufficient conditions 

for building successful knowledge economies. 

reCommenDAtionS.For.A.StronG..
knowLeDGe.eConomy
The Conference Board of Canada recommends that:

The federal government, in consultation with the 

provinces, major cities and other stakeholders, pre-

pare a national productivity plan to address the gap 

in productivity in those industries and sectors that are 

largely urban-based, taking into account the need to:

improve the domestic operating environment by 

re-examining regulations and other trade bar-

riers, and by investing in better transportation 

and border infrastructure; and

improve immigrant selection and recognition of 

credentials to ensure an adequate workforce.

All levels of government collaborate with academic 

institutions and industry to investigate the policy, 

research and education strategies required to drive 

high-value job creation.

6. Florida,.The Flight of the Creative Class,.p..54.

7. Canadian.cities’.cost.advantage.for.business.is.decaying.as.our.
dollar.rises.against.the.U.S..currency

8. Slack.et.al.,.Large Cities Under Stress,.p..45.

1.

–

–
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All levels of government work with businesses, 

educational institutions and cultural organizations 

to identify and enhance quality-of-life factors that 

make Canada’s major cities attractive for business 

and knowledge workers.

ConneCtive.PhySiCAL.inFrAStruCture.
LinkinG.PeoPLe,.GooDS.AnD.iDeAS

Successful cities depend on connective infrastructure  

to link people, goods and ideas. (See box “Infrastructure  

for Sharing Knowledge.”) When it comes to advancing the 

economic competitiveness and social and environmental 

sustainability of our cities, the highest connective infra-

structure priority is undoubtedly urban transportation. 

No modern city can thrive without an efficient urban 

transportation system that moves people and goods 

safely, with minimal environmental consequences.  

Yet the challenges of urban transportation—which 

include congestion, greenhouse gas emissions, auto 

dependency and aging infrastructure—continue to 

plague cities and large city-regions in Canada and 

around the world. A decade ago, the National Round 

Table on the Environment and the Economy (NRTEE) 

warned, “If existing trends are allowed to continue, 

Canada’s transportation networks will become more 

polluting, increasingly congested and, with urban 

sprawl, more costly to maintain. The economy, the 

environment and the quality of Canadians’ lives will 

suffer as a result.”9

urBAnizAtion,.LAnD.uSe.AnD..
AutomoBiLe.DePenDenCe
In 2001, the federal government took steps toward 

developing a national transportation strategy. Transport 

Canada’s Creating a Transportation Blueprint for the Next 

Decade and Beyond: Defining the Challenges identified 

urbanization as one of the major challenges, noting that 

Canada has become one of the most urbanized countries in 

the world.10 Indeed, 80 per cent of Canadians live in urban 

9. NRTEE,.Sustainable Transportation,.p..9.

10. Transport.Canada,.Creating a Transportation Blueprint...
The.government’s.blueprint.initiative.culminated.in.the.publication.
in.early.2003.of.the.Transport.Canada.strategic.policy.document.
Straight Ahead – A Vision for Transportation in Canada.

3. centres, yet road networks are failing to keep up with 

growing volumes of cars and trucks, and public transit  

systems are struggling to attract riders. 

when.it.comes.to.advancing.the.economic,.social.and.
environmental.sustainability.of.our.cities,.the.highest.
connective.infrastructure.priority.is.urban.transportation.

In many regions of the world, economic change and 

immigration flows continue to bring new residents to 

urban areas. Many countries are also seeing their urban 

populations spread beyond central areas to surrounding 

suburbs and towns. In Canada, while the majority of 

population and employment growth, in absolute terms, 

still occurs inside the existing urbanized areas, the 

fastest growth is occurring outside the urban cores of 

census metropolitan areas (CMAs).11 The resulting low 

residential densities and sprawl have major implications 

for urban transportation, the environment, the economy 

and health. Sprawl increases the distances people travel, 

boosting demand for road infrastructure. Low-density 

land use undermines the feasibility of cost-effective 

municipal services and public transportation, and limits 

the potential for alternatives such as walking and cycling.12

Further exacerbating the urban transportation problems 

is the phenomenon of “employment sprawl.” Not only 

are people choosing to live in suburbs, but they are also 

working there. Traditional commuting patterns were 

based on people travelling to work downtown, making it 

relatively simple to plan for transit services. Today, how-

ever, central business districts in Canada account for 

11. Transportation.Association.of.Canada,.Urban Transportation 
Indicators V I, p..14..The.existing.urbanized.area.contains.the.
majority.of.the.CMA.or.urban.region’s.population..

12. Commission.for.Integrated.Transport,.World Cities Report,.pp..3–10..
The.World.Cities.Research.project.examined.trends.in.population,.
land.use,.automobile.dependence.and.related.factors.affecting.urban.
transport,.along.with.strategies.being.employed.in.managing.trans-
port.demand,.for.the.following.selected.cities:.London,.Paris,.New.
York,.Tokyo.(“world.cities”);.Barcelona,.Madrid,.Moscow,.Singapore.
(other.large.cities.with.populations.over.3.million);.Dublin,.Lyon,.
Nottingham,.Perth,.Rome.and.Zurich.(medium-sized.cities.with..
populations.ranging.from.700,000.to.2.8.million)..
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only 20 per cent of total urban region employment— 

a percentage that is decreasing as jobs decentralize 

throughout urban regions.13 

While the need for greater integration of land use and 

transportation planning is widely recognized, achiev-

ing this goal has proven difficult for cities worldwide. 

In Canada, most big cities aim to support public transit 

by linking land use and transportation planning with 

higher density residential and commercial develop-

ment. Nevertheless, policy initiatives aimed specifically 

at more sustainable land use have had a disappointing 

track record.14 

while.the.need.for.greater.integration.of.land.use.and.
transportation.planning.is.widely.recognized,.achieving.
this.goal.has.proven.difficult.for.cities.worldwide..

Elsewhere around the world, cities with the greatest 

success in transit usage are those with high densities 

in the central area or with denser mixed-use growth 

in suburban centres.15 No large cities have taken full 

advantage of the potential of land use policies to con-

tain low-density sprawl, to reduce the need to travel 

through mixed-use development, or to increase public  

transit usage by means of transit-oriented development. 

However, significant progress has been made in Barce-

lona, Singapore and Tokyo, where new transit lines are 

generally keeping pace with development and where 

reliance on public subsidies is at its lowest.16

In Canada, the pursuit of integrated land use and trans-

portation planning is perhaps nowhere more important 

than in Ontario’s Greater Golden Horseshoe, one of the 

country’s largest and fastest-growing regions. Efforts in 

the 1970s to alter land use policies to contain low-density 

sprawl in this region were unsuccessful. In 2005, the 

provincial government examined the implications of 

forecast population growth and proposed a strategic 

13. Transportation.Association.of.Canada,.Urban Transportation 
Indicators V I, p..16.

14. Ibid.,.p..28..

15. Commission.for.Integrated.Transport,.World Cities Report,.p..16.

16. Ibid.,.pp.1–2.

infrastructure.for.Sharing.knowledge

Information.and.communications.technologies.(ICTs).play.an.essen-
tial.and.increasingly.important.role.in.supporting.economic.develop-
ment,.the.delivery.of.public.services.and.social.inclusion.1

Canada—and.Canadian.cities.in.particular—has.long.been.recog-
nized.as.a.leader.in.adopting.advanced.communications.technologies..
The.Canadian.Radio-television.and.Telecommunications.Commission.
reports.that.broadband.access.services.are.now.available.to.approxi-
mately.90.per.cent.of.Canadian.households—98.per.cent.of.urban.
households.and.69.per.cent.of.rural.households.2.Research.conducted.
by.the.Organisation.for.Economic.Co-operation.and.Development.
(OECD).in.2004.indicates.that.Canada.is.second.in.the.world.in..
broadband.access.per.100.inhabitants.3

Access.to.ICT.infrastructure.is.important.for.a.number.of.reasons..It:
enables.a.host.of.new.business.opportunities.based.on.electronic.
commerce;
transforms.the.operation.of.global.supply.chains;
improves.access.to.education.at.all.levels;
provides.new.opportunities.for.training.and.lifelong.learning;.and
opens.up.access.to.new.cultural.experiences.

ICT.infrastructure.plays.a.key.role.in.the.knowledge-sharing.process..
Specifically,.it.enables.cities.to.draw.on.knowledge.from.other.parts.of.
the.world.(“global.pipelines”).and.from.individuals.and.organizations.
in.the.region.(“local.buzz”)..Global.pipelines.keep.the.region.relevant,.
competitive.and.aware.of.new.opportunities—and.threats..Local.
buzz.helps.knit.communities.together.and.maintain.strong.linkages.
between.local.companies.and.organizations.4.

Cities.around.the.world.are.undertaking.initiatives.to.ensure.easy.
access.to.ICT.infrastructure..Toronto.Hydro.Telecom,.for.example,.
recently.announced.that.it.will.blanket.downtown.Toronto.with.wireless.
Internet.access.and.thereby.“join.the.ranks.of.other.major.international.
cities.such.as.San.Francisco,.Philadelphia.and.London,.England.”5

To.date,.Canada’s.cities.have.enjoyed.access.to.the.world’s.most.
advanced.communications.infrastructure—and.there.is.little.to.sug-
gest.this.will.change.in.the.near.future..The.ongoing.challenge.will.be.
ensuring.that.Canada’s.rural.and.remote.communities.have.affordable.
access.to.the.same.infrastructure.

1.. Telecommunications.Policy.Review.Panel,.TPRP Final Report 2006,.
Annex.A..

2.. CRTC,.Status of Competition,.p..91..

3.. OECD,.Communications Outlook 2005,.p..129.

4.. Storper.and.Venables,.“Buzz,”.p..4.

5.. Toronto.Hydro,.Wi Fi Coverage..

Source:.The.Conference.Board.of.Canada.

•

•
•
•
•



30. |. The.Conference.Board.of.Canada

growth management plan to promote growth patterns 

that would create high-density communities, curb low-

density sprawl, decrease reliance on cars and thereby 

reduce traffic gridlock, making the transportation of 

goods and people more efficient.17 

urban.infrastructure.in.Canada.today.is.suffering.the.
consequences.of.a.long.period.of.public.disinvestment...

As commuters travel from one municipality to another, 

the issue of jurisdictional boundaries further complicates 

the management of urban transportation systems, point-

ing to the need for regional transportation systems. In 

Canada, British Columbia is the acknowledged leader 

on this front, having created the Greater Vancouver 

Transportation Authority (GVTA) in 1998. The GVTA, 

also known as TransLink, is based on an integrated 

approach to managing and operating the regional trans-

portation system; it oversees transit, roads, transportation 

demand management and air quality. A recent Conference 

Board of Canada report found that, in most respects, 

TransLink represents a model for the type of regional 

governance agency well-suited to this country’s situa-

tion, and that it could be adopted more widely to address 

Canadian urban transportation needs and issues.18 

trAnSPortAtion.inFrAStruCture
Urban infrastructure in Canada today is suffering the 

consequences of a long period of public disinvestment. 

Between 1955 and 1977, new investment in infrastruc-

ture kept pace with Canada’s growing population and 

increasing urbanization, growing by 4.8 per cent annu-

ally. Between 1978 and 2000, however, new investment 

saw a drastic slump, growing, on average, by a miniscule 

0.1 per cent per year.19

As a result, Canada’s urban areas now face massive 

public infrastructure investment needs for mainten-

ance, renewal and expansion to accommodate growth.  

In 2003, estimates of the Canadian infrastructure  

17. See.Ontario’s.Places to Grow Act and.Greenbelt Act. 

18. CBoC,.Canada’s Transportation Infrastructure.

19. FCM,.Federal Funding Support for Infrastructure,.p..6.

gap ranged from a low of $50 billion to a high of  

$125 billion.20 More specific estimates for urban transit 

show a need for approximately $22 billion between 2004 

and 2013, according to the 2005 report of the Urban 

Transportation Task Force of the Council of Deputy 

Ministers Responsible for Transportation and Highway 

Safety. This amount covers investments in maintenance, 

renewal and system expansion for conventional transit 

infrastructure, vehicles and technology; but it does not 

include costs for establishing new transit systems or for 

specialized transit. Investment needs for roads and 

bridges—whether municipally or provincially owned—

are estimated to total more than $66 billion over the 

same period.21 Stakeholders and governments agree that 

Canada’s urban infrastructure needs far exceed the cap-

acity of the country’s traditional revenue sources. To 

address the infrastructure gap, we require new sources  

of funding and alternative methods of financing.22 

Fare box revenues meet 60 percent of the total operating 

costs of Canadian transit operations; government subsidies 

make up the difference.23 Canada’s urban transit systems 

must rely heavily on revenue from fares, as government 

subsidies are proportionately lower than in Europe and the 

United States. Distinctly Canadian is the near absence 

of federal subsidies for public transit. In general, it is 

left to municipal (and provincial) governments to cover 

transit costs in excess of operating revenues—principally 

from property taxes. Provincial governments, such as 

Ontario’s, often provided significant transit subsidies 

(rising as high as 75 per cent in the early 1990s); how-

ever, the subsidies in Ontario disappeared altogether  

in 1997. 

Today, provincial governments provide a range of 

direct and indirect supports for public transit, most 

significantly in British Columbia, Alberta, Quebec and 

Manitoba. Calgary and Edmonton receive provincial 

grants based on the amount of motor fuel taxes  

20. Mirza.and.Haider,.The State of Infrastructure; The.Canadian.
Society.for.Civil.Engineering,.Critical Condition.

21. The.Urban.Transportation.Task.Force,.Urban Transportation in Canada,.
pp..9–13.

22. Vander.Ploeg, New Tools for New Times.

23. The.Canadian.Urban.Transit.Association,.Canadian Transit  
Fact Book, p..G-13.
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collected in each city; in Montréal and Vancouver, 

transit agencies have some access to dedicated revenue 

sources and the authority to levy charges on motorists.

in.many.countries,.road.pricing.is.becoming.increasingly.
accepted.as.both.necessary.and.useful.

Both provincial and municipal governments are respon-

sible for almost all of Canada’s roads. However, over 

the past 40 years, the bulk of the responsibility has 

shifted to municipalities.24 For the most part, govern-

ments treat roads as public goods to be financed out  

of property and general tax revenues, with most road-

user taxes and other charges being added to govern-

ments’ consolidated accounts. Although road-user taxes 

and fees are generally not earmarked for roads or trans-

port, there are some notable exceptions.25 At the federal 

level, the government has always collected much more 

from road users than it has spent on roads—a matter  

of some controversy. In recent years, the government 

has collected approximately $4 billion annually in road 

fuel taxes, but spent only 10 per cent of this on roads.26  

In 2004, the federal government began preparing agree-

ments with each province and territory for sharing 

federal fuel tax revenues; however, there is no require-

ment for these funds to be used to support alternative or 

sustainable transportation infrastructure. 

Road pricing or “tolling” is one way to help fund 

infrastructure, control congestion, reduce environ-

mental damage and facilitate public–private partner-

ships. In many countries, road pricing is becoming 

24. Gaudreault.and.Lemire,.The Age of Public Infrastructure, pp..7–8.

25. These.include.four.toll.facilities:.the.Coquihalla.highway.in.British.
Columbia;.Highway.407.in.Ontario;.the.Confederation.Bridge.between.
New.Brunswick.and.P.E.I.;.and.the.Cobequid.Pass.section.of.Highway.
104.in.Nova.Scotia..There.is.also.some.limited.use.made.of.road.funds.
with.dedicated.revenue.sources.in.British.Columbia.and.Saskatchewan..
In.Alberta,.some.funds.are.allocated.for.transportation.projects.in.
Edmonton.and.Calgary.based.on.gasoline.sales.in.these.cities,.with.the.
cities.responsible.for.determining.priorities.relative.to.roads.and.transit.

26. See.Transport.Canada,.Transportation in Canada 2004,.Tables.3–4.
and.3–5,.pp..16–17.

increasingly accepted as both necessary and useful.27 

In Canada, however, user fees, or tolls, are an under-

exploited source of road financing. In 2001, the Canada 

Transportation Act Review Panel described road policy 

in Canada as nothing less than “dysfunctional” and in 

need of “radical reform,”28 with the issue of how to pay 

for roads seen as the core of the problem. The Panel 

advocated paying for roads through efficient user char-

ges to cover infrastructure and externality costs, and 

recommended establishing autonomous user-funded 

transportation agencies based on the World Bank/ 

New Zealand model. (The 1992 Royal Commission  

on National Passenger Transportation also recom-

mended the New Zealand model for Canada.)

Recently, the federal government signalled its interest  

in exploring new arrangements for roads and transit— 

including road pricing—with the provinces and territor-

ies.29 It has also launched, with the support of the prov-

inces and territories, a multi-year study to determine the 

full financial and social costs associated with infrastruc-

ture, vehicles and the movement of people and goods.30 

The provinces and territories have estimated that the 

federal government will have $32.9 billion of unallo-

cated fuel tax revenue available over the next 10 years 

and propose that this be committed to a new Strategic 

Transportation Infrastructure Fund.31 In the 2006 budget, 

the federal government pledged $16.5 billion to support 

provincial, territorial and municipal infrastructure over  

the next four years. However, Canada’s infrastructure 

deficit is so large that government funding by itself will 

27. Stockholm,.for.example,.is.the.latest.city.to.begin.tolling.with.its.
program.that.began.in.2006..Also,.the.U.K..and.the.Netherlands.
are.planning.to.introduce.multi-city.systems.in.the.next.several.
years..See.Solomon,.“Stockholm.Tries.Tolls.to.Curb.Use.of.Cars.”.

28. Canada.Transportation.Act Review.Panel,.Vision and Balance,..
pp..193–194..

29. Transport.Canada,.Straight Ahead, pp..52–53;.Transport.Canada,.
Backgrounder: Straight Ahead, p..8.

30. See.Transport.Canada,.“The.Full.Cost.”.

31. There.are.examples.in.many.countries.of.special.transportation.funds,.
including.the.U.S..Highway.Trust.Fund,.which.is.the.best.known.to.
Canadians.and.often.advocated.as.the.model.to.be.copied..However,.
as.noted.in.the.Conference.Board.report.Canada’s Transportation 
Infrastructure Challenge,.there.are.several.important.drawbacks.to..
this.fund.and.the.U.S.’s.approach.to.determining.how.these.funds..
are.spent..This.is.not.the.model.that.Canada.should.seek.to.copy..
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not take care of the problem. Road pricing and public–

private partnerships are alternative sources of revenue that 

could contribute to reducing the infrastructure deficit. 32

Canada’s.three.largest.cities.have.inter-regional..
commuter.rail.services.that.have.been.successful..
in.increasing.ridership.

PuBLiC.trAnSit
In recent decades, broad transportation policy in Canada 

has shifted toward deregulation, privatization, commer-

cialization and subsidy reduction. But urban transit is 

still delivered mostly by municipal agencies and funded 

mainly through direct subsidies. In contrast to other trans-

port modes, most public transit has experienced deterior-

ating trends in per capita ridership, productivity and unit 

operating costs.33 Transit service, as reflected in vehicle 

kilometres, grew nearly two and a half times between the 

early 1960s and the late 1980s, and then levelled out in 

the 1990s.34 Transit subsidies increased in real terms from 

less than $100 million annually in the early 1970s to more 

than $1.5 billion by the end of the 1980s (in constant 

1998 dollars); they continued to increase through most of 

the 1990s, reaching $2.4 billion in 1998 before declining 

slightly to $2.2 billion in 1999.35 

Canada’s three largest cities—Toronto, Montréal and 

Vancouver—have inter-regional commuter rail services 

that have been successful in increasing ridership, pri-

marily by appealing to car commuters.36 Over the past 

decade alone, the number of commuter rail passengers 

in Ontario, Quebec and British Columbia has more than 

32. See.box.“Public–Private.Partnerships”.in.Chapter.6.of.this.volume.for.a.
discussion.of.the.potential.use.of.public–private.partnerships.in.Canada.

33. Canada.Transportation.Act.Review.Panel,.Vision and Balance,..
pp..219–220.

34. Ibid.,.p..218..Service.as.measured.by.revenue.vehicle.hours.was.
also.roughly.constant.in.the.1990s,.as.shown.in.McCormick.
Rankin.Corporation,.Urban Transit in Canada,.p..28.

35. Canada.Transportation.Act.Review.Panel,.Vision and Balance,..
pp..218–219..

36. Soberman,.Public Transportation in Canadian Municipalities,.p..36.

doubled, reaching an estimated 54.9 million in 2004.37 

However, the growth in passengers and service has also 

raised concerns about the broader environmental impacts 

and the contribution to urban sprawl (because of a failure 

to coordinate land use and transportation planning).38 

Additionally, as cities develop and grow into knowledge-

based economies, linking people to other national and 

international centres of knowledge is becoming increas-

ingly crucial. Airports have become an integral aspect of 

urban development and must be included in development 

plans for transportation infrastructure and fully integrated 

into regional systems. One shining example is the Canada 

Line in Vancouver; once it is built and operational, it 

will provide a direct rapid-transit connection from the 

city centre to the airport—the only one of its kind in the 

country.39 Airports also need continuous improvements 

and expansions to keep up with the growth in passenger 

travel. Inter-city transportation must also become more 

rapid and efficient—particularly in the heavily popu-

lated areas such as the Québec City–Windsor, Montréal–

Boston–New York, Vancouver–Seattle–San Francisco and 

Toronto–Chicago corridors—to help reduce automobile 

dependence and the environmental impacts of fossil fuel 

consumption. (See box “The Case for High-Speed Rail  

in Canada’s Key Inter-City Corridors.”)

As.cities.develop.and.grow.into.knowledge-based..
economies,.links.to.other.national.and.international.
centres.of.knowledge.are.crucial.

Improving public transportation and making it an 

attractive alternative must have a central place in any 

strategy aiming to make urban transportation more 

37. Transport.Canada,.Transportation in Canada 2004, Addendum,.
Table.A6-30;.The.Railway.Association.of.Canada,.Railway  
Trends 2005,.p..24..

38. Aubin,.“Are.Commuter.Trains.the.Way.to.Go?”.highlights.this.
issue.in.relation.to.the.latest.plans.for.expanding.commuter.rail.
services.in.the.Montréal.region.

39. The.Canada.Line.will.be.an.automated.19-kilometre.rail-based.rapid.
transit.service.connecting.Vancouver.with.central.Richmond.and.
the.Vancouver.International.Airport—linking.growing.residential,.
business,.health.care,.educational.and.other.centres.in.the.region—
and.adding.transit.capacity.equivalent.to.10.major.road.lanes..
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The vast majority of inter-city travel in Canada is conducted in 
private cars; air travel accounts for over half of the remaining inter-
city trips. In recent decades, road and air travel—the two modes 
with the worst congestion and pollution problems—have received 
the most public attention and funding. 

A Better Balance
According to Transport 2000, all modes of transportation must 
be supported to create a balanced, efficient national transportation 
network. Unfortunately, inter-city rail travel in Canada has been 
under-funded and underdeveloped, even though it can potentially 
draw people away from their cars in large numbers. People are 
interested in more convenient transportation alternatives and are 
willing to take trains—if they are faster and more reliable than cars. 

High-speed service between major centres must be an integral part 
of an improved national passenger rail system. A high-speed rail 
service would provide a number of environmental, economic and 
quality-of-life benefits. It would help:

reduce highway use, accidents and environmentally 
harmful short-haul air traffic and airport congestion;
ease existing and future air and roadway congestion within 
high-traffic corridors;
reduce overall emissions per passenger mile;
improve transportation choices and increase mobility; and
encourage growth and investment in key economic corridors.

Viability
Any high-speed rail service must be able to demonstrate commercial 
viability. This measure is determined by population densities, pas-
senger travel patterns and competitive comparisons with alternative 
forms of transportation—such as air or motor vehicle travel—based 
on travel times and costs. 

Interest in developing high-speed rail links for two major Canadian 
inter-city transportation corridors—Calgary–Edmonton and Québec 
City–Windsor—date back to the late 1970s. A number of reviews were 
conducted, but either the projects were considered premature (due to 
high costs and low demand) or there was insufficient political interest. 

Over the last five years, several developments have renewed interest in 
re-examining the feasibility of high-speed rail links in these corridors. 

The urban regions in the Calgary–Edmonton and Québec City–
Windsor corridors are experiencing strong economic and popula-
tion growth (real and projected), with a significant increase in the 
volume of passengers traveling between cities within each region 
for both business and personal reasons. 
Automobile usage continues to grow more rapidly than the 
capacity of the existing highway network. Road traffic conges-
tion has become a major problem in both these corridors. 

•

•

•
•
•

•

•

Environmental issues have moved into the mainstream, inform-
ing political, economic and social decision-making at all levels. 
Concerns about global warming, greenhouse gas emissions and 
land use have raised public awareness about the environmental, 
economic and social long-term impacts of emissions arising 
from automobile use and air travel. 
Recent advances in rail infrastructure and other technologies 
could potentially reduce the capital and operating costs. 

. . . In the West
According to a pre-feasibility study conducted by The Van Horne 
Institute in 2004, a Calgary–Edmonton high-speed rail service 
would be economically and technologically viable; would generate 
sufficient demand; and would provide quantifiable socio-economic 
benefits—such as reduced travel time, traffic accidents and carbon 
emissions—that would range from $3.7 billion to $6.1 billion over 
30 years. The study looked at a few possible options:

Upgrading the existing CPR line to permit mixed freight and 
high-speed passenger rail service would cut travel time for the 
310-km route to two hours 10 minutes, with a capital price tag 
of approximately $1.7 billion. 
Constructing a largely new dedicated high-speed rail service 
with either JetTrain technology or electrified “train à grande 
vitesse” (TGV)-type trains would cut travel time to a maximum 
of one hour 30 minutes and would cost between $2.6 billion 
and $3.4 billion.

. . . In the East
VIA Rail Canada examined the feasibility of a similar high-speed rail 
service (VIAFast) for the Québec City–Windsor corridor and arrived 
at a capital cost estimate of $3 billion.1 It proposed upgrading the 
existing rail line and having a high-speed passenger service share 
the infrastructure with freight transportation. 

Using the costs per kilometre provided by the Van Horne Institute 
study as a rough guide, preliminary estimates would suggest that 
the capital cost for a Montréal–Toronto high-speed rail service 
could be as low as $3 billion for an upgraded rail corridor shared 
with freight, or $5 billion–$6 billion for a dedicated high-speed 
passenger rail corridor. Given the projected growth in population 
and economic activity within the corridor, as well as the tendency 
for high-speed rail to generate an increase in passenger trips over 
and above that associated with population growth, a high-speed 
rail service for the Montréal–Toronto corridor could also be 
commercially feasible. 

(cont’d on next page)

1  Railway-technology.com, “Quebec–Windsor Corridor, Canada.” 
Haider and Badami, Transparency and Public Participation.
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sustainable. Cities around the world have been invest-

ing heavily to improve public transit, adding commuter 

rail systems, metros, light rail systems and bus fleets. 

Improvements can take many forms, including new 

systems, new routes, increased frequency, reserved 

lanes, parking restrictions, better enforcement and bet-

ter public information and communications. Some of 

these options are capital-intensive, while others require 

modest investment.40 

Public.transit.solutions.that.focus.exclusively.on.large,.
capital-intensive.projects.often.lead.decision-makers..
to.overlook.non-capital-intensive.initiatives.

In Canada, urban transit investment has often focused  

on rehabilitation, driven by the need to prolong the 

life of existing infrastructure. Most operators have also 

invested incrementally in specific infrastructure, infor-

mation technology and transit priority measures at key 

locations to enhance transit’s attractiveness for targeted 

customers or to improve system performance in well-

defined areas. Essentially, limited funds have placed 

40. Soberman.has.developed.a.schematic.that.places.transit.improve-
ments.and.priority,.along.with.land.use.planning,.road.improvements.
and.parking.policies,.into.a.broad.context.of.the.“building.blocks”.of.
effective.urban.transportation..Each.measure.is.identified.as.being.
capital.intensive,.requiring.modest.investment.or.requiring.only.
a.policy.initiative..Soberman,.“Characteristics.of.Effective.Urban.
Transportation.”

severe constraints on investments in urban transit. Many 

transit operators have made do with refurbishing old 

equipment; others have had to defer infrastructure main-

tenance altogether. This has led to congestion, unreliable 

service and sometimes even unsafe conditions. Most 

operators have barely addressed the critical need for 

investment in new technology—such as advanced fare-

collection systems, automatic vehicle location and con-

trol systems and customer information systems.41

Public transit solutions that focus exclusively on large, 

capital-intensive projects often lead decision-makers to 

overlook non-capital-intensive initiatives. Indeed, a bias 

in favour of capital-intensive solutions is encouraged by 

the availability of cost-based matching funds from gov-

ernments, which create incentives for inefficient mega-

projects. Some of the big, expensive projects in the U.S. 

(and perhaps in Canada as well) have been of question-

able value in achieving the goals of deterring car use and 

increasing transit ridership.42 As one expert notes, “Such 

projects have much higher political profile, appear to 

be more indicative of accomplishment than operational 

improvements, and are hotly pursued by the commercial 

interests of suppliers, contractors and consultants, as 

well as the aspirations of established bureaucracies.”43 

41. Soberman,.Public Transportation in Canadian Municipalities,..
pp..33–34.

42. Canada.Transportation.Act.Review.Panel,.Vision and Balance,..
pp..223–224..

43. Soberman,.Public Transportation in Canadian Municipalities,.p..6.

Government.Support.Based.on.Full-Cost.Analysis
Few.high-speed.rail.projects.are.commercially.viable.without.
at.least.limited.state.support.for.the.infrastructure.investment.
or.for.the.ongoing.operation.of.the.rail.services.2.This.is.the.
case.even.in.Japan.and.Europe,.where.population.densities.
are.typically.higher.than.in.Canada..

2. New.high-speed.rail.projects.seldom.generate.returns.that.are.
sufficient.to.cover.all.the.project.outlays—including.capital.and.
operating.costs—over.the.life.of.the.rail.service..The.fact.that.
some.high-speed.rail.services.are.profitable.at.certain.points.in.
time.is.usually.attributable,.at.least.in.part,.to.their.reliance.on.
depreciated.infrastructure.assets.

Decisions.about.the.level.of.state.support.need.to.be.based.
on.feasibility.studies.that.quantify.all.costs.and.benefits.(both.
socio-economic.and.commercial).over.the.life.of.the.project..

The.time.has.come.to.undertake.full.feasibility.analyses.for.
both.of.these.important.corridors..Federal.and.provincial.gov-
ernments.must.seriously.consider.high-speed.rail.transport.as.
a.partial.alternative.to.road.and.air.travel.

Sources:.The.Conference.Board.of.Canada;.Transport.2000;.The.Van.Horne.Institute.

the.Case.for.high-Speed.rail.in.Canada’s.key.inter-City.Corridors.(cont’d)
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Transit ridership is induced mainly by service, frequency 

and convenience—all of which can often be improved 

cost-effectively through operational measures (e.g., higher 

priority for transit vehicles on roads, or collector vehicles 

to convey passengers from low-density areas to mass 

transit access points). For these reasons, operational 

improvements should be pursued wherever feasible. 

Municipalities (and potential funding partners at other 

levels of government) should assess whether proposed 

large investments in public transit can increase ridership, 

enhance access to poorly served populated areas, be 

coherent with land use planning, and control costs.44 

enerGy.uSe.AnD.PoLLution
Urban transportation has significant environmental 

impacts—largely related to fuel consumption. Nearly  

all fuel comes from non-renewable resources using pro-

duction processes that release high levels of greenhouse 

gas (GHG) emissions and other pollutants. According to 

the recently released 2006 edition of Statistics Canada’s 

Human Activity and the Environment, in 2004 trans-

portation activities generated more than one-quarter of 

Canada’s GHG emissions and accounted for 28 per cent 

of their growth from 1990 to 2004.45 The growing use 

of heavy-duty trucks to move goods and the shift toward 

greater personal use of light trucks (such as vans and 

sport-utility vehicles) have put upward pressure on GHG 

emissions and limited the decline of smog-forming pollut-

ants. Between 1990 and 2004, road vehicles contributed 

to 86 per cent of the growth in emissions from transporta-

tion. In 2004, transportation also consumed nearly one-

third of all energy used in Canada. If the trend continues 

over the next 25 years, a 40 per cent growth in fossil fuel 

consumption will be needed to support current patterns of 

transportation.46 In 2001, estimated GHG emissions from 

gasoline sales in Canada’s urban regions were 25 per cent 

higher than in 1991. By 2010, GHG emissions from auto-

mobile use in Canada’s urban regions could exceed the 

1990 level by about 50 per cent.47

44. Soberman,.“Characteristics.of.Effective.Transportation.”

45. Statistics.Canada,.Human Activity and the Environment.

46. NRTEE,.Sustainable Transportation,.p..4.

47. Transportation.Association.of.Canada,.Urban Transportation 
Indicators V I,.p..44.

In addition to producing globally pervasive GHG emis-

sions, transportation also contributes to other sources of 

local air pollution, known as “criteria air contaminant 

emissions.” Since 1990, locally acting air pollutant 

emissions from transportation (including the main ele-

ments that contribute to smog) have shown a downward 

trend, largely because of federal regulations aimed at 

reducing the impacts of smog and acid rain.48 Never-

theless, the status of ground-level ozone (the main com-

ponent of urban smog) has shown little change and is 

of particular concern in the Windsor–Québec City cor-

ridor, the southern Atlantic region and the Lower Fraser 

Valley of British Columbia.49

if.the.trend.continues.over.the.next.25.years,.a.40.per.
cent.growth.in.fossil.fuel.consumption.will.be.needed..
to.support.current.patterns.of.transportation.

Vehicle fuel efficiency is a key determinant of energy  

use in transportation. While automotive technology  

and fuel have become cleaner, these advances are being 

largely negated by Canadians’ choices about where and 

how to travel.50 Since the mid-1980s, there has been a 

slight increase in the average fuel intensity of vehicles 

sold, mostly because of the growing popularity of SUVs, 

minivans and pickup trucks.51 Since the late-1980s, there 

has also been a sharp increase in both the weight and 

power of new passenger cars and light-duty trucks.52

Experts generally agree that a sustainable transportation 

strategy must include tactics to mitigate the environmental 

effects of fuel consumption. The Centre for Sustainable 

Transportation recommends a set of strategies that focus 

on the short term—by improving the energy efficiency of 

trucking by increasing load factors; the medium term—by 

reducing passenger vehicle fuel intensity through incen-

tives to purchase lighter, less powerful vehicles; and the 

48. Transport.Canada,.Transportation in Canada 2004,.Figure.5-4,.p..37..

49. Environment.Canada,.“Urban.Air.Quality.”

50. Urban.Transportation.Task.Force,.Urban Transportation in Canada,.p..5.

51. The.fuel.efficiency.standards.for.light.trucks,.including.those.sold.
for.personal.use,.are.lower.than.those.for.regular.automobiles..

52. The.Centre.for.Sustainable.Transportation,.Sustainable Transportation 
Monitor,.p..10.
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longer term—by promoting greater use of tethered vehicles 

(electrically powered trains, streetcars and electrified buses 

where energy is fed via wire or rail) in public transport.53

ConGeStion
Congestion is a major problem in many urban areas. It  

increases energy use, air pollution, GHG emissions and  

accident risk, not to mention the time people spend in  

cars instead of in leisure or productive activities. It harms  

the competitiveness of urban centres and the national 

economy by delaying the movement of goods and people  

and by increasing transportation costs. Measuring con-

gestion costs is complicated, but by any estimate they 

are substantial.54 A recent calculation conservatively set 

the aggregate annual costs for Canada’s nine largest urban 

areas at $2.3 billion to $3.7 billion (in 2002 dollar values). 

Factors considered include the values of lost time to 

automobile users (90 per cent of the costs), fuel consumed 

(7 per cent of the costs) and greenhouse gas emissions 

(3 per cent of the costs) under congested conditions.55 

A.recent.calculation.conservatively.set.the.aggregate.
annual.cost.of.congestion.for.Canada’s.nine.largest.
urban.areas.at.$2.3.billion.to.$3.7.billion..

Improving the viability of public transportation is not 

enough—on its own—to guarantee the changes in travel 

behaviour that are essential to achieving sustainable urban 

transportation. Incentives to leave the car at home need 

to be combined with disincentives to use the car. (See 

box “Congestion Charges U.K.-Style: Would They Work 

in Canadian Cities?”) Efforts to discourage car use are, 

however, problematic. The most effective approaches—

including regulatory measures such as parking restrictions 

and pricing measures such as road tolls—are also the 

most difficult to sell and implement. 

53. Ibid..The.first.part.of.this.report.reviews.the.evidence.concerning.
world.crude.oil.and.North.American.natural.gas.production.trends.
and.when.these.might.peak.

54. Waters.II.and.von.Wartburg,.“Measuring.Congestion.Costs,”..
pp..379–382..

55. Transport.Canada,.The Cost of Urban Congestion. Because.of.
insufficient.data,.other.factors.such.as.freight.movements.and.
air.pollutant.emissions.were.not.included,.and.the.cost.estimates.
reported.are.therefore.low..

An analysis of common traffic options shows that various 

measures are not mutually exclusive and may be com-

bined to increase effectiveness or offset deficiencies.56 

(See Table 5, Appendix B.) As an example, Singapore 

offers a comprehensive approach, including car owner-

ship controls, permits allowing some vehicles to be used  

just on the weekend, parking controls and road pricing.57

enhAnCinG.urBAn.FreiGht.trAnSPortAtion
In a world economy dominated by global supply chains 

and international trade, urban goods transport has bur-

geoned, as have the associated congestion, energy  

consumption and safety problems. Urban freight trans-

portation includes traffic related to wholesale and retail  

trade, construction and demolition, and materials for  

reuse and recycling, and to transportation of raw and  

semi-finished materials, and through-shipments. Although 

freight transportation activity is highly concentrated in 

urban areas, the related environmental and policy chal-

lenges have received less attention than those associated 

with public transit.

Urban freight transport relies heavily, though not exclu-

sively, on trucks—which haul approximately 2 billion 

tonnes of freight, per year, in and through urban areas 

(or between 45 and 73 tonnes of freight per person, 

per year).58 Although urban areas have undoubtedly 

become the main destinations and points of origin and 

transfer for most freight shipments, national data on 

intra-urban shipments are practically non-existent.59 

A report produced by the Organisation for Economic 

Co-operation and Development (OECD) in 2003 empha-

sized the importance of finding sustainable solutions 

to the growing problems associated with urban goods 

movement.60 Efficient organization of urban freight 

transportation has become crucial for both successful 

business management and sustainable development. 

56. Ibid.

57. Ibid.,.pp..7–8.

58. Transport.Canada,.Truck Activity in Canada,.p..9..

59. Transportation.Association.of.Canada,.Urban Transportation 
Indicators V I,.pp..23–24;.The.Centre.for.Sustainable.Transportation,.
Sustainable Transportation Monitor,.pp..3–4..

60. OECD,.Delivering the Goods,.pp..7–15..The.focus.of.the.report.is.
on.delivery.of.retail.goods,.albeit.within.the.wider.context.of.all.
goods.traffic.occurring.in.the.urban.environment.
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As businesses aim to improve the flow of their supply 

chains and optimize their logistics, urban goods transport  

has become increasingly integrated with long-haul trans-

portation and global supply chains. Efforts are underway in 

some countries to find more sustainable solutions using 

inter-modal transport, but requirements for just-in-time 

deliveries make this challenging. The report concludes 

that local governments alone cannot create a sustainable 

urban goods transportation system; rather, national and 

state or provincial governments must also contribute.

In Canada, the rapid rise of trade with China and resultant 

freight congestion throughout B.C.’s Lower Mainland 

prompted the federal government to unveil a new Pacific  

Gateway Strategy in 2005. The draft Pacific Gateway 

Act was tabled to address challenges arising from the 

projected Canada–Asia trade growth.61 Although the 

defeat of the Liberal government in November 2005 

halted its enactment, the initiative has the support of  

the Conservative government.62 

Local.governments.alone.cannot.create.a.sustainable.
urban.goods.transportation.system;.national.and..
provincial.governments.must.also.contribute.

Initiatives are also underway in several other regions 

to promote multi-stakeholder gateway and corridor 

concepts.63 Given Canada’s dependence on trade, the 

efficient functioning of Canada’s trade gateways and 

corridors is essential to national prosperity. The federal 

government intends that the Pacific Gateway Strategy 

will establish the principles for a future national policy 

framework on strategic gateways and trade corridors 

and related measures.

61. Transport.Canada,.Government of Canada Announces Pacific 
Gateway Strategy.

62. See.The.Conservative.Party,.“Harper.Pledges.Support.for.Pacific.
Gateway.”.The.British.Columbia.government.has.also.launched.its.
own.$12.1-billion.Asia.Pacific.Gateway.Initiative;.see.Asia.Pacific.
Foundation.of.Canada,.“A.Brief.History.of.Canada’s.Pacific.Gateway.”

63. These.include.the.Inter-Regional.Goods.Transportation.Committee.
in.Montréal,.the.Halifax.Gateway.Council,.the.Southern.Ontario.
Gateway.Council.together.with.infrastructure.initiatives.in.the.
Windsor.area,.and.the.Manitoba.Corridor.Strategy.

Congestion.Charges.u.k.-Style:.would.they.work.in.
Canadian.Cities?

Congestion.is.plaguing.Canada’s.largest.cities,.threatening.their.eco-
nomic.efficiency.and.competitiveness..Canadian.commuters.spend.
an.average.of.63.minutes.per.day.getting.to.and.from.their.places.of.
work,.up.17.per.cent.from.13.years.ago—the.equivalent.of.one.extra.
workweek.per.year..Daily.commute.times.in.Toronto.now.average.one.
hour.and.20.minutes;.in.Calgary.the.average.daily.commute.time.is.
more.than.one.hour,.and.in.Montréal.it.is.76.minutes..Public.frustra-
tions.have.reached.a.tipping.point,.pushing.politicians.and.urban.
transit.planners.to.consider.congestion.charging—charging.drivers.
to.bring.vehicles.into.a.designated.urban.area—as.an.answer.to.
congestion.problems.in.Canada’s.urban.areas..Many.point.to.London,.
England,.as.proof.that.this.strategy.can.both.decrease.congestion.
and.augment.funds.for.public.transit.

Introduced.early.in.2003,.congestion.charging.in.London.required..
private.vehicles.entering.the.central.core.of.London.on.weekdays.to.pay.
£5.(CDN$12.50)..The.success.of.this.bold.experiment.led.to.a.recent.
increase.in.the.fee.to.£8.(CDN$17.70).and.a.proposal.to.extend.the.
congestion.charge.zone..Traffic.reductions.achieved.within.the.first.
six.months.of.the.charge’s.inception.have.been.maintained;.congestion.
overall.is.down.by.30.per.cent,.while.traffic.volumes.are.down.by.
18.per.cent..Better.yet,.most.commuters.who.have.stopped.driving.
downtown.have.shifted.to.public.transit..An.estimated.£90.million.
(CDN$199.million).net.profit.in.2004–05.has.been.reinvested.in.
improving.bus.services.

However,.congestion.charging.is.just.one.tool—not.a.cure;.and.it.may.
not.always.be.the.right.tool..A.bold.decision.in.one.city.may.prove.
reckless.in.another..Just.how.effective.and.appropriate.congestion.
charging.will.be.depends.on.five.factors:

Commuting.patterns.that.bring.high.volumes.of.people.into..
a.dense.urban.core..
Public.transit.infrastructure.that.can.accommodate.a.large..
shift.from.cars.to.other.modes.of.transport..
Commuter.behaviour.that.supports.a.shift.in.modal.choice..
Business.support.based.on.evidence.that.congestion.charging.
would.have.a.positive.or.negligible.impact.on.commerce..
Public.attitudes.that.tolerate.congestion.charging.

Would.congestion.charges.work.in.Vancouver,.Calgary,.Toronto,.
Ottawa.or.Montréal?.A.just.released.study.has.proposed.congestion.
pricing.(in.conjunction.with.radical.changes.in.land.use.and.urban.
form.and.substantial.new.investments.in.transit.infrastructure).as.part.
of.the.solution.to.transportation.gridlock.in.the.Greater.Toronto.Area.1.
It.would.be.premature.to.choose.this.tool.now—for.any.city—without.
first.assessing.the.factors.(listed.above).that.determine.its.usefulness..

1.. Soberman.et.al.,.Transportation Challenges,.p..48.

Sources:.Transport.for.London,.“Congestion.Charging”;.Cappe,.“Breaking.
Gridlock”;.CAA, Roads and Highways;.Soberman.et.al.,.Transportation 
Challenges.
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imPLementAtion.ChALLenGeS.
Great strides have been made globally in determining 

the strategies and measures needed to improve urban 

transportation systems, yet meaningful change is slow to 

occur. Implementation barriers block progress. A study 

commissioned by the European Conference of Ministers 

of Transport has identified a number of obstacles and 

offered ways to improve the implementation of sustain-

able policies.64 Highly relevant to Canada, these bar-

riers include:

the lack of a national policy framework for sustain-

able urban travel;

poor policy integration and coordination;

inefficient or counterproductive institutional roles 

and procedures;

public, lobby and press resistance to policies;

unsupportive legal or regulatory frameworks;

weaknesses in the pricing/fiscal framework; 

misguided financing and investment flows;

poor data quality and quantity; and

wavering political commitment. 

The study also makes several recommendations dir-

ected at national governments (summarized in Table 6, 

Appendix B). In Canada’s case, it is clear that most of 

these could be applied equally well at the provincial 

and territorial levels.

reCommenDAtionS.For.imProvinG..
urBAn.trAnSPortAtion
The Conference Board of Canada recommends that:

Provincial and municipal governments pursue  

integrated land use and transportation planning  

at the local and regional levels, aiming to accom-

modate growth through intensification rather than 

low-density sprawl.

Provincial and municipal governments develop  

suitable governance arrangements for urban trans-

portation in areas of multiple jurisdictions.

64. European.Conference.of.Ministers.of.Transport,.Implementing 
Sustainable Urban Travel Policies..
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4.

5.

All levels of government incorporate the improve-

ment of the accessibility and efficiency of airports, 

rail and other methods of inter-city transport into 

infrastructure development plans. 

Provincial and municipal governments use a “carrot 

and stick” approach to promote a shift from cars to 

more sustainable modes of transportation:

A sufficiently dense and extensive public transit 

network is a necessary prerequisite.

Disincentives to automobile use—including 

regulatory and road pricing measures—will 

complete the policy framework.

Provincial and municipal governments make greater 

use of alternative sources and methods of funding 

urban transportation.

Provincial and municipal governments and their 

agencies consider low-cost operational and service 

improvements to increase transit ridership and  

efficiency.

Business and all levels of government work together 

to provide incentives for consumers to buy lighter, 

more fuel-efficient vehicles.

Provincial and municipal governments consider 

pilot programs and other incentives to promote 

higher load factors (i.e., operating trucks at full load 

capacity) for private and commercial urban trucking.

The federal and provincial governments undertake 

full feasibility studies for high-speed rail transit 

in both the Windsor–Québec City and Calgary–

Edmonton corridors; and quantify the socio-economic 

benefits and costs for each project to determine the 

requisite level of government support. 

The federal and provincial governments work 

together to prepare a national urban transportation 

strategy and consider the recommendations aris-

ing from the European Conference of Ministers of 

Transport.

6.

7.

–

–

8.

9.

10.

11.

12.

13.
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environmentALLy.SounD.Growth

More than half of the world’s 6.3 billion people live 

in urban environments, creating dense concentrations 

of people and economic activity, and major sources of 

environmental stress. While taking up only 2 per cent  

of the world’s land, cities account for roughly 78 per 

cent of the carbon emissions from human activities,  

76 per cent of industrial wood use and 60 per cent of 

the water tapped for human use.65 Cities are also major 

contributors to air and water pollution, as well as over-

flowing landfill sites. 

Similar to their counterparts in most developed countries, 

Canadian cities face serious environmental challenges 

that threaten their sustainability. These challenges are, 

in many ways, the result of an inability to recognize 

the impact of human activities and pursuits on the environ-

ment. Concerns about over-consumption of resources, 

inadequate strategies for waste management, declining air 

quality, pressures on water supplies and health problems 

continue to escalate. While the national population growth 

rate is decreasing, Canadian cities continue to expand—

both in their size and in their impact on the environment. 

CitieS.AS.SourCeS.oF.environmentAL.StreSS
Within cities, resource use and pollution come from 

three main sources: households and individuals, com-

mercial and non-commercial organizations, and indus-

trial companies. Potential solutions to problems of 

resource consumption and pollution are already part  

of ongoing dialogues on climate change and environ-

mental health.66 Previous sections of this chapter describe 

65. World.Watch.Institute,.Winning or Losing the Environmental Battle.

66. For.instance,.the.environmental.organization.Zero.Footprint.advocates.
a.conversion.to.ground-source.heating.and.cooling.of.buildings,.
which.would.have.a.profound.impact.on.pollution,.energy.conserva-
tion.and.greenhouse.gas.emissions..Ground-source.(geothermal)..
systems.use.the.moderating.temperature.of.the.earth.to.help.condi-
tion.the.air.in.a.structure..Their.adoption.could.be.encouraged.through.
government.regulations.requiring.special.permission.to.install.any-
thing.other.than.ground-source.heating.and.cooling.systems.for.new.
homes,.shopping.centres,.schools.and.businesses..Combined.with.a.
massive.nationwide.retrofitting.of.existing.buildings.(where.possible),.
this.strategy.would.be.relatively.cheap.and.deliver.fast.short-term.sav-
ings;.would.generate.new.jobs.and.industries;.and.would.result.in.a.
far.more.sustainable.energy.infrastructure.for.Canada.

ways to reduce environmental stress caused by urban 

sprawl and motor vehicle use, but the industrial sec-

tor—a significant stressor—has yet to be discussed.

The most intensive interactions between industry and soci-

ety happen in cities, as enormous quantities of resources 

are used to supply the industries that meet the demands 

of an ever-increasing urban population. The industrial 

metabolism within cities is essentially linear: resources 

are extracted from the environment and, following their 

transformation and use, are returned to the environment in 

the form of air emissions, liquid effluents, and solid and 

hazardous waste. Municipalities generally do not quantify 

or manage the cumulative impacts of these activities in any 

systemic manner because cities are not normally viewed as 

systems in which every planning decision, every develop-

ment and every activity has an impact on other parts of the 

system. However, one of the most basic laws of ecology 

is that everything is connected; viewing cities as urban 

ecosystems would encourage municipalities and industries 

to recognize and manage the flow of resources and wastes 

within their boundaries. The emerging field of industrial 

ecology provides a specific framework for understanding, 

tracking and managing the energy, resources and wastes 

linked to industrial activities.

while.taking.up.only.2.per.cent.of.the.world’s.land,..
cities.account.for.roughly.78.per.cent.of.the.carbon.
emissions.from.human.activities..

whAt.iS.inDuStriAL.eCoLoGy?.
The science of ecology examines the relationships 

among organisms and species, and between organisms 

and the physical, chemical and biological environments 

that sustain them. A fundamental ecological concept 

is the ecosystem. In natural ecosystems, organisms fill 

niches and form mutually beneficial relationships with 

other organisms, facilitating material and energy cycling. 

The principle of ecosystems may be applied to cities 

to create an urban ecology framework within which 

the city is viewed as a system or web of relationships. 

Industrial ecology takes these concepts and applies them 

to industry processes. It examines the economic and 
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ecological relationships among industries, and between 

industries and the environments that sustain them. It 

focuses on identifying and quantifying flows of materials 

and energy; ensuring that these flows are used efficiently 

and effectively; and meeting human needs without over-

whelming the assimilative capacity of the planet. 

industrial.ecology.is.essentially.about.connectedness.
and.interdependence..it.aims.to.create.a.system.where.
one.company’s.waste.becomes.another.company’s..
raw.material.

The field of industrial ecology is essentially about con-

nectedness and interdependence. It aims to transform 

industrial processes from the dominant open-loop sys-

tems (where resources and capital investments become 

waste) to a cyclical, interdependent and closed-loop 

system (where waste products become inputs for new 

processes). In the most basic terms, this means creating 

a system where one company’s waste becomes another 

company’s raw material.67 (See Exhibit 1.)

67. Lifset.and.Graedel,.“Industrial.Ecology:.Goals.and.Definitions.”

.

APPLyinG.inDuStriAL.eCoLoGy.ConCePtS.in.CitieS:.
eCo-inDuStriAL.networkS,.CLuSterS.AnD.PArkS
Industries with an interest in minimizing waste and 

reducing energy demands are forming partnerships to 

create eco-industrial networks, clusters or parks. These 

arrangements are all based on the principles of industrial 

ecology, with the aim of creating sustainable and effi-

cient industrial systems. Networks, clusters and parks 

provide opportunities to create interdependent systems 

that make more efficient and effective use of resources, 

waste products and infrastructure.68 

eco-industrial.networks
Eco-industrial networking has been defined as the 

process of creating “local and regional business rela-

tionships between the private sector, government and 

educational institutions that facilitate use of new and 

existing energy, material, water, human resources, and 

infrastructure to improve production efficiency, invest-

ment, and competitiveness in addition to community and 

ecosystem health.”69 An eco-industrial network might 

emphasize one or more activities—such as environmental 

procurement, logistics or material exchange. 

68. Côté.and.Wallner,.“From.Clusters.and.Networks”;.Côté.and.
Crawford,.“A.Case.Study.in.Eco-Industrial.Development.”

69. Canadian.Eco-Industrial.Network..“Highlighting.Progress..
and.Opportunity.”

exhibit.1
Types.of.Ecosystems

Source:.The.Conference.Board.of.Canada.
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By working together strategically, partners in an eco-

industrial network create greater economic and environ-

mental benefits than they would by operating alone. 

This type of networking is a valuable business strategy 

that helps: 

reduce risk; 

build economies of scale;

overcome government-mandated barriers; 

facilitate expansion of small firms; and

create benefits associated with participation in  

value chains.70 

The network of industries in Kalundborg, Denmark, 

may be a model to emulate.71 There, the excess steam  

and heated cooling water from an electricity generating 

station are used by several industries, including an  

oil refinery, a pharmaceutical plant and a fish farm.  

The hot water also heats homes, institutions and com-

mercial establishments in the town. (See box “District  

Heating and Cooling” for an examination of the use  

of existing heating and cooling resources in Canada.) 

The sulphur removed from the refinery’s emissions is 

sold to a sulphuric acid manufacturer. The sulphur dioxide 

is scrubbed from the generating station’s emissions and 

transformed into gypsum, which, in turn, is sold to a 

local plasterboard manufacturer. Local farmers collect 

the sludge from the pharmaceutical enzyme manufac-

turer and apply it as a soil enrichment to their lands. 

Canada also has a number of eco-industrial networking 

projects underway:

In Maplewood, British Columbia, the Maplewood 

Eco-Industrial Partnership Project was established  

to make more efficient use of the resources in the 

community, with emphasis on the industrial area.72

The Greater Vancouver Regional District is using 

eco-industrial networking as a strategy to help it 

attain its long-term sustainability objectives and to  

reduce the environmental footprint of its businesses.73

70. Contractor.and.Lorange,.“Why.Should.Firms.Cooperate?”

71. Côté.et.al., Designing and Operating Industrial Parks.

72. GVRD,.“Maplewood.Community.Eco-Industrial.Partnership.Project.”

73. LeBreton.et.al.,.“Small-Scale.Eco-Industrial.Networking.”
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The Tilbury Eco-Industrial Partnership in Delta, 

British Columbia, is expected to be the second lar-

gest eco-industrial retrofit in North America. It will 

create opportunities for energy and water efficiency, 

storm water management and green space protection 

and enhancement.74 

eco-industrial.Clusters.
Eco-industrial clusters involve economic and environ-

mental interactions among industries in related sectors, 

or industries clustered around an “anchor” facility. This 

74. Eco.Industrial.Solutions,.Ltd..and.Mark.Jeffery.Consultants,  
Guide to Eco-Industrial Networking,.p..4..

•

District.heating.and.Cooling

Enormous.amounts.of.fuel.and.electricity.are.used.to.heat.and.cool.
buildings..Exploiting.available.heating.and.cooling.resources.can.
reduce.demands.for.new.generation.plants..In.district.heating.sys-
tems,.the.heated.cooling.water.from.generating.stations.is.used.to.
heat.buildings..The.water.is.then.either.returned.to.the.environment.
at.near.ambient.temperature,.or.cycled.through.a.closed-loop.system.
and.reused..Natural.cooling.techniques.use.cold-water.sources.in.the.
environment.to.cool.buildings.

In.Canada,.the.heated.cooling.water.from.most.thermal.electric.gen-
erating.stations.is.discharged.directly.into.lakes,.rivers.and.oceans..
As.many.of.these.stations.are.located.in.or.adjacent.to.cities,.district.
heating.systems.offer.an.effective.way.to.use.previously.wasted.heat.
to.warm.buildings..While.few.large.district.heating.systems.have.
been.installed.in.Canada,.they.have.become.increasingly.common..
in.northern.Europe.and.Scandinavia..

Large.amounts.of.electricity.are.also.used.to.cool.buildings.through.
central.systems.or.individual.air.conditioners..These.take.heat.from.the.
internal.air.of.buildings.and.exhaust.it.to.the.outside,.where.it.is.added.
to.the.heat.released.from.pavement,.buildings.and.emissions.from.trans-
portation.to.create.a.“heat.island”.effect..This.in.turn.heats.up.the.build-
ings,.which.then.need.additional.cooling..A.vicious.cycle.is.established.
that.is.the.cause.of.much.wasted.energy.expenditure..

Both.Toronto.and.Halifax.have.used.natural.cooling.techniques..In.
Toronto,.where.the.heat.island.effect.is.pronounced,.several.buildings.
have.been.connected.to.a.cooling.system.that.uses.cold.water.from.
the.deep.waters.of.Lake.Ontario..In.Halifax,.several.buildings.are.
cooled.using.water.from.the.bottom.of.Halifax.Harbour..

Sources:.The.Conference.Board.of.Canada;.Oujé-Bougoumou.Crees,..
“District.Heating.System”;.Antonoff,.“Scandinavia.Taps.Power.”.
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is simply an expansion of the industrial clusters concept 

to take into account environmental quality and resource 

conservation.75 Clustering often results in more efficient 

land use with the co-location of related businesses.

One type of eco-industrial cluster involves clustering 

suppliers and customers to reduce the transport distance 

and traffic congestion through urban corridors that 

link suppliers to customers. Reducing traffic conges-

tion brings the added benefit of improved air quality.76 

DaimlerChrysler AG, for example, reduced total trip 

lengths by 6 million kilometres annually through 

the establishment of an industrial cluster in Rastatt, 

Germany. Companies in this cluster took advantage of 

the short distances between suppliers and customers 

and reduced their packaging requirements for transport. 

As a result, the amount of waste was also reduced.77 

A second type of clustering involves the grouping of 

buildings and functions centred on one key industry.  

In Burnaby, British Columbia, for example, the Burnaby 

Incinerator converts 250,000 tonnes of garbage into  

8 million tonnes of steam, which is sold to a nearby  

paper recycling facility to replace the use of natural  

gas. The revenue from the steam offsets some of the  

incinerator’s operating costs.78 Equally effective is  

a large-scale eco-industrial cluster that has been estab-

lished in the Industrial Heartland area northeast of 

Edmonton, Canada’s largest processing centre for pet-

roleum, petrochemical and chemical industries. In 1999, 

the four regional municipalities comprising the Alberta 

Industrial Heartland created a partnership to ensure that 

future growth in the region occurred in a coordinated 

and responsible manner. The partnership promotes and 

supports eco-industrial clustering with a focus on the use  

of by-products among energy and chemical industries.79

75. Staber,.“The.Structure.of.Networks”;.Porter.The Competitive 
Advantage of Nations..Porter’s.definition.is:.a.geographic.concentra-
tion.of.competing.and.cooperating.companies,.suppliers,.service.
providers.and.associated.institutions.

76. BBC,.“Committee.Points.Finger.”

77. Fichtner.et.al.,.“On.Industrial.Symbiosis.Networks.”

78. Eco.Industrial.Solutions,.Ltd..and.Mark.Jeffery.Consultants,  
Guide to Eco-Industrial Networking,.p..4.

79. Alberta’s.Industrial.Heartland,.“An.Eco-Industrial.Network.”.

eco-industrial.Parks
An eco-industrial park80 is “a community of businesses 

that cooperate with each other and with the local commun-

ity to efficiently share resources (information, materials, 

water, energy, infrastructure and natural habitat) leading to 

economic gains, improvements in environmental quality, 

and equitable enhancement of human resources for the busi-

ness and local community.”81 (See box “Mining the City” 

for a look at mining resources from industrial waste.)

In China, an eco-industrial park in the Guangxi Zhuang 

Autonomous Region has established an industrial net-

work based on sugar production. Originally started by 

a city-owned company—the largest sugar refinery in 

China—the network includes an alcohol plant, a pulp and 

paper mill, a calcium carbonate plant, a cement plant and 

a power plant.82 The result is an industrial cycle in which 

resources are extracted, processed and manufactured, and 

the wastes are returned to the land as a soil enrichment 

to sustain the production of cane sugar and maintain the 

cycle. Several other cities in China are also pursuing 

opportunities to create eco-industrial parks and clusters 

as the country investigates the application of this type of 

circular economy to increase the efficient use of resour-

ces and reduce environmental impacts.83

Several eco-industrial park development projects are 

underway in Canada: 

At the Ross Industrial Park in Regina, Saskatchewan, 

efforts are underway to understand the flows and stocks 

of materials and foster networking among companies. 

In Saint John, New Brunswick, J.D. Irving Ltd. 

has announced a green industrial park that will be 

built on a brownfield site—the former Saint John 

Shipyard. Similar to the Kalundborg industrial sym-

biosis model, it involves a co-generation facility and 

a wallboard plant linked to a paper mill.

80. The.eco-industrial.parks.concept.was.first.explored.by.Côté.et.al..
at.Dalhousie.University,.Cohen-Rosenthal.at.Cornell.University.and.
Lowe.et.al..with.Indigo.Development..See:.Côté.et.al.,.“Designing.and.
Operating.Industrial.Parks.as.Ecosystems”;.Cohen-Rosenthal,.Eco-
Industrial Strategies;.Lowe.et.al.,.Discovering Industrial Ecology.

81. President’s.Council.on.Sustainable.Development,.“Eco-Efficiency:.
Task.Force.Report.”

82. Zhu.and.Côté,.“Integrating.Green.Supply.Chain.Management.”

83. Lowe.et.al.,.Discovering Industrial Ecology.

•

•
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In Halifax, Nova Scotia, Burnside Industrial Park 

is one of Canada’s largest and most successful eco-

industrial parks, involving more than 1,300 small and 

medium-sized businesses. It is home to a variety of 

eco-business programs and enterprises, including 

specific targets for solid waste diversion, water  

conservation, energy efficiency and liquid waste 

reduction; by-product exchanges, especially in the 

area of packaging materials; reuse, recycling and 

re-manufacturing businesses using products from 

other businesses within the park; and an eco-business 

program that includes a code of environmental 

excellence.84 

BreAkinG.Down.the.BArrierS.to.the..
APPLiCAtion.oF.inDuStriAL.eCoLoGy
There is still much work to be done before the princi-

ples of industrial ecology are widely used in designing, 

planning and operating urban businesses, industries and 

clusters. Whereas the leadership of one industry might 

provide the spark needed to create an eco-industrial 

park in a single location, transformation on a broader 

scale would need deeper support from both businesses 

and governments. 

Governments.can.provide.incentives,.regulations,..
management.mechanisms.and.information.that..
support.the.application.of.industrial.ecology.

Leading industrial ecologists have identified five types of 

barriers to the application of industrial ecology: technical, 

information, economic, regulatory and motivational;85 a 

sixth type of barrier is institutional. Governments have an 

important role to play in breaking down these barriers and 

in generally promoting urban environmental sustainability. 

In 2003, the National Round Table on the Environment 

and the Economy observed that the quality of the urban 

environment can be “greatly improved through federal 

fiscal policies,”86 and called for the federal government 

to demonstrate leadership, improve collaboration and 

84. Canadian.Eco-Industrial.Network,.“Case.Study:.Burnside..
Eco-Industrial.Park.”

85. Brand.and.Bruijn,.“Shared.Responsibility.”

86. NRTEE,.Environmental Quality,.p..xiv.

•

encourage stakeholders to make more efficient use of 

energy and land. Governments can provide incentives, 

regulations, management mechanisms and information 

that support the application of industrial ecology.87 

technical.Barriers.
Finding ways to reuse by-products and wastes and to make  

more efficient use of inputs will require technological 

and management solutions. Although many by-products 

can be used, innovative solutions to dealing with some 

wastes may not be widely available. This is an area ripe 

for additional research and development by both gov-

ernments and universities. 

87. Brand.and.Bruijn,.“Shared.Responsibility.”

mining.the.City

One.of.the.more.interesting.concepts.arising.from.an.
ecological.approach.to.combining.natural.and.industrial.
systems.is.the.idea.of.mining.resources.from.urban.waste..
Urban forests.are.the.wood,.cardboard.and.paper.waste.
products.created.within.a.city,.which.can.be.used.as.a.
source.of.fibre.for.recycled.paper.and.cardboard.manufac-
ture..Urban mines.are.the.scrap.metals.in.urban.buildings.
and.products,.which.can.be.used.as.a.source.of.recycled.
steel,.aluminum.and.other.metals.

Japan’s.Sumitomo.Corporation,.for.example,.recycles.
cellphones.for.its.precious.metals—such.as.gold.and.pal-
ladium..The.company.reports.that.280.grams.of.gold.can.
be.recovered.from.a.tonne.of.cellphones..According.to.
the.Tanaka.Kikinzoku.Group,.which.also.posts.urban.mine.
research.information.on.its.website,.one.tonne.of.mined.gold.
ore.contains.a.mere.6.grams.of.gold..This.means.that.cell-
phones.contain.more.gold.per.weight.than.ore.taken.from.
the.world’s.highest-grade.gold.mine!.The.proportion.of.pre-
cious.metals.in.the.cars.and.televisions.around.us.is.higher.
than.that..In.this.light,.scrapped.metal.and.electronic.goods.
can.be.seen.as.“urban.gold.mines.”.The.Tanaka.Kikinzoku.
Group.points.out.that.“modern.day.amenities—automobiles,.
high-rise.buildings,.airplanes,.home.appliances,.office.equip-
ment—can.therefore.be.considered.mineral.resources.”.
Although.aluminum.and.steel.have.been.recovered.and.
recycled.for.many.years,.the.recycling.of.other.metals.by.
Canadian.mining.companies.such.as.Noranda.Falconbridge.
and.Teck.Cominco.is.a.fairly.new.enterprise.

Sources:.The.Conference.Board.of.Canada;.Sumitomo.
Corporation,.“Environmental.Topics”;.Tanaka.Kikinzoku.Group,.
“Precious.Metals”;.Noranda.Recycling,.“History”;.Teckcominco,.
“Electronics.Recycling.”.
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If industrial ecology is to take hold, changes are also 

needed in industrial park design and management and 

leasing policies to facilitate material recycling and busi-

ness co-location and collaboration. Designing or retro-

fitting industrial parks to promote material and waste 

recycling and the efficient use of resources would support 

industries in their move toward a more sustainable and 

creative use of resources. Changes in management and 

leasing policies would be required to accommodate co-use 

of facilities—such as loading bays, parking lots and waste 

recycling equipment—by multiple firms. Management 

approaches would also have to focus on seeking out 

or accommodating firms that would be in a position to 

exchange wastes or transform them into by-products.

Governments.will.need.to.review.existing.regulations.
through.the.lens.of.industrial.ecology.and.make.changes.
that.support.the.application.of.this.concept.

information.Barriers
The application of eco-industrial principles relies 

on information and knowledge sharing as industries 

become collaborators and partners—while continuing  

to operate as independent businesses. However, the 

competitive nature of industry makes it difficult to 

establish information-sharing processes and raises 

challenges around issues of confidentiality. Municipal 

governments, by themselves or with the help of non-

governmental organizations (NGOs), could enable 

information sharing related to opportunities for the 

exchange and transformation of wastes into by-products. 

(See box “Supporting Eco-Industrial Networks.”) 

economic.Barriers
Competition among businesses and the desire to maxi-

mize return on investment represent significant barriers 

to the application of industrial ecology. Industry often 

perceives waste reduction and environmental quality 

improvement as costs. To overcome this perception, 

firms must gain a better understanding of their net 

benefits in participating in industrial ecology initiatives. 

Governments should consider using economic instru-

ments, such as higher wastewater disposal fees, solid 

waste tipping fees and other taxes, to discourage firms 

from dumping wastes and to encourage them to seek 

ways to reduce, reuse and recycle. The private and pub-

lic sectors should encourage the establishment of reuse, 

rental and repair businesses as well as innovations in 

business processes to reduce waste and energy use. 

regulatory.Barriers
Government regulations developed to induce good cor-

porate behaviour have often produced resistance and 

challenge from the regulated community. Small and 

medium-sized enterprises are particularly aggrieved when  

new regulations require costly compliance. Regulated def-

initions of waste—in particular, hazardous waste—can 

discourage companies that have opportunities to use  

by-products, by limiting choices and suppressing innov-

ative solutions. Governments will need to review existing 

Supporting.eco-industrial.networks

Eco-efficiency.is.an.important.element.of.business.reten-
tion.and.growth..However,.many.businesses.and.munici-
palities.need.information,.support,.guidance.and.ideas.to.
help.them.achieve.better.environmental.and.economic.per-
formance.through.resource.conservation,.recycling,.reuse.
and.generally.good.environmental.practices..

Dalhousie.University’s.Eco-Efficiency.Centre.is.a.not-for-profit,.
arm’s-length.agency.that.provides.support,.information.and.
consultation.on.improving.the.efficiencies.of.companies.
and.encouraging.an.eco-systemic.perspective..The.United.
Nations.Environment.Programme.identified.the.Centre.as.a.
model.of.a.small.organization.that.can.assist.businesses.in.
improving.both.their.environmental.and.their.financial.per-
formance.by.adopting.eco-efficient.practices.related.to.their.
energy,.water.and.material.use..Operating.at.a.local.level.in.
Halifax,.Nova.Scotia,.the.Centre.plays.a.number.of.different.
roles.and.offers.a.variety.of.services..It:.

facilitates.networking.among.businesses.to.allow.them.
to.take.advantage.of.opportunities.in.purchasing,.train-
ing,.logistics.and.material.exchange;.
advises.businesses.about.improving.energy.efficiency.
and.reducing.solid.waste.management.costs;
conducts.preliminary.environmental.reviews.of.company.
facilities.to.identify.source.control.and.energy.and.water.
conservation.opportunities;
produces.and.distributes.information.to.small.and.
medium-sized.companies;.and.
provides.advice.designed.to.foster.individual.and..
collective.action.by.companies.through.networking.

Sources:.Greater.Halifax.Partnership;.Eco-Efficiency.Centre,.
Dalhousie.University.
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regulations through the lens of industrial ecology and 

make changes where necessary to support, instead of 

stifle, the application of this concept.

Municipal governments often compete for industrial 

development and are therefore reluctant to set standards 

that industry might resist.88 Pursuing a sustainable com-

munity agenda will require municipalities to have high 

standards for environmental quality. But they will also 

need to work with the federal, provincial and territor-

ial governments to provide information, proper urban 

planning, and infrastructure consistent with industrial 

ecology so that businesses can meet these high environ-

mental standards while also being competitive. 

motivating.business.and.communities.to.do.things.
differently.and.engaging.consumers.to.change.their.
actions.requires.leadership.and.commitment..

motivational.Barriers
Perhaps the most difficult set of barriers to overcome 

involves changing attitudes. Motivating business and 

communities to do things differently and engaging 

consumers to change their actions requires leader-

ship and commitment. Canada’s resource wealth and 

consumer orientation support the view of nature as a 

source of endless material and an inexhaustible sink 

for our wastes. Industrial ecology demands a new way 

of looking at our actions, one where the flow of inputs 

and outputs is tracked and managed for the benefit of 

businesses, society and the environment. Governments 

could play an important role by providing information 

to businesses on the economic benefits of reducing, 

reusing and recycling wastes. Governments could also 

provide technical support to small and medium-sized 

firms to help them achieve their eco-industrial goals. 

institutional.Barriers
Municipal governments, planners and engineers—simi-

lar to many organizations and people—are resistant to 

change. In the case of industrial ecology, change is even 

more challenging to sell and to implement because its 

concepts are not widely known or practised.

88. Burstrom.and.Korhonen,.“Municipalities.and.Industrial.Ecology.”

Urban industrial ecologists have an important role to play  

in facilitating change by taking responsibility for shar-

ing their knowledge about the inter-connectedness of 

urban systems and by developing alternative systems 

for delivering and recycling resources. They should  

be working closely with municipal governments, urban 

planners and engineers to support development and 

management strategies that are based on an understand-

ing of cities as systems. Urban planners also have a 

role, as they will be critical “in the implementation of 

industrial ecology to successfully reconcile the often-

competing goals of economic development, environ-

mental quality and social equity.”89 

Municipal governments, however, must take the primary 

role in brokering change by ensuring that local planning  

decisions and goals take into account the long-term 

impacts on the sustainability of cities. They will need 

to create policies for integrating urban infrastructure, 

urban planning and regional economic development that 

are consistent with the principles of industrial ecology. 

Canadian.cities.will.need.to.embrace.sustainability..
strategies.and.work.with.other.government,.business..
and.industrial.partners.to.put.industrial.ecological..
principles.into.practice.

ProSPeCtS.For.the.Future
Public attention to environmental issues is growing, 

prompting governments to consider ways to promote 

and manage sustainable growth in urban areas. Many 

Canadian cities are adopting policies and practices to 

respond more effectively to environmental challenges. 

Several have set goals for becoming eco-communities  

or sustainable communities. These include North 

Vancouver and Whistler in British Columbia; Canmore, 

Alberta; Regina, Saskatchewan; Hamilton, Ontario; and 

Halifax, Nova Scotia. As part of a plan to secure a healthy 

future for our country, more Canadian cities will need to 

embrace sustainability strategies and work with other gov-

ernment, business and industrial partners to put industrial 

ecological principles into practice. 

89. Dunn.and.Steinemann,.“Industrial.Ecology.for.Sustainable.Cities,”..
p..162.
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The commitment shown by the FCM to sustainability  

and urban ecology is a promising development. It 

has established a Centre for Sustainable Community 

Development, a Sustainable Communities Knowledge 

Network and the Green Municipal Fund. The Fund 

has supported eco-industrial park planning studies that 

encourage symbiosis and other strategies. The Centre 

has published Solid Waste as a Resource: Guide for 

Sustainable Communities,90 and its website includes  

an overview that states the following: “A sustainable  

community is a smart community. It achieves economic, 

environmental and social health by making the most 

efficient use of resources, generating the least amount 

of waste, and living within the carrying capacity of its  

natural resources—land, water and air.”91 Municipalities 

should regard the sustainable communities movement, 

smart growth and industrial ecology as complementary 

strategies, and look to Sweden if in doubt about what is 

possible, even in a northern climate.

An.eco-municipality.strives.to.develop.an.ecologically,.
economically.and.socially.healthy.community.for.the.
long.term.using.a.systems.approach.

Sweden.as.a.Source.of.ideas
Sweden has been a source of ecologically sustainable  

development concepts and practices since the first world  

conference on the human environment in Stockholm in 

1972. To its credit, the country has been on the leading 

edge of the environmental wave. For example, following 

the United Nations Conference on Environment and 

Development in Rio de Janeiro in 1992, many munici-

palities adopted Local Agenda 21 strategies.92 Since  

then, more than 70 Swedish municipalities have been  

transforming themselves into “eco-municipalities” using  

the Natural Step framework—a science- and systems-based  

 

90. FCM,.Solid Waste as a Resource.

91. Ibid.

92. Agenda.21.is.a.comprehensive.plan.of.action.to.be.taken.globally,.
nationally.and.locally.by.organizations.of.the.United.Nations.System,.
governments,.and.major.groups.in.every.area.in.which.humans.impact.
on.the.environment..It.was.adopted.by.more.than.178.governments.
at.the.United.Nations.Conference.on.Environment.and.Development.
(UNCED).held.in.Rio.de.Janeiro,.Brazil,.June.3–14,.1992.

approach to organizational planning for sustainability that 

focuses on restoring and replenishing the earth’s resources, 

rather than on depleting or destroying them.93 

eco-municipalities.in.Sweden.have.developed.“green”.
landscapes,.buildings.and.infrastructure.that.support.
dynamic.economies.and.communities.

An eco-municipality strives to develop an ecologically,  

economically and socially healthy community for the long 

term using a systems approach. It focuses on creating an  

integrated framework—linking municipal, business, 

institutional, industrial and household practices— 

for development. 

Eco-municipalities in Sweden have developed “green” 

landscapes, buildings and infrastructure that support 

dynamic economies and communities. In Overtornea—

the first of Sweden’s eco-municipalities—200 new 

eco-businesses have been established and the town’s 

operations have become 100 per cent fossil fuel free. 

In Umea, businesses are integrated in ways that reduce 

rainwater discharge, freshwater use, energy consump-

tion and space.

In Malmo’s Western Harbour development—one of the 

more recently developed eco-municipalities in Sweden—

all local energy is 100 per cent renewable. Western 

Harbour’s energy systems (photovoltaic, solar thermal, 

biogas, ground source heat pumps) are tied into the 

city’s electric and thermal distribution grids, which are 

managed by the local utility company. District heating 

is drawn from the sea and rock strata using a large heat 

pump, and these energy systems are coordinated with the 

district’s waste systems to recover heat from household 

waste in order to generate biogas. The biogas is fed into 

Malmo’s biogas network, which fuels household cook-

ing, public transport and waste-removal vehicles. 94 

93. Founded.in.Sweden.in.1989.by.Dr..Karl-Henrik.Robert,.the.Natural.
Step.is.an.international.non-profit.organization.that.offers.a.framework.
to.help.organizations,.individuals.and.communities.to.take.steps.
toward.sustainability..For.more.information.about.the.Natural.Step,.
see.www.naturalstep.ca/about.html..

94. Antonoff.and.Chase,.“Seattle.Can.Show.the.World”;.Spencer,.
“Scandinavia’s.Eco-Municipalities.”
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As one of the world’s most socially and environmentally 

progressive countries, Sweden’s history and governance 

structures have made it easier to bring the vision of eco-

logically sustainable development into the mainstream. 

The government owns much of the land, and most resi-

dential and commercial development occurs through large 

tenant-owned co-ops. In Canada, accomplishing a similar 

vision for cities would require significant collaboration 

between and among governments, government depart-

ments, land developers and owners, residential and 

business tenants, building professionals, scientists  

and researchers, and community organizations.

meetinG.the.ChALLenGe
There is still much work to do to make our cities sus-

tainable. Municipalities must act on the principles of 

sustainability built into their planning documents. 

Decisions must take into account the linkages between 

urban functions and activities, and natural ecological 

cycles. However, the most radical task may be convin-

cing individuals, communities and industries that wastes 

are resources that have the potential to be managed and 

husbanded for the future benefit of industrial systems 

and communities.

With judicious policy, regulatory, fiscal and economic 

interventions by government, industrial ecology can offer 

useful strategies to encourage new ways of doing busi-

ness that contribute to making our cities healthier, smarter  

and more livable—now and in the future. Evidence of 

the rewards and the potential contribution to sustain-

ability is sure to lead industry and urban governments 

to take up the challenge.

reCommenDAtionS.For.environmentALLy..
SounD.Growth
The Conference Board of Canada recommends that:

All levels of government work with research institu-

tions to undertake extensive research on ways of 

dealing with wastes, including converting wastes  

to inputs for productive processes.

Municipal governments and NGOs work with 

industry to facilitate industry information sharing 

on eco-industrial networks, clusters and parks.

14.

15.

All levels of government and NGOs raise awareness of 

the economic benefits of industrial ecology to encour-

age greater industry and municipal participation.

The federal and provincial governments review and 

change regulations to support industrial ecology by 

permitting the development and use of by-products 

created from wastes.

All levels of government use fiscal tools, such as 

charging higher wastewater disposal fees and solid 

waste tipping fees, to support environmentally 

sound practices. 

Municipal governments either provide the appropri-

ate infrastructure and design for industrial parks  

or retrofit them to facilitate the co-sharing of areas 

and the exchanges and transformation of wastes into 

by-products.

Businesses consider changes in management and 

leasing policies to accommodate co-use of facilities.

SoCiALLy.CoheSive.CommunitieS

Cities are most successful when citizens of all back-

grounds, abilities and orientations are included in eco-

nomic, political, social and cultural institutions. As  

governments and the private sector work to advance 

an economic prosperity agenda for cities, they can-

not afford to underestimate the importance of a strong 

social fabric. Given that economic empowerment is 

such an important foundation for the other aspects  

of cohesion, of particular concern are the standard of 

living and the opportunities available to lower-income 

and vulnerable members of society.

Acknowledging the importance of “social cohesion” to 

the success and sustainability of cities is consistent with 

a basic Canadian commitment to social justice—afford-

ing all citizens the opportunity to lead productive and 

meaningful lives. A socially cohesive city is one where 

a high percentage of citizens participate in, contribute to 

and benefit from societal institutions, such as the labour 

force, civic organizations and community associations. 

16.

17.

18.

19.

20.
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SoCiAL.CoheSion.AnD.eConomiC.ProSPerity.
In recent decades, measures of social cohesion have been  

used to assess societies’ performance across a spectrum 

of quality-of-life indicators. Often the “social goods” 

included in measures of social cohesion—such as income  

equality, trust levels or low crime rates—are valued as 

means of achieving other desirable goals (such as eco-

nomic prosperity) and not just as ends in themselves. 

Many experts assert that there is a strong link between 

the economic success and the social cohesiveness of 

cities—a mutually reinforcing relationship in which 

neither goal can advance without the other. It is also 

sometimes held that these pillars of city success are 

interdependent. In this scenario, policies advancing 

these two distinct goals are complementary rather than 

contradictory; actions taken on the social or economic 

front will produce complementary effects on the other 

side of the ledger. While this view has not gone unchal-

lenged (see box “Questioning the Link Between Social  

 

Cohesion and Economic Prosperity”), there are compel-

ling intuitive reasons to consider social cohesion as a 

vital factor in our cities’ economic futures. 

Given.the.demographic.and.labour.force.challenges.
facing.Canada.in.the.decades.ahead,.this.country..
cannot.afford.to.waste.any.of.its.human.capital.

Although urban economies can prosper alongside pockets  

of urban poverty, it is clear that when poor and marginal-

ized persons are able to join the workforce, the econ-

omy gains new strength and social spending costs are 

reduced. Given the demographic and labour force chal-

lenges facing Canada in the decades ahead, this country 

cannot afford to waste any of its human capital. There 

is an economic imperative to tend to the social dimen-

sions of health, housing, immigrant settlement and 

education, which make for a well-educated and highly 

engaged workforce. 

Questioning.the.Link.Between.Social.Cohesion.and.economic.Prosperity

Recent.research.in.Britain.has.challenged.assumptions.about.the.relationship.between.social.cohesion.and.economic.prosperity.
in.cities..This.“new.conventional.wisdom”.may.be.convenient.for.generating.agreement.among.city-development.advocates.with.
a.wide.spectrum.of.socio-economic.priorities,.but,.the.researchers.argue,.the.central.premises.are.empirically.dubious.1.In.par-
ticular,.they.point.out.that.although.the.effect.of.economic.conditions.on.social.welfare.is.relatively.well.understood,.it.is.much.
less.evident.that.cities’.rates.of.income.inequality,.trust.or.crime.also.affect.their.economic.prosperity..

Looking.chiefly.at.British.cities,.the.researchers.found.few.empirical.supports.for.the.thesis.that.various.criteria.of.social.cohesion.
have.causal.impacts.on.economic.success..Cities.such.as.London,.they.noted,.are.economically.dynamic.despite.growing.income.
inequalities,.substantial.poverty.rates.and.crime.rates..(Although.parallel.detailed.research.has.not.been.done.for.Canadian.cities,.
it.is.obvious.that.concentrations.of.poverty,.marginalized.groups.and.areas.of.high.crime.characterize.the.economically.vigorous.
cities.of.Toronto,.Montréal.and.Vancouver.).What.is.clear,.however,.is.that.the.new.knowledge.economy,.together.with.the.loss.of.
well-paying.industrial.jobs,.is.producing.growing.income.disparities.in.cities.around.the.world.even as their economies boom..

As.the.British.researchers.observe,.there.are.surely.“tipping.points”.at.which.massive.social.divisions,.income.inequalities.and.
crime.will.threaten.the.economic.and.political.stability.of.any.society..However,.no.one.knows.what.the.threshold.is,.or.how.
close.cities.are.to.it..

The.British.researchers.conclude.that.there.is.no.simple.way.of.identifying.“the.array.of.social.structures,.characteristics.and.
processes.likely.to.affect.competitive.performance,.governmental.capacity.and.quality.of.life.in.particular.cities.”.The.danger.in.
making.broad.assertions.about.the.interdependence.of.social.and.economic.success,.they.warn,.is.that.“it.can.lead.to.both.over-
simplistic.and.over-optimistic.assumptions.as.to.how.‘joined-up’.action.can.pay-off,.often.by-passing.those.social.factors.which.
(still).make.progress.particularly.difficult.”2.

1.. Buck.et.al.,.Changing Cities; Turok,.“Social.Cohesion.”

2.. Buck.et.al.,.Changing Cities,.p..93.

Sources:.The.Conference.Board.of.Canada;.Buck.et.al.,.Changing Cities.
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Recent research on the rising number of high-poverty 

neighbourhoods, the concentration of poverty within 

them95 and the growing income polarization across neigh-

bourhoods in major Canadian cities has made us more 

aware of geographical patterns of exclusion. The research 

findings add a sense of urgency to the importance of 

addressing social inclusion and cohesion. In the words  

of a recent report by the U.K. government, “promoting 

the economic inclusion of people in deprived neighbour-

hoods is key to increasing employment and economic 

growth, and in promoting social cohesion and in ensuring 

all can benefit from increasing national prosperity.”96

A.GLoBAL.ComPAriSon.AnD.A.wArninG
Social cohesion contributes to the social sustainability 

of cities. A socially sustainable city is able to meet its 

residents’ basic needs (such as housing and sufficient 

income) both now and in the future. It must have the 

ability to “maintain and build on its own resources and 

have the resiliency to prevent and/or address problems 

in the future.”97 

Canadian.cities.lag.well.behind.the.pack.on.economic.
measures.such.as.innovation,.wages.and.income.

While research comparing the social sustainability of 

Canadian and international cities is hampered by a lack 

of consistent terminology, data and methodology, a 

recent survey of social sustainability rankings for inter-

national cities does provide a general sense of where 

Canadian cities stand in relation to those of our com-

petitor countries.98 A notable finding is that Canada’s 

cities are relatively successful on social measures such 

as quality of life, cost of living and housing, education 

and health care. On the critical issue of social inequality,  

reliable data are not available to illuminate how cities 

around the world are faring as the changing economy 

deepens divides between high- and low-income earners.99 

95. United.Way.of.Greater.Toronto.and.the.Canadian.Council.on.Social.
Development,.Poverty by Postal Code.

96. HM.Treasury, Devolving Decision Making,.p..21..

97. Director.of.Social.Planning,.“Definition.of.Social.Sustainability,”.p..3.

98. Slack.et.al.,.Large Cities Under Stress. 

99. Ibid.,.pp..46–54.

More serious, however, is the fact that Canadian cities 

lag well behind the pack on economic measures such 

as innovation, wages and income. As the authors of this 

research conclude, “the economic experience of Canadian 

cities presents . . . perhaps the greatest of all the sustain-

ability challenges.  . . . [Weak economic competitiveness] 

means that advantages in other dimensions of sustainabil-

ity will come under threat if there are no longer sufficient 

financial resources to achieve them.”100

how.City.ComPetitiveneSS.PoLiCieS.ComPLement.
SoCiAL.inCLuSiveneSS
Many of the topics already identified as critical com-

ponents of economic competitiveness in this volume 

and in Volume I, Mission Possible: Stellar Canadian 

Performance in the Global Economy can equally be 

viewed as dimensions of social cohesion. A quick sur-

vey of these topics serves to make these linkages clear.

An.integrated.mass.transit.system.is.important..
as.job.locations.shift.from.the.downtown.core.

transportation
Efficient urban transportation networks are critical for 

business investment and growth, environmental sustain-

ability and quality of life. Additionally, however, the 

construction of integrated mass transit systems across 

urban regions enables low-income workers who cannot 

afford car ownership to commute to jobs in a reason-

able length of time. This is particularly important as job 

locations shift from the downtown core (which is com-

paratively well served by existing mass transit systems) 

to dispersed suburban centres scattered throughout urban 

regions (which are extremely difficult or too distant to 

access by public transit, especially for workers com-

muting from one suburban region to another).

housing
The links between housing and economic prosperity are  

clearly established. As stated in a TD Economics report, 

“an inadequate supply of housing can be a major impedi-

ment to business investment and growth, and can  

100.Ibid.,.p..45.
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influence immigrants’ choices of where to settle.”101 

In the U.S., many policy experts are alarmed at the 

potential damage that skyrocketing housing costs, and 

the consequent flight of the middle class, are inflicting 

on the long-term vitality of cities such as New York and 

San Francisco.102 Further research is needed to examine 

the specific connections between affordable housing 

and economic competitiveness in Canadian cities.

it.is.imperative.that.provincial.and.federal.governments.
increase.their.investments.in.affordable.housing.in.
Canada’s.major.cities.

Housing is also, of course, a major parameter of social 

cohesion, since those who have the most difficulty find-

ing affordable housing tend also to be those at risk of  

poverty and other forms of social marginalization. Afford-

ability challenges in Canada’s cities are most acute for 

recent immigrants, Aboriginal people, single adults and 

lone parent families. In its 2004 study of 20 large muni-

cipalities, the FCM found that the double challenges of 

a widening income gap and high housing costs have the 

most serious impacts in cities with large concentrations 

of immigrants (such as Toronto and Vancouver) and 

Aboriginals (such as Winnipeg, Saskatoon and Regina). 

For example, close to one in four new immigrants and 

urban Aboriginals were spending more than half their 

income on rent in 2001, compared with fewer than one 

in six in the general tenant population of these 20 cities.103

The construction of affordable rental housing has been 

in decline across Canada since the mid-1980s, due in 

part to decreases in federal and provincial government 

spending on housing. As a result, renter households have 

felt the burden of rental supply shortages and rising 

rents.104 Between 1991 and 2001, the proportion of 

urban renter households spending 30 per cent or more 

101.TD.Economics,.Affordable Housing in Canada,.p..i..

102.Scott,.“Cities.Shed.Middle.Class.”.

103.FCM,.Incomes, Shelter and Necessities.

104.And.where.the.vacancy.rate.is.rising,.it.tends.to.be.at.the.higher.
60.per.cent.of.the.rent.spectrum,.leaving.the.bottom.40.per.cent.
just.as.(or.less).affordable.for.low-income.renters..TD.Economics,.
Affordable Housing in Canada,.pp..13–14.

of their income on shelter grew from 35 to 41 per cent; 

and the proportion spending 50 per cent or more rose 

from 16 to 20 per cent.105 It is imperative that provin-

cial and federal governments increase their investments 

in affordable housing in Canada’s major cities.

education.and.training
Canada must invest more in education and training.  

The point has been driven home—in Volume I, as a  

critical part of Canada’s economic competitiveness agenda, 

and in this chapter, as one of the keys to strengthening 

the knowledge economy in cities. Investment would be 

well placed in developing a high-quality elementary 

educational system, as good public schools are an 

important factor in attracting knowledge workers  

to Canada’s cities. 

Similarly, education and training are vital aspects of 

social sustainability. Lack of access to adequate educa-

tion and training is one of the factors that traps vulner-

able populations in poverty and low-income jobs. Given  

that the country’s highest fertility rates are among single  

Aboriginal women and recent immigrants—and that these 

are also two of the poorest groups in Canada—every 

level of the Canadian education system must consider 

how to meet the distinct needs of these growing popula-

tions. Both the economic competitiveness and social 

justice imperatives demand that education and training 

become a high-priority issue for the decades ahead.

immigration
How Canada selects, processes and recognizes the 

credentials of immigrants is fundamental to aligning 

our country’s human resources with future labour force 

needs. Getting these policies right, together with settle-

ment and integration policies, is also a component of 

social cohesion, since they have an impact on immi-

grants’ participation in mainstream Canadian social, 

economic and political institutions. 

The challenges facing immigrants include affordable 

housing, distinctive health problems, non-recognition  

of credentials and language training. For refugees,  

these problems are frequently made more severe by a 

lack of financial resources and absence of community 

105.FCM,.Incomes, Shelter and Necessities,.p..16..
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networks.106 Settlement challenges are also exacerbated 

by the fact that affordable housing for immigrants in 

some large Canadian cities is found in suburbs poorly 

served by public transit, while programs for skills 

upgrading and language training are still largely located 

downtown, making access difficult for suburban resi-

dents.107 Problems are particularly acute in Toronto, 

Vancouver and Montréal, where 75 per cent of Canada’s 

new immigrants make their home. Governments at all 

levels must work together with private and not-for-profit 

organizations to help immigrants take their rightful 

places in our communities, to establish businesses  

and to make the transition to work.

A.miSSinG.Link:.enDinG.the.weLFAre.trAP..
For.workinG-AGe.ADuLtS
A crucial element in improving the social cohesiveness 

of Canadian cities is ensuring that working-age adults 

have salaries adequate to live on—or, if they are not 

employed, that they can maintain a decent standard of 

living and take advantage of incentives to move into the 

workforce. Many layers of government are involved in 

administering Canada’s current system of income secur-

ity. Its complexity often creates disincentives to work. 

Public sector cutbacks to the breadth of the social safety 

net, the erosion of minimum wages, the growth of non-

standard work and the lack of enforcement of employ-

ment standards laws have resulted in a large number of 

Canadian workers living in low-income situations. 

The Task Force on Modernizing Income Security for 

Working-Age Adults (MISWAA) has highlighted these 

conditions in its recent report Time for a Fair Deal.108 

As the report notes, temporarily unemployed working-

age adults face problems including spotty employment 

insurance (EI) coverage across the provinces; punitive 

requirements for welfare eligibility that liquidate assets 

important to cushion setbacks during re-entry to work; 

106.CBoC,.Performance and Potential 2004–05,.Chapter.5.

107.Walton.and.Armstrong,.“Help.Is.in.Wrong.Places.”.

108.MISWAA,.Time For a Fair Deal..This.group,.formed.in.the.fall.of.
2004,.comprises.mostly.Toronto-area.representatives.from.business,.
government,.academia,.policy.institutes.(including.The.Conference.
Board.of.Canada),.non-profit.organizations.and.community.groups..
Although.its.analyses.and.recommendations.are.from.an.Ontario-
centred.point.of.view,.it.is.explicitly.intended.to.be.useful.for.other.
provinces.as.well.

and “welfare traps” that provide economic disincen-

tives for those on welfare to return to work. Examples 

of the last category include loss of health-care benefits, 

government clawbacks of employment income, and new 

employment expenses for transportation, clothing and 

child care that often greatly outweigh the wage money 

gained. The move from social assistance to employment 

often means a jump in a recipient’s marginal effective 

tax rate to well over 50 per cent, or in some cases even 

as high as 100 per cent.109 

the.move.from.social.assistance.to.employment.often.
means.a.loss.of.benefits,.new.expenses.and.a.jump.in..
a.recipient’s.marginal.effective.tax.rate.to.well.over..
50.per.cent.

As discussed in Volume I, Mission Possible: Stellar 

Canadian Performance in the Global Economy, reformed 

income policies tipping the incentives in favour of work-

force entry are urgently called for—along with coordin-

ated efforts meeting the needs of low-income adults in  

areas such as affordable housing, child care, health care,  

transportation and skills training. An income supplemen-

tation program, delivered through the tax system, would 

enhance incentives to work and boost the available work-

force. These reforms, combined with policies that prevent 

the inflation-driven erosion of minimum wages and better 

enforcement of employment standards, would provide an 

effective lift to earnings of low-income workers. 

reCommenDAtionS.For.SoCiAL.CoheSion
The Conference Board of Canada recommends that:

Provincial and federal governments increase their 

investments in affordable housing in Canada’s major 

cities.

The federal and provincial governments implement 

the recommendations of the Task Force to Modernize 

Income Security for Working-Age Adults (MISWAA) 

to improve incentives for working-age adults to enter 

the workforce. 

109.Ibid.,.p..24..See.also,.Volume.I, Mission Possible: Stellar Canadian 
Performance in the Global Economy,.for.a.more.in-depth.discussion.
of.the.welfare.trap..
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Britain.is.in.the.vanguard.

of.countries.worldwide.

with.a.coherent.and.com-

prehensive.urban.strategy..

Britain.has.produced.

significant.improvements.

in.cities.(such.as.Leeds,.

Manchester.and.Glasgow).

once.dismissed.as.relics.

of.the.Industrial.Age..The.

U.K..experience.offers.les-

sons.for.Canada.

• Urban.governance.in.U.K..

cities.increasingly.relies.

on.partnerships.between.

elected.officials.and.rep-

resentatives.of.all.sectors.

of.society..Partnerships.

among.elected.officials.

from.different.local.author-

ities.and.from.within.cen-

tral.government.are.also.

on.the.rise.as.local.gov-

ernments.attempt.to.meet.

the.challenges.of.regional.

development.

Just.as.the.U.K..has.

acknowledged.London’s.

pre-eminence,.the.federal.

and.provincial.governments.

need.to.acknowledge.

Toronto,.Vancouver.and.

Montréal.as.Canada’s..

pre-eminent.cities.

•

•

A.national.policy.focus.on.

major.cities.is.needed.to:

develop.an.urban.

agenda.for.sustainable.

cities.within.a.pros-

perous.Canada.and.

allocate.investments.

accordingly;

ensure.better..

collaboration..

within.and.among..

all.governments;.and

generate.better.data.

on.city.performance.

to.inform.urban.public.

policy.

•

–

–

–
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Canadian urban experts with extensive experi-

ence in both Canada and the United Kingdom 

find much to emulate in Britain’s approaches 

to city building and regeneration. The level and quality  

of urban regeneration now underway in the U.K.’s core 

cities, and the optimism and confidence that accompany 

this regeneration, attest to the validity of emergent theor-

ies on competitive city-regions. A closer examination 

of governance issues in Manchester, Leeds, Glasgow 

and London reveals a striking similarity in visions and 

challenges, despite these cities’ different needs and 

diverse populations. Moreover, these cities are address-

ing fundamental themes relevant to our own country’s 

city-regions: money—to fund the necessary infrastructure; 

power—to enable these city-regions to compete with their  

European counterparts; tension—between the cities and  

other local councils within the city-region; and inclusion— 

of disadvantaged neighbourhoods in development plans 

for future prosperity.

This chapter examines how some major cities in the 

U.K. have recently been tackling their own governance 

challenges and pulls out lessons relevant to building a  

Canadian agenda for cities. One reason for the U.K. focus  

is that Britain is in the vanguard of countries worldwide 

with a coherent and comprehensive urban strategy from 

the highest levels of its national government on down. 

Second, Britain has produced significant improvements 

in cities (such as Leeds, Manchester and Glasgow) once  

dismissed as relics of the Industrial Age. And third, many  

city governments in the U.K. use creative partnerships 

with civic and business leaders to achieve economic and 

social success. We believe that Canadian policy-makers 

should be taking a serious look at how city governments, 

the national government and civic leaders in the U.K. 

work together to help British cities reach their potential.

urBAnizAtion.AnD.GovernAnCe..
in.the.uniteD.kinGDom

The U.K. is a highly urbanized nation, with 60 million 

people living in a country roughly one-quarter the size 

of British Columbia. Sixty U.K. cities have populations 

of more than 125,000. The Greater London area has 

a population of 7.4 million people and has no peer in 

the country or, for that matter, in Europe1. Eight other 

English cities—Birmingham, Bristol, Leeds, Liverpool, 

Manchester, Newcastle, Nottingham and Sheffield—

serve as regional centres and have come to be known  

as “core cities.” In Scotland, Edinburgh and Glasgow 

are the two largest and most dynamic urban centres.

To a large degree, cities in Britain were shaped by the 

Industrial Revolution. This observation is particularly 

true in the north, where cities such as Manchester, 

Newcastle, Leeds and Glasgow grew by leaps and bounds 

in the first half of the 20th century on the strength of 

robust trade in textiles, shipbuilding and steel. Then, in 

1.. “Metropolitan”.London.is.variously.described.as.comprising..
anywhere.from.12.5.to.18.million.people.

Lessons from the  
United Kingdom

ChAPter.5
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the latter part of the 20th century, economic transforma-

tion created a spiral of decay and decline—people moved 

out and cities deteriorated. Of all the northern cities, 

Leeds survived with the fewest bruises, largely due to its 

relatively diverse economic base. In the south, London 

continued to grow.

Twenty-first-century cities in Britain’s north continue 

to face the challenge of stagnant—or worse, negative—

population growth. However, significant investments  

by the British government and the European Union 

(EU) are beginning to pay off. Recent statistics show an 

upturn in population growth, and the economic figures 

are encouraging. (See Table 1.)

All English cities operate within a highly centralized gov-

ernment system, where 96 per cent of taxes collected go  

to Her Majesty’s Treasury. All cities in the U.K.—whether 

in Scotland, England, Wales or Northern Ireland—are gov-

erned by municipal governments with very limited pow-

ers. Local councils comprise politicians elected on party 

platforms, affiliated with the major national parties. Apart 

from Greater London, the population at large does not dir-

ectly elect mayors; rather, fellow councillors who belong 

to the majority party elect heads of council. 

Cities.in.Britain’s.north.continue.to.face.the.challenge.
of.stagnant.population.growth..however,.significant.
investments.by.the.British.government.and.the.eu..
are.beginning.to.pay.off.

By the late 1980s, local governments in the U.K. had been 

decimated by the Thatcher government. They are only 

now slowly climbing back to achieve some respect and rec-

ognition. (See box “What Did the Thatcher Government 

Do?”) But in comparison with Canadian cities, U.K. 

cities are still ruled paternalistically: their performance 

is measured annually by the national Audit Commission 

and the results are published in newspapers throughout the 

country. Local authorities that perform well are eligible 

for additional “freedoms and flexibilities”; those that “fail” 

are subject to review or direct intervention by the national 

government. Performance targets are set for most local 

services, such as crime prevention, housing, environmental 

services and public health. As with all measurement sys-

tems, scores are linked to the values embedded in the 

indicators, which in this case are set by the national govern-

ment. Most municipalities can cite instances where national 

targets conflict with local priorities. The local health 

objectives set by Leeds, for example, focus on prevention, 

whereas national objectives focus on numbers cured. 

rule.Britannia

The.United.Kingdom.of.Great.Britain.and.Northern.Ireland.(the.U.K.).
includes.the.individual.nations.of.England,.Scotland,.Wales.and.
Northern.Ireland..Canada.shares.its.parliamentary.tradition.with..
the.United.Kingdom:.the.monarch.is.the.head.of.state.and.the.prime.
minister,.the.head.of.government..While.Canada’s.governance.system.
developed.as.a.federation.with.sovereign.powers.divided.between.
the.central.government.and.the.provinces.and.territories,.the.U.K..
remains.predominantly.a.centralized.state..Recent.changes,.however,.
have.brought.about.decentralization.of.some.powers.to.Scotland,.
Wales.and.Northern.Ireland:.Scotland.now.has.its.own.parliament.
and.Wales.has.a.national.assembly..(In.2002,.the.British.government.
suspended.Northern.Ireland’s.National.Assembly.because.of.polit-
ical.problems,.returning.Northern.Ireland.to.direct.rule.).The.British.
government.retains.responsibility.for.fiscal.and.economic.policy.and.
taxation;.all.national.parliaments.or.assemblies.are.ultimately.respon-
sible.to.this.central.government..

Devolution.has.occurred.in.an.asymmetric.fashion,.allowing.the.
Scottish.Executive.(as.the.Scottish.government.is.called).to.have.
more.powers.than.its.Welsh.counterpart.(the.Welsh.Assembly)..
Primary.legislation.on.Welsh.affairs.continues.to.be.made.in.the..
U.K..Parliament.at.Westminster..In.both.Scotland.and.Wales,.how-
ever,.local.authorities—that.is,.municipal.governments—deal.mainly.
with.the.devolved.governments..There.is.no.devolution.of.powers.to.
regions.within.England,.although.this.is.a.longer-term.objective.of.the.
current.government..

Local.authorities.in.England.deal.directly.with.the.British.government.
through.the.Department.for.Communities.and.Local.Government,.
although.prior.to.May.2006,.this.mandate.was.assigned.to.the.high-
profile.Office.of.the.Deputy.Prime.Minister..A.review.of.the.role.and.
funding.of.local.government.is.underway.as.pressure.mounts.to.
give.more.autonomy.to.England’s.local.authorities..The.success.of.
London—following.enactment.of.the.1999.Greater London Authority 
(GLA) Act—is.viewed.by.many.as.a.useful.model.for.other.city-
regions..The.GLA.Act.created.the.position.of.the.Mayor.of.London.
and.the.London.Assembly.to.restore.strategic.city-wide.government.
for.the.capital.

Source:.The.Conference.Board.of.Canada.
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PoLiCieS.For.BritiSh.CitieS

It is not surprising that in a highly centralized coun-

try such as the U.K., a policy for cities has existed in 

some form since the late 1960s—much longer than in 

most other countries. Policies implemented during the 

Thatcher years had a crushing effect on local govern-

ance, consistent with the government’s overall philoso-

phy of reducing the role of the public sector. This era 

saw new policies promoting urban regeneration and 

encouraging private sector delivery of urban services. 

In the post-Thatcher era, the national government has 

introduced no fewer than 17 major initiatives in urban 

policy, not including transport programs.2 They are 

designed to:

improve governance (through greater collaboration 

among departments and between levels of govern-

ment, better service delivery and increased citizen 

participation); 

foster social cohesion;

promote sustainability and reduce sprawl;

support cities as economic drivers;

2. ODPM,.State of the English Cities.

•

•

•

•

table.1
Changing.Fortunes.for.Northern.U.K..Cities

manchester Leeds London

City.population,.2004 437,000 719,600 7,429,200

City.population,.2001 418,600 715,600 7,322,400

City.population.change.2001–04 +4.3% +0.5% +1.5%

City.population.change.1991–2001 –3.3% +1.3% +7.2%

Metropolitan.area.population,*.2001 2,500,000 2,700,000 7,429,200

City’s.share.of.metro.population 17.0% 26.5% 100.0%

Number.of.local.authorities.in.metro.area 10 11 33

Employment,.2001 300,000 380,000 4,520,000

Employment.growth.1995–2001 12.5% 6.5% 16.8%

GDP.per.capita.(EUR). 22,099.(2001). 25,620.(2001). 40,068.(2002)

*“Manchester”.refers.to.Greater.Manchester.(A Strategy for Greater Manchester);.“Leeds”.refers.to.the.Leeds.City.Region.(Leeds Economy 
Handbook)..Data.for.London.are.for.the.Greater.London.Authority;.however,.“metropolitan”.London.is.variously.described.as.comprising.
anywhere.from.12.5.to.18.million.people..
Sources:.National.Statistics.(U.K.);.Office.of.the.Deputy.Prime.Minister,.Competitive European Cities:.Where Do the Core Cities Stand?.

what.Did.the.thatcher.Government.Do?.

“A.substantial.tier.of.local.democracy,.with.locally.elected.councils,.was.in.place.
through.the.mid-1970s..Then.soaring.inflation.hit,.coupled.with.a.leftward.lurch.
of.some.high-profile.city.councils..It.was.also.an.era.associated.with.the.worst.
excesses.of.urban.renewal.and.high.rise.housing..Financial.crises.hit.in.the.mid-70s.
prompting.the.government.to.begin.an.era.of.savage.cuts.in.local.spending..The.
1980s.were.a.decade.of.ceaseless.war.between.the.centre.and.local.government—.
a.war.which.the.centre.always.won..At.the.end.of.Margaret.Thatcher’s.term.local.
spending.as.a.percentage.of.public.spending.was.smaller.than.it.was.at.the.start..In.
1989,.she.decided.to.abolish.local.rates.(property.taxes).and.introduced.the.West’s.
only.poll.tax..What.was.left.of.devolved.fiscal.discretion.in.Britain.fell.with.her.

“By.the.time.of.the.poll.tax’s.replacement.by.a.banded.property.tax.in.1993,.the.
proportion.of.local.spending.covered.by.local.revenue.had.shrunk.from.55.per.
cent.in.the.mid-80s.to.20.per.cent,.of.which.only.a.tiny.fraction.was.within.the.
discretion.of.local.councils.

“Local.government.in.Britain.over.this.period.was.treated.as.if.it.were.part.of.a.col-
onial.empire..Ministers.knew.they.could.not.administer.it.directly.and.so.appointed.
people.to.run.it.on.whom.they.could.rely,.leading.to.the.rise.of.the.“quangocracy”.
or.new.magistracy..At.the.same.time,.metropolitan.county.councils.were.abolished.
and.replaced.by.numerous.smaller.city.and.suburban.authorities—except.for.
London..No.local.government.was.set.up.to.replace.the.County.Council,.making.
Britain’s.capital.the.only.metropolis.anywhere.with.no.elected.city-wide.govern-
ment..Its.rulers.were.ministers,.non-profit.organisations,.joint.boards.and.the.
London.Residuary.Body..Cities.and.towns.elsewhere.were.hardly.better.treated..
Capped.and.cramped,.civic.government.was.stripped.of.pride.and.purpose.”

Source:.Simon.Jenkins,.Big Bang Localism,.pp..38–39.
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create affordable housing in rapidly growing  

markets; and

regenerate neighbourhoods.

These policies provide guidelines for investment, 

enabling the government to direct funds strategically. 

Private–public partnerships continue to be supported  

as a way to leverage governments’ fiscal resources. 

national.British.policies.have.contributed.to.an.upswing.
in.urban.livability,.and.reductions.in.the.gap.between.
the.richest.and.poorest.urban.neighbourhoods.

A landmark report released in March 2006, State of 

the English Cities, provides an exhaustive analysis of 

56 English cities and their drive toward sustainability. 

It assesses the degree to which government economic, 

social and environmental policies help or hinder cit-

ies. The report concludes that, overall, national policies 

have contributed to an upswing in urban livability, an 

increase in private sector investment, improvements in 

ethnic integration, and reductions in the gap between 

the richest and poorest urban neighbourhoods. A related 

finding highlights strong local leadership as a pivotal 

factor in the success of many of the towns and cities. 

Remarkable in its breadth and depth, the report pro-

vides a framework for stepping up government efforts 

to support cities. Among the many policy options, the 

following resonate for Canada:

Invest more energy and resources in city-regions.

Target particular policies to particular places, with 

an initial focus on the Big Nine (London plus the 

eight core cities).

Provide incentives to city-regions and enable them 

to have greater influence over national resources 

spent in those regions.

Give cities greater financial powers.

Increase the national government’s capacity to deliver 

the urban agenda and ensure all departments recog-

nize the potential contribution of cities to national 

ambitions.

•

•

•

•

•

•

•

LoCAL.Government.FunDinG

Local governments in the U.K. rely heavily on the 

central government for revenue. (See box “Be Careful 

What You Wish For.”) Only 25 per cent of local govern-

ment revenues are raised locally; the remaining 75 per 

cent come from the central government.3 The only tax  

available to local authorities is the council tax, introduced 

in 1993 to replace the community charge (the poll tax). 

The council tax rate—like its North American counter-

part, the property tax—is set by local governments. 

However, unlike property taxes, council taxes apply to 

residential properties only. Since 1990, business rates 

on commercial properties, although collected by local 

authorities, have been paid into a central pool and redis-

tributed by the central government to local authorities 

on a per capita basis. Annual increases in the business 

rate are limited by statute to the inflation rate. 

Local governments have restricted capacity to borrow 

money for major capital projects. The central government, 

mindful of its deficit, is increasingly reluctant to borrow 

funds for local infrastructure projects, and local author-

ities are turning to the private sector to help fund a variety 

of projects ranging from buses to street lighting. Despite 

their apparent unpopularity, such private finance initia-

tives have become widespread throughout the U.K. By 

1999, four years after this mechanism was made available 

3. ODPM,.Balance of Funding Review,.p..6.

Be.Careful.what.you.wish.For

Many.Canadian.urban.experts.have.applauded.the.strong.
financial.support.that.the.central.government.and.the.
European.Union.have.given.to.local.governments.in.the.
United.Kingdom..At.least.15.programs.support.urban.
regeneration.in.Britain.(compared.with.three.in.Canada)..
This.support.has.come.at.a.price,.however..Few.democra-
cies.are.as.centralized.as.in.the.U.K.,.and.local.authorities.
have.very.few.levers.to.pull.to.control.their.spending.plans..
For.every.1.per.cent.increase.in.spending,.local.authorities.
must.increase.the.council.tax.by.approximately.4.per.cent.

Sources:.Berridge,.Why.Cities.Matter;.ODPM,.Balance of 
Funding Review.
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to local governments, 103 schemes had been approved 

nationwide.4 Most city officials appear skeptical about 

the cost-effectiveness of such agreements, accepting them 

only grudgingly as an instrument of last resort.

A.review.of.local.government.funding.in.the.u.k..stressed.
the.need.for.change,.highlighting.the.benefits.of.a.lessening.
dependence.on.central.government.and.a.greater.mix.of.
local.fiscal.tools..

Concern over the lack of fiscal autonomy prompted  

the central government to undertake a review of 

local government funding—the Balance of Funding 

Review—which recently expanded to cover the broader 

roles of local government. Preliminary research for 

the review has stressed the need for change, high-

lighting the benefits of a lessening dependence on 

central government and a greater mix of local fiscal 

tools. Furthermore, re-localizing business rates would 

give councils greater incentive to promote economic 

development and improve links with business.

A.CLoSer.Look.At.BritiSh.CitieS

Against the backdrop of limited revenue-raising capacity 

and lessening dependence on central government, it is 

somewhat surprising to find visionary civic leaders with 

the drive to propel their cities forward, making them 

globally competitive in the new world economy. Yet 

creative partnerships linking businesses, social activists, 

politicians and bureaucrats are flourishing in many British 

cities. It has been suggested that these alliances have been 

born out of necessity—with a diminished local authority, 

other structures are needed to get things done.

LonDon:.FirSt.AmonG.eQuALS
Where Toronto may be viewed as a dominant city in 

Canada, London is the predominant city in the U.K. 

Greater London, with a population of 7.5 million, 

accounts for 15 per cent of the total population of 

England and is nearly double the combined populations 

of the eight regional cities (Birmingham, Bristol, Leeds, 

4. Atkinson.and.Wilks-Heeg,.Local Government, p..131.

Liverpool, Manchester, Newcastle, Nottingham and 

Sheffield). London contributes substantially to the U.K. 

economy, with some economists estimating that its net 

contribution to the central government is as high as  

£20 billion (CDN $43.3 billion).5 For better or worse, 

London is under constant pressure to live up to its repu-

tation as one of only three “world” cities (along with 

Tokyo and New York).

London.contributes.substantially.to.the.u.k..economy,.
with.some.economists.estimating.that.its.net.contribution.
to.the.central.government.is.as.high.as.£20.billion..
(CDn.$43.3.billion).

In 1999, the central government created the Greater 

London Authority (GLA), establishing a two-tier 

metropolitan system created from 32 boroughs and the 

City of London. Overall, the GLA (the upper tier) has 

responsibilities for strategic region-wide issues, such as 

transport, planning, police and economic development. 

Meanwhile, the boroughs and the city provide local 

services, such as planning, garbage collection, librar-

ies and local road maintenance. Disputes between the 

GLA and the boroughs are not uncommon. As a result, 

a partnership model has emerged to encourage better 

coordination on development affecting central London. 

The Central London Partnership (CLP) includes the 

eight innermost boroughs of London. A non-statutory 

body, the CLP draws its membership from business, 

government and non-government sectors. Its aim is to 

make London a better place to live, work, invest and 

visit. Projects range from neighbourhood-specific initia-

tives to strategic planning and visioning. In practice, 

the CLP spends much of its time mediating disputes on 

boundary issues and nurturing new partnerships among 

the disparate interest groups.

Recognizing the unique needs and contributions of London,  

the central government created the position of Mayor for  

the GLA, making it the only local authority in Britain 

with a directly elected mayor. In unveiling the new 

structure, the government promised “a directly elected 

executive Mayor with the power to make a real differ-

5. Prime.Minister’s.Strategy.Unit,.London Project Report,.p..11.
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ence to London on issues that matter to Londoners.”6 

The announcement carried with it the promise of a 

strong mayor, evoking images of American civic lead-

ers such as Rudolph Giuliani and Richard M. Daley. 

The first elected Mayor of London came to power in 

2000 and secured a second four-year term in May 2004. 

recognizing.the.unique.needs.and.contributions.of.London,.
the.central.government.created.the.position.of.mayor.for.
the.GLA,.making.it.the.only.local.authority.in.Britain.
with.a.directly.elected.mayor.

The Mayor of London determines policy, sets the GLA  

budget and makes appointments to four powerful boards  

charged with overseeing transport, economic development, 

and police and fire services. The Assembly of 25 elected 

councillors has the authority to scrutinize the activities 

of the Mayor but, aside from approving the Mayor’s 

budget, has few real powers to govern. Even then, the 

Assembly needs a two-thirds majority of councillors 

to overturn the Mayor’s proposed budget (of approxi-

mately £9 billion). 

The Mayor of London is often viewed as a strong pos-

ition within a weak system of government. The Mayor 

has few real resources at his or her disposal and relies 

heavily on the central government. Nevertheless, the 

incumbent Mayor, Ken Livingstone, combines clarity 

of vision with a flair for the bold stroke. Notably, he 

introduced the unpopular congestion charge in central 

London in an effort to reduce traffic, to improve the  

city environment and to create a revenue source to fund 

transport improvements.

In response to the Mayor’s request for more powers, 

a review of GLA governance—the Commission on 

London Governance—is underway. In releasing propos-

als for change in November 2005, the central government 

acknowledged the importance of good governance for 

London, while reaffirming that city’s unique place in the 

constellation of cities in the U.K.:

6. Sweeting.et.al.,.“Leadership.”.

It is crucial we have in place the right governance 

arrangements to meet the capital’s strategic chal-

lenges over the longer term. Additional powers and 

responsibilities for the GLA in key strategic servi-

ces would help meet those challenges and under-

pin the Mayor’s strategic leadership of London.7

While most experts agree that increased authorities will 

be granted, no radical changes are expected. The review  

may, for example, result in a realignment of responsibil-

ities between the boroughs and the GLA in areas such as 

waste management and planning. Similarly, the national 

government may agree to devolve more power from the 

centre to the GLA in matters such as the development 

of strategic housing policies. However, the review does 

not deal with the key issue of local government funding and  

taxing powers. This is the subject of the Lyons Inquiry, 

a nationwide review due to be completed in 2007. 

the.english.Core.Cities.Group.works.in.partnership.with.
the.central.government.and.other.stakeholders.to.promote.
and.strengthen.their.city-regions.as.drivers.of.regional.
and.national.economic.growth.

reGionAL.CitieS
In 1995, the city councils of eight major English 

regional cities began working together to create a 

vision for the distinctive role of big cities in national 

and regional life in the new century. These cities—

Birmingham, Bristol, Leeds, Liverpool, Manchester, 

Newcastle, Nottingham and Sheffield—subsequently 

agreed to formalize their association as the English 

Core Cities Group. Ranging in size from 400,000 to 

nearly 1 million people, these core cities combined  

are home to 4 million Britons. 

Motivated by the need to compete internationally, 

the English Core Cities Group works in partnership 

with the central government and other stakeholders to 

promote and strengthen their city-regions as drivers 

of regional and national economic growth. Working 

7. ODPM,.GLA: The Government’s Proposals, p..12.
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groups have been set up to share information and to 

oversee research on a number of issues, including  

cultural policies, transportation and economic growth. 

A landmark report, Competitive European Cities: 

Where Do the Core Cities Stand?,8 benchmarked the 

core cities’ competitiveness against their European 

counterparts.

Like.other.northern.cities.in.the.u.k.,.manchester.has.
had.to.reinvent.itself.after.the.collapse.of.traditional.
manufacturing.industries.

Two of the core cities—Manchester and Leeds—attract  

particular attention because of their history of good gov-

ernance. Both of these northern cities demonstrate a com-

mon interest in transforming themselves into regional 

centres with thriving 21st-century, knowledge-based 

economies. Each city relies heavily on partnerships to 

create a community vision and to drive forward flagship 

projects and programs. 

Manchester, with a population of 437,000, is one of  

the most successful core cities, although not the largest. 

After a period of decline in the 1990s, Manchester’s 

population has started to climb back up. Even during 

that decade, Manchester saw a fourfold increase in  

the number of city-centre residents, facilitated by ware-

house conversions and new-build programs. Like other 

northern cities in the U.K., Manchester has had to 

reinvent itself after the collapse of traditional manufac-

turing industries. A 1998 study highlighted Manchester’s 

importance as a regional centre for knowledge-intensive 

industries: 31 per cent of employment in the Greater 

Manchester Area was in these industries, compared 

with 21 per cent in the rest of the northwest and 26 per 

cent in the country overall.9

Manchester is consistently heralded for outstanding  

leadership, both in its political and its executive branches.  

National and local decision-makers stress the ability of 

Manchester’s leaders to collaborate, build trust, demon-

8. ODPM,.Competitive European Cities.

9. Manchester.City.Council.and.the.Knowledge.Capital.Partnership,.
Manchester: Knowledge Capital.

strate confidence and manage partnerships. The current 

head of council has been a local leader for more than 

20 years and has brought stability and vision to govern-

ance processes. Similarly, the City of Manchester has 

been lucky enough to have a talented city administrator 

with focus and drive, an individual who calls himself a 

“municipal entrepreneur.” 

In Manchester, the head of council and the chief execu-

tive leverage urban regeneration funds from the U.K. 

and structural funds from the EU to create partnerships 

on a project-by-project basis. (See box “Regeneration 

in Manchester.”) Elected councillors and other civic 

leaders share governance of each project, generally by 

establishing urban regeneration companies. It has been 

argued that stable leadership in Manchester enabled the 

city to exercise a long-term view—to generate and pur-

sue “the big idea.”

the.City.of.manchester.has.been.lucky.enough.to.have..
a.talented.city.administrator.with.focus.and.drive,.an.
individual.who.calls.himself.a.“municipal.entrepreneur.”

On the other hand, the City of Manchester accounts for 

less than 20 per cent of the metropolitan area popula-

tion. It is typically identified in the U.K. as a city that is 

grossly under-bounded. Inter-municipal cooperation on 

strategic regional issues, such as economic development 

and transportation, is carried out through the Greater 

Manchester Forum. Although formally structured, the 

Forum has no mandated authority and operates through 

voluntary cooperation. Meetings among city leaders are 

infrequent but cordial. 

A more successful region-wide venture is the Manchester  

Knowledge Capital project, involving all 10 local author-

ities in the Greater Manchester Area, the regional health  

authority, four universities, key public agencies and local  

businesses. Its goal is to promote sustainable growth 

with a focus on the knowledge economy. Related initia-

tives concentrate on tackling deprivation in inner-city 

neighbourhoods through support for local enterprise 

and on working with large businesses to promote green 

energy sources.
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Leeds, with more than 719,600 residents, is the second- 

largest city in the U.K. and is the regional city for five  

counties in West Yorkshire. Like Manchester, it has 

undergone a radical transformation from heavy indus-

trialization to a more modern knowledge-based econ-

omy. Unlike Manchester, however, Leeds has always 

benefited from a relatively diverse economy, which 

safeguarded it from a precipitous decline after the col-

lapse of traditional manufacturing industries. Recently, 

the strongest growth has taken place in the financial 

and business services sector, which in 2005 accounted 

for nearly 25 per cent of all employment. The city is 

expected to generate 45 per cent of the region’s employ-

ment growth during the next decade.10

Leeds offers a particularly good example of a regionally  

important city in which governance is shared by leaders  

in government, business, non-governmental organizations  

(NGOs) and the community. In contrast to Manchester’s 

many joint venture companies, Leeds has set up one key  

organization—the Leeds Initiative—to oversee partnership 

10. Leeds.Economy.Partnership,.Leeds Economy Handbook,.p..6..

Manchester.City.Council—in.partnership.with.other.public.
organizations.and.the.private,.voluntary.and.community.
sectors—has.developed.a.series.of.area-based.strategies.
designed.to.create.more.sustainable.communities.through..
an.integrated.program.of.economic,.social.and.environmental.
development..Each.of.the.area.regeneration.initiatives.has.
established.a.local.partnership.structure,.through.which.the.
various.sectors.work.with.the.community.to.define.the.prior-
ities.for.their.area..Manchester.is.at.the.leading.edge.of.the.
development.and.implementation.of.area-based.comprehen-
sive.regeneration.programs.and.has.enjoyed.major.success.in.
drawing.in.a.range.of.public.and.private.sector.funds.to.assist.
the.most.deprived.areas.of.the.city..

the.moss.Side.and.hulme.Partnership.(MSHP).was.set.up.
by.City.Council.in.1997.to.breathe.more.life.into.these.two.
thriving.communities..Over.the.last.three.years,.the.MSHP.
has.managed.what.is.considered.to.be.the.most.ambitious.
set.of.regeneration.programs.in.the.U.K..Over.£400.million.
(CDN$865.9.million).of.private.and.public.sector.investment—
from.a.variety.of.sources,.including.the.Single.Regeneration.
Budget,.the.Capital.Challenge.and.regeneration.funding.from.
the.British.government.and.the.European.Commission—has.
been.funnelled.into.the.area.by.the.MSHP..Key.physical.
achievements.include:.

the.Hulme.Arch.Bridge.
new.road.infrastructure.
Birley.Fields,.a.new.business.park.
more.than.2,000.new.homes.for.sale.or.rent.
new.parks.
a.flagship.youth.centre.

•
•
•
•
•
•

In.1999,.City.Council.and.its.partner.agencies.prioritized.east.
manchester.as.the.most.deprived.area.of.the.city—indeed,.as.
one.of.the.poorest.and.most.disadvantaged.areas.in.England..
At.one.time,.East.Manchester.was.a.key.industrial.centre,.
with.a.large.number.of.factories.(including.a.steelworks),.a.
coal.mine.and.a.power.station..Over.the.past.30.years,.much.
of.this.industry.has.disappeared,.leaving.large.areas.of.open.
space.and.high.levels.of.unemployment,.along.with.rising.
crime,.poor.health,.low-level.educational.attainment.and.a.
lack.of.facilities..With.much.of.the.housing.stock.in.substan-
dard.condition,.an.increasing.number.of.abandoned.proper-
ties.blight.the.area..

Despite.its.recent.decline,.East.Manchester.still.boasts.one..
of.the.region’s.highest.concentrations.of.industry.and.employ-
ment..Recognizing.its.potential,.the.City.of.Manchester.fostered.
the.creation.of.the.Beacons.for.a.Brighter.Future.Partnership.
to.guide.area.redevelopment..The.complex.and.interrelated.
nature.of.the.problems.facing.East.Manchester.demands.a.
comprehensive,.integrated.approach.to.secure.sustainable.
regeneration..More.than.£51.million.(CDN$110.4.million).of.
government.funding.was.secured.to.achieve.major.improve-
ments.to.the.East.Manchester.area..This.money,.together.
with.a.further.£25.million.(CDN$54.1.million).of.Single.
Regeneration.Budget.funding,.is.earmarked.specifically.for.
three.neighbourhoods..Local.residents.played.an.integral.role..
in.obtaining.the.funding.

regeneration.in.manchester

Source:.Manchester.City.Council,.“Regeneration.in.Manchester.”.
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initiatives. (See box “Leeds Partnerships in Action.”) 

The Leeds Initiative is a 15-year-old coalition that has 

grown incrementally from an economic development 

group to a broad partnership that now includes social, 

environmental and health initiatives. Charged with a wide  

range of projects—from urban regeneration to local crime  

fighting—the Leeds Initiative embraces seven strategy 

groups and connects to 15 regional partners. It is led by 

City Council and governed by a board with more than 

30 members drawn from the broad community of busi-

ness people, academics, social and health professionals, 

and citizens. It serves as a good example of a pragmatic 

partnership formed to get things done. 

LeSSonS.LeArneD

In Britain, economic and political centralization is a 

well-accepted fact of life, and it is prevalent to a degree 

unrecognizable in Canada. Paternalistic attitudes toward 

local government in the U.K. are slowly giving way to  

demands for more autonomy and more powers, as shown  

by the central government’s willingness to review local 

government funding and the powers of the GLA. In 

Canada, such paternalistic attitudes are melting away 

more convincingly, with provincial governments—led 

by British Columbia and Ontario—passing legislation 

to allow greater local autonomy. 

However, evidence from the U.K. about the impact of  

strong local leadership, creative partnerships and emerging  

national policies offers important lessons for Canada. 

Specifically, five themes merit attention:

Partnerships are a blessing and a curse.

London is unique.

A focus on second-tier (hub) cities is warranted.

Leadership matters.

National policies can make a difference.

PArtnerShiPS
Civic leaders in Britain, like their Canadian counterparts,  

are stepping up their campaigns for greater local auton-

omy. However, decades of diminished authority have 

led municipal leaders to develop compensatory processes 

to carry out local programs. Notably, urban governance 

in cities across the U.K. is marked by an increasing 

•

•

•

•

•

reliance on partnerships between elected officials and 

representatives of all sectors of society. Partnerships 

among elected officials from different local authorities 

and from within central government are also on the rise  

as local governments attempt to meet the challenges of  

regional development. In some instances, urban partner-

ships lead to project-specific companies with the author-

ity to carry out regeneration schemes and the flexibility 

to execute projects more quickly than governments can.

Leeds.Partnerships.in.Action

The.Leeds.Initiative.was.established.in.1990.and.has.
grown.to.become.the.city’s.engine.for.strategic.plan-
ning.and.coordinated.action..It.developed.the.city’s.
second.strategic.planning.document,.Vision for Leeds: 
2004–2020,.which.lays.out.goals.and.directions.in.eight.
areas.of.public.life:.culture,.enterprise.and.the.economy,.
environment,.harmonious.communities,.health.and.well-
being,.learning,.transport.and.thriving.places..Stressing.
the.need.for.continued.partnerships,.the.Leeds.Initiative.
works.with.other.regional.agencies.and.private.busi-
nesses.to.ensure.success.

One.such.regional.partner.is.Renaissance.Leeds.
Partnership,.an.unincorporated.body.whose.members.
come.from.City.Council,.English.Partnerships,.Yorkshire.
Forward.and.the.Leeds.Initiative..The.Renaissance.Leeds.
Partnership.is.concerned.with.the.physical.regeneration.
of.Leeds.and.plays.an.important.role.in.capacity.building,.
delivery.(specifically,.removing.obstacles.to.delivery).and.
prioritization.of.projects..

The.formal.aim.of.this.partnership.is.to.make.sure.that.the.
city.has.the.infrastructure.and.urban.design.framework.in.
place.to.sustain.projected.levels.of.economic.development.
and.growth..It.has.a.vital.role.to.play.in.achieving.the.goals.
of.the.Vision for Leeds..The.partnership.works.to.ensure.
a.coordinated.approach.to.public.sector.investment.in.the.
city’s.infrastructure..A.yearly.business.plan.sets.the.agenda,.
laying.out.priority.projects.such.as:.facilitating.regeneration.
in.east.and.south.Leeds;.lobbying.government.to.fund.the.
Supertram.project;.linking.Health.Trust.goals.for.hospitals.
with.broader.regeneration.activities;.advising.neighbour-
hood.renewal.boards.on.land.assembly.options.and.infra-
structure.requirements;.and.facilitating.waterfront.renewal.

Sources:.Renaissance.Leeds.Partnership,.Renaissance Leeds 
Business Plan;.Renaissance.Leeds.Partnership,.Vision for Leeds: 
2004–2020.
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A striking feature of many urban partnerships is their 

inclusiveness, marked by the diversity of their boards 

and the breadth of their outreach. The involvement of 

citizens and businesses in project development or com-

munity visioning is time-consuming. Elected officials 

and city managers invest tremendous energy in develop-

ing and nurturing partnerships that may not show any 

return on investment for years to come. However, when 

these partnerships are managed successfully, they lead 

to widespread support and community “ownership.” 

Such partnerships have spawned a network of quasi-

governmental bodies that support—and, in some cases, 

drive—the business of city building. Byzantine organiza-

tional relationships can often develop, with a concomitant 

shift of power from elected officials to special-purpose 

organizations. Many urban experts question the grow-

ing dependence on these quasi-governmental bodies, rais-

ing alarms about accountability. Estimates indicate  

that the non-elected local government “sector” com-

prises some 4,800 bodies with a budget of £37 billion 

(CDN$80.1 billion). This is equivalent to almost two- 

thirds of the money allocated by the central government 

to local governments.11

A.striking.feature.of.many.urban.partnerships.is.their.
inclusiveness,.marked.by.the.diversity.of.their.boards.
and.the.breadth.of.their.outreach.

Private finance initiatives are a special type of partner-

ship often used as a mechanism of last resort. In the 

absence of capital funding for hard and soft infrastruc-

ture, local authorities have turned to the private sector 

for money. Typically, a private company builds and 

maintains the project—such as a subway or street light-

ing—and charges the local authority on the basis of an 

11. Atkinson.and.Wilks-Heeg,.Local Government,.p..119.

agreed-upon interest rate. Concerns regarding this type 

of arrangement have arisen over issues of accountability, 

safety and performance.

The lesson for Canada is: Governments need to tread 

carefully when establishing contractual partnerships 

with businesses and non-governmental organizations. 

Partnerships are most likely to succeed only after sig-

nificant planning has ensured a mutual understanding 

of the objectives and the outcomes. In the U.K., part-

nerships in local governance have been successful but 

time-consuming; partnerships in finance initiatives have 

ranged from satisfactory to disastrous.

there.is.widespread.acknowledgement.that.London.is.
“first.among.equals”.in.the.constellation.of.British.cities,.
given.its.huge.contribution.to.the.national.economy.

LonDon.iS.uniQue
In Britain, London is predominant. Eight core cities are 

regionally significant, along with two regionally important 

Scottish cities, Edinburgh and Glasgow. Competition for 

business, for talent and for status exists among British 

cities as part of an unspoken drive to become the coun-

try’s number-two powerhouse. There is widespread 

acknowledgement that London is “first among equals” 

in the constellation of British cities, given its huge  

contribution to the national economy. Of total employ-

ment in the U.K., 15 per cent is attributed to London, 

and the city’s employment rate is expected to grow 

twice as fast as that for the U.K. in the next three years. 

While acknowledging London’s pre-eminence, other 

civic leaders are nonetheless envious of its capacity to 

pull in new business and new talent. Concern is mount-

ing that government funding for local infrastructure—

always scarce—will be diverted to areas supporting the 

London Olympics. 
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Nonetheless, the national government continues to 

understand that the needs of its largest city demand 

tailormade solutions. The one-size-fits-all approach 

to policy-making and program funding was discarded 

with the establishment of the GLA in 1999. No other 

city has an elected mayor or a head of council with the 

powers accorded to the Mayor of London. The current 

review of London’s powers reinforces the city’s distinct 

status in Britain. 

The lesson for Canada is: The federal and provincial 

governments need to acknowledge Toronto, Vancouver 

and Montréal as Canada’s pre-eminent cities. In their 

unique role as Canada’s powerhouses and emblems 

of multiculturalism, they are not simply three census 

metropolitan areas among many, and their importance 

should not be downplayed. They deserve recognition 

and special attention. The federal government should 

explore ways to remove some of the impediments to 

achieving a competitive edge for these gateway cities. 

That could mean, for example, targeted investments for 

infrastructure or special tri-level agreements.

toronto,.vancouver.and.montréal.have.a.unique.role.as.
Canada’s.powerhouses.and.emblems.of.multiculturalism..
they.deserve.recognition.and.special.attention.

A.FoCuS.on.SeConD-tier.CitieS.iS.wArrAnteD
In the U.K., the flip side of the “London is unique” factor 

is that second-tier cities are important to their regions and 

can prosper with the right mix of economic and social 

policy incentives. Years of strong regeneration policies 

supported by significant central government funds have 

kick-started economies in cities such as Leeds, Glasgow 

and Manchester. More recently, the national government 

has supported regional cities in a focused way through 

the Core Cities initiative. Significantly, government 

support—whether economically or socially motivated—

relies on local knowledge and leadership to ensure appro-

priate solutions. Core cities are recognized as vital to 

their regions and respected for their unique contributions.

The lesson for Canada is: Focusing on the right mix 

of policies to strengthen what the British call “second 

tier” cities is essential for regional economies. Federal 

and provincial governments must ensure appropriate poli-

cies and funds are directed toward second-tier (or hub)12 

cities with a regional reach, such as Calgary, Edmonton, 

Winnipeg, Regina, Saskatoon and Halifax. The era of 

one-size-fits-all programs must end. This lesson is sup-

ported by the Conference Board’s new research, which 

concludes that concentrating investment strategically in 

hub cities would strengthen other communities within 

their respective regions and provinces, and benefit 

Canada as a whole.13 Chapter 3 elaborates on the topic 

of convergence of urban and provincial economies. 

Focusing.on.the.right.mix.of.policies.to.strengthen..
what.the.British.call.“second.tier”.cities.is.essential..
for.regional.economies..the.era.of.one-size-fits-all..
programs.must.end..

StronG.LoCAL.LeADerShiP.iS.CruCiAL
Whether leadership emerges first from within the business 

or community sector, political leadership from the head 

of council is crucial to ensuring that visions translate 

to reality. Stability in leadership is also paramount. In 

both Leeds and Manchester, for example, emphasis was 

placed on the continuity of political leadership, whether 

embodied in the same person (as in Manchester) or in  

serial leaders with similar visions (as in Leeds). Manchester  

stands out, however, in its ability to forge an urban ren-

aissance and engage a broad group of citizens. 

12. A.hub.city.is.a.province.or.region’s.economically.leading.census.
metropolitan.area.

13. Lefebvre.and.Brender,.Canada’s Hub Cities.
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The following list of fundamental leadership attributes,  

although drawn from a series of comments on Manchester’s  

shining success,14 has universal appeal:

willingness to take brave long-term decisions;

willingness to enter into partnerships;

ambition;

desire to do quality work;

understanding of the components of place that 

attract innovative investors;

ability to be flexible with developers;

proven track record of delivering results; and

adequate administrative capacity.

Furthermore, it would appear that strong leadership  

can emerge within a weak local government structure,  

as in London, and within a weak local mayoral system, 

as in Manchester. Bold leadership—characterized by 

tough decision-making and a willingness to try radical 

solutions—is often cited as the driver for success. In 

London, Mayor Ken Livingstone has pursued his vision 

for a sustainable, prosperous and inclusive city through 

actions that are sometimes unpopular. Responding to the 

national government’s review of powers for the GLA, 

Mayor Livingstone is seeking to increase his powers 

vis-à-vis his assembly and the lower authorities.

Strong.leadership.can.emerge.within.a.weak.local..
government.structure,.as.in.London,.and.within.a..
weak.local.mayoral.system,.as.in.manchester..

The lesson for Canada is: Good local leadership can 

emerge from within a variety of governance systems. 

In some ways, this is the toughest lesson to learn, as 

it contradicts the popular notion that a strong mayoral 

system determines a city’s success.

14. ODPM,.State of the English Cities, p..105.

•

•

•

•

•

•

•

•

nAtionAL.PoLiCieS.CAn.mAke.A.DiFFerenCe
Recent research in the U.K. has shown how national poli-

cies can make a difference in cities. During the past 

seven years, the British government has unleashed a 

stream of initiatives to facilitate urban sustainability, 

affordable housing, social cohesion and better govern-

ance. While much remains to be done, most cities in 

the U.K. have improved their economic performance 

dramatically during the past decade. Moreover, the cen-

tral government is increasingly engaged in fostering the 

competitiveness of city-regions within its broader vision 

of environmental and social sustainability. 

the.Government.of.Canada.is.already.involved..
in.cities.through.myriad.programs..But.it.falls..
short.in.two.ways:.setting.priorities.and.creating..
links.between.disparate.initiatives.

A highly centralized national government need not be  

the precondition for involvement in cities. Governments— 

whether centralized as in the U.K. or federated as in 

Canada—will continue to rely on cities and city-regions 

to drive the economy and generate innovation. In the U.K.,  

sustained high-level political backing has propelled the  

urban agenda forward. The Government of Canada is  

already involved in cities through myriad programs, 

including some related to immigrant settlement, skills 

development, homelessness, infrastructure and security. 

But it falls short in two ways: setting priorities and  

creating links between disparate initiatives. Better 

collaboration among government departments would 

improve the situation, as would a mechanism for better 

collaboration with local governments. 

To be effective in cities, national policies must reflect 

the particular opportunities of particular places. The 

U.K. has long acknowledged the uniqueness of London, 
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but more recently it has identified eight core cities with 

the potential to ignite larger regions. Success in Leeds 

and Manchester means more jobs and more wealth for  

a wide area of northern England.

A.national.policy.focus.on.major.cities.is.needed.to.
develop.an.urban.agenda.for.sustainable.cities.within.a.
prosperous.Canada.and.allocate.investments.accordingly.

The British government’s commitment to monitoring 

cities’ success offers another example of an important 

national initiative. Independently produced by urban 

experts across England, State of the English Cities  

is a valuable compendium of data and analysis for 

policy-makers at all levels of government. Quantitative 

analysis coming from 64 indicators of social, economic 

and environmental health provides the basis for qualita-

tive analysis of the effect of national policies in England’s 

largest cities.

The lesson for Canada is: A national policy focus on 

major cities is needed to:

develop an urban agenda for sustainable cities 

within a prosperous Canada and allocate invest-

ments accordingly;

ensure better collaboration within and among all 

governments; and

generate better data on city performance to inform 

urban public policy. 

•

•

•



hiGhLiGhtS

Three.enabling.conditions.

create.the.environment.

required.to.achieve.the.

changes.that.will.propel.

Canada’s.major.cities.to.

sustainable.prosperity:

effective.governance.

capacity;

sufficient.fiscal..

resources;.and

strong.political.leader-

ship.

•

–

–

–

Effective.governance.

capacity.is.an.imperative..

While.there.appears.to.be.

no.ideal.Canadian.model.

for.metropolitan.govern-

ance,.the.governance.

principles.of.coordination,.

efficiency,.accountability.

and.responsiveness.must.

be.applied..The.complex.

issues.facing.Canada’s.

major.cities.demand.multi-

jurisdictional.responses..

Major.cities.must.be.

included.directly.in..

policy-making.on.matters.

that.affect.them..Multi-

stakeholder.engagement..

is.necessary.to.create..

support.for.change.

• Major.cities.must.also.

have.sufficient.fiscal.

resources.to.address.their.

needs.and.maximize.their.

potential..Current.fiscal.

arrangements.hamstring.

cities’.capacity.to.act..In.

the.face.of.rapid.growth,.

increasing.responsibil-

ities.and.a.growing.fiscal.

imbalance,.municipalities.

need.access.to.growth.

taxes.and.must.make.

better.use.of.available.

resources.

Leadership.is.the.trans-

formative.ingredient..

Everyone.must.expect.

more.of.our.municipal.

governments.and.their.

leaders.

•

•

6



A solid foundation for successful cities must start  

with the four cornerstones laid out in Chapter 4.  

But how do we build on these pillars to ensure 

that Canada’s major cities achieve their potential to be great  

places to live and do business? The following section iden-

tifies three enabling conditions that, together, create the 

environment needed to propel Canada’s major cities to 

sustainable prosperity:

effective governance capacity;

sufficient fiscal resources; and

strong political leadership.

eFFeCtive.GovernAnCe.CAPACity

Urban governance is about more than government. It is  

about the how, why and who of decision-making, including 

the formal and informal roles of local authorities, stake-

holders and citizens. What is it that enables an urban 

government to manage complex tasks, set priorities and 

make decisions? How, in a complex environment, with 

diverse actors, can a sense of direction be established? 

In simple terms, the United Nations Educational, 

Scientific and Cultural Organization (UNESCO) defines 

urban governance as the processes that steer and take 

into account the various links among stakeholders, 

local authorities and citizens.1 This involves bottom-up 

and top-down strategies to favour active participation 

of communities concerned, negotiation among actors, 

1. Kaufmann.et.al.,.Governance and the City,.p..7..

•

•

•

transparent decision-making mechanisms, and innova-

tion in strategies of urban management policies.2 Other 

experts specify accountability as a key attribute of good 

urban governance and, further, identify the importance 

of government’s responsiveness to and accommodation 

of citizen participation. As one British researcher puts 

it: “To get to grips with governance, we need to look not 

just at the town hall, but also at how public, private and 

third-sector actors shape local economies and societies.”3

why.GovernAnCe.mAtterS
In countries around the world, political and economic 

leaders are heralding the importance of cities and 

city-regions. High-performing cities are recognized 

as underpinning high-performing countries. Much has 

been written recently linking the economic productiv-

ity of cities to strong national economies. Emerging 

research also shows that local governance matters. 

The quality and powers of local government can make a 

big difference in how cities perform. Local governments 

are the key players with the capacity to deal with other 

levels of government and to leverage a wide network of  

business and community leaders. These governing bodies  

need adequate resources to steer urban policy and deliver 

effective local services. A global study undertaken by the  

World Bank found that autonomy and ability to deliver 

services and key infrastructure are critically important 

2. Ibid.,.p..7.

3.. Marshall,.Bigger, Better, Smarter,.p..17.

Enabling Conditions

ChAPter.6
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to performance.4 Further evidence suggests that local 

governments require more freedom to deliver economic 

growth. In a study commissioned by the British gov-

ernment, researchers concluded that greater city-level 

autonomy, coupled with control over revenue-raising 

and expenditure, are linked to stronger performance.5 

The Organisation for Economic Co-operation and 

Development (OECD) has studied urban governance with  

a particular interest in understanding metropolitan regions. 

In Cities for Citizens, the OECD observes the following:

Although globalisation and technological change 

have the potential to accelerate material well-being, 

they can also exacerbate socio-economic disparities 

between regions and increase the risk of social 

exclusion within them. This poses a major threat 

to social cohesion in metropolitan regions . . . . 

Ability to meet this (and related) challenges will 

depend upon substantially enhancing the govern-

ance capacity of metropolitan authorities.6

As cities strive to improve their economic competitive-

ness, citizens are increasingly involved in shaping local 

decisions that affect their quality of life. Local govern-

ments must be not only creative, but responsive as well.

Better.GovernAnCe
Better urban governance is a necessary condition for 

more productive and prosperous cities. In a recent 

study, TD Economics observed that one of the major 

differentiating factors between the Calgary and 

Edmonton economic regions is the system of govern-

ance. Calgary has adopted the one-tier model; the City 

of Edmonton is made up of 22 municipalities. The 

authors conclude, “While it is difficult to argue that 

the fragmented governance structure in the Edmonton 

Region and the resulting difficulties in seeing eye to 

eye on regional issues in the past has been the number 

one factor behind the economic underperformance of 

4. Ibid.,.p..7..Marshall.finds.that.governance.is.significantly.associated.
with.performance,.both.for.local.and.global.cities..Well-governed.
cities,.whether.local.or.global,.perform.better.than.poorly.governed.
ones.across.all.quality.and.access-to-service.variables.

5. ODPM,.Competitive European Cities.

6. OECD,.Cities for Citizens,.pp..11–12.

Edmonton vis-à-vis Calgary during recent decades, it 

has likely been a negative influence.”7 The difficulty of 

coordinating local and regional—and even provincial 

and federal—activities and policies is one of the most 

critical challenges facing all our major cities.

The case for good urban governance is strengthened by 

research in the United Kingdom, which highlighted the 

City of Manchester’s strong capacity to lead and man-

age change as a key factor in its successful regenera-

tion. (See box “Two Cheers for Effective Governance.”) 

The study compared Liverpool and Manchester, two 

post-industrial cities only 30 miles apart in England’s 

northern heartland. The researchers concluded that 

urban governance makes a difference in relatively 

indirect but cumulatively significant ways.

Given.the.diversity.found.among.cities.in.Canada,..
it.is.no.wonder.that.experts.are.unable.to.define.a.
single.ideal.model.for.urban.governance..

Improving governance is not just about reforming 

institutions; it is also about changing the culture of gov-

ernance. Inclusive and participatory forms of govern-

ance are proving to be more successful than top-down 

systems. The actors in today’s urban governance pro-

cesses include a diverse population of residents, business 

people, associations and all levels of government.

Given the diversity found among cities in Canada, it 

is no wonder that experts are unable to define a single 

ideal model for urban governance. A cookie-cutter 

approach is just as inappropriate for municipal gov-

ernance as it is for most place-based public policy. In 

a recent review of the various models of governance 

structure found in metropolitan areas around the world, 

Richard Bird and Enid Slack conclude: “Neither theory 

nor practice tells us clearly which model of govern-

ance is best for large metropolitan areas.”8 With four 

7. TD.Economics,.The Calgary-Edmonton Corridor,.p..36.

8. Bird.and.Slack,.“An.Approach.to.Metropolitan.Governance,”.p..11;.
Bird.and.Slack.also.note.that.other.reviews.of.the.issue.of.the.best.
model.for.large.metropolitan.areas.have.concluded.that.no.model.
fits.all.cases.or.stands.out.clearly.above.the.rest..
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basic models of metropolitan governance to choose 

from—one-tier, two-tier, voluntary cooperation and 

special purpose districts—the best choice is most often 

determined by the unique history, character, needs and 

potential of an individual city. 

That said, there is agreement among experts that city-

regions require governance structures big enough to 

address region-wide problems (from fiscal disparities 

to spillovers in service provision), to coordinate trans-

portation, to deal with environmental issues and to pro-

mote economic competitiveness and social inclusion. 

They must be small enough, or have enough structural 

capacity, to permit participation and responsiveness. 

Whatever governance model is chosen, certain govern-

ance principles apply:

Coordination: the structure should be big enough 

to encompass the interests of the city-region, to 

facilitate coordination of key services and to allow 

costs and benefits to be shared fairly across the  

city-region. 

Efficiency: the structure should allow services to 

be delivered cost-effectively, delivering maximum 

value with available resources. 

Accountability: the structure should be understand-

able and transparent enough to promote public access 

and participation, to facilitate multi-stakeholder 

involvement and to ensure accountability.

1.

2.

3.

Responsiveness: the structure should be responsive 

to the needs and preferences of local communities. 

This principle becomes increasingly important as 

cities grow bigger and more complex.

Scale.matters
Governance systems in major cities are required to 

achieve many, often competing, objectives. The provi-

sion of basic services—clean water, public transporta-

tion, garbage removal—is only the starting point for 

local responsibilities. Add affordable housing, economic 

development and community health, to name but a few, 

and the complexity of local decision-making becomes  

obvious. Neil Bradford calls these new urban policy issues  

“wicked problems.”9 They are resistant to simple solu-

tions, and their resolution requires the combined actions 

of multiple actors. Moreover, they are problems that spill 

over into neighbouring jurisdictions. Administrative city 

boundaries do little to contain problems related to urban 

sprawl, and they are similarly ill-suited to define economic 

development programs. 

City-regions.require.governance.structures.big.enough.
to.address.region-wide.problems,.to.coordinate.trans-
portation,.to.deal.with.environmental.issues.and.to.pro-
mote.economic.competitiveness.and.social.inclusion.

One of the U.K.’s leading urban thinkers has commented 

that the systems of urban government delivering public 

services and economic and quality-of-life objectives are 

only accidentally designed for the maximization of any 

particular policy objective.10 The scale of urban govern-

ments can make a difference in the effectiveness and 

efficiency of service delivery. Generally, the appropri-

ate scale depends on the type of service provided. For 

example, transportation planning is most effectively 

carried out at a region-wide scale, whereas neighbour-

hood parks and playgrounds are best managed at a more 

local level. Services that have an income-redistributive 

component, such as social housing, are more equitably 

supported at a region-wide scale, where revenues are 

drawn from a wider property tax base. But it is equally 

9. Bradford,.Place-Based Public Policy,.p.4.

10. Travers,.“Governance.for.Metropolitan.Sustainability.”

4.
two.Cheers.for.effective.Governance

A.recent.academic.study.looked.at.the.differing.trajector-
ies.of.Liverpool.and.Manchester.in.the.declining.decades.
of.the.20th.century.with.a.view.toward.understanding.the.
relationship.between.prosperity,.cohesion.and.governance..
Subtle.but.important.differences.were.cited.highlighting.
Manchester’s.stronger.capacity.to.govern.urban.change:

Stability.in.local.political.and.executive.leadership.
allowed.Council.leaders.to.take.a.longer-term.view.
Manchester’s.superior.capacity.to.generate.and.pursue.
“the.big.idea”.established.a.level.of.confidence.among.
its.civic.and.government.partners,.and.positioned.
Manchester.on.the.world.stage.
Manchester’s.ability.to.adopt.and.realize.a.home-grown.
approach.to.intergovernmental.and.public–private.part-
nerships.enabled.it.to.mobilize.resources.and.garner.
community.support.

Source:.Harding.et.al.,.“Reinventing.Cities,”.pp..44–47..

1.

2.

3.
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important to bear in mind that there is more to good 

urban governance than economic efficiency; democratic 

accountability must also figure prominently. 

Well-designed two-tier metropolitan systems can cap-

ture the benefits of both “local” and “regional” models. 

Popular in Ontario in the 1980s and early 1990s, metro-

politan systems that were centred on the largest cities 

fell victim to the politics of amalgamation. Toronto, 

frequently cited in the past as the jewel in the crown of 

metropolitan federations worldwide, was created in 1998  

through the amalgamation of six municipalities. More 

than eight years later, Toronto continues to struggle with  

the after-effects of amalgamation, ranging from service 

delivery issues to staffing problems. Vancouver and 

Montréal are governed along the lines of a two-tier  

system, but in very different ways.11

urBAn.GovernAnCe.in.CAnADA
Urban governance in Canada relies on a complex web 

of horizontal and vertical interactions. (See Table 2 for 

an overview of the municipal governance structures of 

Canada’s 10 major cities.) Governments interact with 

the business sector, the voluntary sector and citizens on 

issues that touch people in their lives now and in the 

future. As with most things Canadian, a strong inter-

governmental dimension colours the decision-making 

process. Provincial governments provide municipalities 

with legal and revenue-raising authorities, thereby 

enabling (and at the same time, limiting) their capacity 

for real action. The role of the federal government and 

the nature of the relationship between the federal gov-

ernment and city governments are also very important. 

Federal government policies and actions in areas such 

as immigrant settlement, environmental stewardship and 

infrastructure affect local decision-making and shape 

Canada’s urban future. 

Inter-municipal relationships, both formal and informal, 

are sometimes described as the horizontal dimension of 

the intergovernmental dynamic. Canadian city governments 

do not operate in local isolation; rather, they exist as 

11. The.Greater.Vancouver.Regional.District.(GVRD).is.a.consensual.
arrangement.that.has.drawn.wide.praise.for.being.workable..The.
Communauté.métropolitaine.de.Montréal.(CCM).is.a.two-tier.sys-
tem.that.does.not.include.all.the.municipalities.in.the.region,.as.
some.have.chosen.to.de-amalgamate..

part of major urban agglomerations. Canada’s three lar-

gest cities are perfect examples. The City of Montréal’s 

future is highly entangled with that of Laval and the south 

shore community. The suburban parts of the Greater 

Toronto Area (GTA) and the City of Toronto, which 

together form the GTA, have a symbiotic relationship.12 

Similarly, the City of Vancouver and other municipalities 

in the B.C. Lower Mainland share broad regional concerns. 

Vancouver is the only urban region with institutional 

recognition of regional interdependencies, embodied  

in the Greater Vancouver Regional District (GVRD). 

Jurisdiction
Traditionally, provincial governments have taken a cau-

tious approach to delegating authority to municipalities. 

Municipal acts and other statutes prescribe powers of local 

government that, for the most part, apply to all municipal-

ities regardless of size. Historically, growth and structural  

reform in Canadian cities did not alter this arrange-

ment, except for the cities of Vancouver, Saint John and 

Winnipeg, where charters confer additional powers and 

duties not given to other municipal governments. 

Federal.government.policies.and.actions.in.areas.such.
as.immigrant.settlement,.environmental.stewardship.
and.infrastructure.affect.local.decision-making.and.
shape.Canada’s.urban.future..

Changes in the mid-1990s heralded a progressive shift  

toward greater municipal autonomy. In 1994, the Alberta  

government passed a new Municipal Government Act,  

which departed from the traditional approach of pre-

scribing powers for municipal government to granting  

it the authority to take appropriate action in broadly defined  

areas of jurisdiction. Other provincial governments followed  

Alberta’s lead, namely British Columbia, Saskatchewan 

and Manitoba (with a new Winnipeg Charter Act). Ontario 

recently passed new legislation (December 2006) broad-

ening, to some extent, the powers of all municipalities, 

but the changes do not go as far as previous legislation 

granting Toronto new taxation and negotiation powers. 

12. Some.would.use.the.Toronto–Hamilton–Oshawa.CMA.combination.
as.an.approximation.of.the.city-region,.because.most.of.the.spillover.
effects.from.the.growth.of.the.Toronto.CMAs.are.felt.in.this.area..
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However, observers suggest that these changes in 

approach have not resulted in significant flexing of 

jurisdictional muscle by the city governments affected.13 

This may be because of continuing provincial restrictions 

or conditions on the use of broadly classified authorities.

In Toronto, growing recognition of the need for a stronger 

and more responsible city prompted city officials to work 

closely with business, labour, academic and community 

leaders to lobby for an overhaul of the legislative and 

fiscal frameworks within which Toronto and other cities 

were operating. The Ontario government established a 

joint task force to review the city’s existing legislation 

and to recommend changes, which led to the enactment of 

The Stronger City of Toronto for a Stronger Ontario Act 

on June 12, 2006. The Act represents a bold departure 

13. Garcea.and.Lesage.Jr.,.Municipal Reform in Canada,.p..120.

from traditional approaches to assigning authority to 

municipalities (usually limited to 10 narrowly defined 

spheres of jurisdiction). It grants Toronto broad and 

permissive governmental powers that give the City more 

autonomy, authority and accountability. The Act also 

expands the City’s menu of financial management tools 

and revenue sources—enabling the City to levy new taxes 

(e.g., on alcohol, entertainment and tobacco). 

Most noteworthy is the new dimension of jurisdictional 

authority assigned to Toronto. The Act recognizes the City’s 

role in policy development,14 and—for the first time in 

Canada—enables a city to enter into agreements directly 

with other governments (including the Government of 

14. Acknowledging.the.municipal.role.in.policy.development.first.occurred.
in.Ontario.in.the.Municipal Act, 2001..This.was.in.line.with.similar.
changes.to.municipal.legislative.authority.across.the.country.begun..
in.1994.with.Alberta’s.Municipal Government Act, 1994.

table.2
The.Governance.Structures.of.Canada’s.10.Major.Cities,.2001

City City.population
CmA..

population

City.share.of.
CmA.population.

(%).

number.of.
municipalities.

in.CmA municipal.government.structure

Vancouver 545,671 1,986,965 27 21
Two-tier.metropolitan.with.upper.tier.consensual.
(Greater.Vancouver.Regional.District)

Calgary 878,866 951,395 90 8

One-tier;.voluntary.coordination.with.15.municipalities.
in.the.broader.region.through.the.Calgary.Regional.
Partnership

Edmonton 666,104 937,845 71 32
Hybrid:.Alberta.Capital.Regional.Alliance.with..
23.municipalities

Saskatoon 196,811 225,927 89 23 One-tier

Regina 178,225 192,800 96 17 One-tier

Winnipeg 619,544 671,274 92 10 Unicity

Toronto 2,481,494 4,682,897 48 23 One-tier,.within.a.multi-municipal.urban.region

Ottawa 774,072 1,063,664 75 13
Two.one-tier.cities:.Ottawa.in.Ontario;.Gatineau.in.
Quebec

Montréal 1,446,200* 3,426,350 42 95*

Two-tier:.Communauté.métropolitaine.de.Montréal.
(CMM).includes.63.municipalities.and.more.than..
90.per.cent.of.the.population

Halifax 359,111 359,183 99 4 One-tier

*Figure.adjusted.to.reflect.boundaries.after.2004..The.2001.Census.population.of.the.City.of.Montréal,.based.on.the.old.boundaries,.was.1,039,534..Amalgamation.
and.de-amalgamation.in.2002.and.2004.reshaped.the.political.map.of.Montréal..Fifteen.of.the.27.municipalities.in.the.“merged”.City.of.Montréal.voted.to.de-merge.
in.June.2004,.re-creating.a.greater.City.of.Montréal.of.19.boroughs.and.the.City.of.Montréal..(Based.on.post-merger.boundaries.after.2002,.the.population.of.the.
27.municipalities.in.the.“new”.larger.City.of.Montréal.would.have.been.1,812,723.).
Sources:.Statistics.Canada;.comité.de.transition.de.l’aggomération.de.Montréal.
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Canada). It is hoped that this will move Toronto into a 

seat at the multi-jurisdictional policy table, setting the 

precedent for a city government to contribute directly to 

policy decisions that take into account “on the ground” 

municipal experience.15 

City-regions.and.Jurisdictional.reach
Generally, two sets of issues are affected by the jurisdic-

tional reach of municipal governments in Canada. The 

first set is place-centred and is linked to the activities, 

issues and projects that are confined within specific 

geographic boundaries. (These include issues related to 

the settlement, integration and development of human 

capital.) The second set comprises issues that spill over 

the borders of individual municipalities, including for 

example, environmental concerns related to air and 

water quality; land use planning and transportation in 

growing metropolitan areas; and economic development.

the.reality.is.that.municipal.governments.often..
have.little.control.over.either place-centred.or..
cross-jurisdictional.issues..

Obviously, there is no absolute distinction between 

more narrowly place-centred issues and those that  

cross jurisdictional boundaries within an urban region.  

In a metropolis such as greater Vancouver, for example, 

immigrant settlement and cultural harmony are everyone’s  

business; nonetheless, from a policy and programming 

perspective, these issues must be tackled in specific 

locations such as Surrey, Richmond or Vancouver 

proper. In theory, one might expect a greater degree of 

jurisdictional control over place-centred issues and a 

lesser degree of control over issues that cross jurisdic-

tional boundaries. The reality, however, is that munici-

pal governments often have little purchase over either 

set of issues. Their power and reach are limited. 

Traditionally, different provinces have dealt with city– 

regional governance in different ways: through formal 

regional governments (popular once in Ontario but 

15. Under.current.legislative.provisions.in.Ontario,.consultation.with.
the.municipal.sector.in.federal–provincial.talks.is.mandated.to.
occur.through.the.Association.of.Municipalities.of.Ontario.(AMO).

rapidly disappearing); informal regional structures such 

as those in British Columbia; and through amalgama-

tions or annexations to create one supra-bounded urban 

municipality (Ontario and Quebec). 

In British Columbia, the GVRD was established in 1965  

to address regional issues such as air quality, land use 

and transportation planning. The City of Vancouver—

the largest single municipality in the GVRD—has col-

laborative and persuasive powers only with respect to 

other parts of B.C.’s Lower Mainland. Vancouver is a 

major participant in the GVRD, although its influence 

is hampered by the fact that it contains only about one-

quarter of the total GVRD population. The rapid and 

significant growth of adjacent municipalities—Surrey, 

Richmond and Delta for example—contributes to a 

realpolitik of negotiation and brokerage within the GVRD. 

Annexation and municipal amalgamations have created 

the “new” cities of Calgary, Halifax, Toronto, Ottawa 

and Montréal. In theory, these amalgamations should 

have produced cities with administrative boundaries 

approximating their economic and functional boundaries 

to facilitate comprehensive and integrated land use and 

infrastructure planning. The reality, however, is different. 

Even in cohesive cities such as Calgary, which comprises  

nearly 90 per cent of the census metropolitan area (CMA),  

the need for inter-municipal cooperation is growing.  

Environmental issues spilling over municipal boundaries 

have prompted Calgary to join forces with municipal-

ities beyond its borders. Stretching even further, the bal-

looning growth of the Calgary–Edmonton corridor has 

led this area to be considered as a single city-region. 

Joint marketing efforts between the Calgary Regional 

Partnerships and the Edmonton Economic Development 

Corporation represent a groundbreaking understanding 

of the interdependence of the two city-regions.

The amalgamated City of Toronto accounts for just 

under half of the CMA and has no regional coordination 

body. Inter-municipal relationships are best characterized 

as outright rivalry—made particularly acute since the 

province dismantled the short-lived Greater Toronto 

Services Board (GTSB) in 2002. The GTSB was respon-

sible for coordinating transportation, infrastructure and 

social planning across the Greater Toronto Area, but it 
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soon caved under the weight of rivalries between the 

City of Toronto and a number of suburban mayors. A 

remnant of a regional identity may perhaps be found in 

the provincial requirement of regional support for social 

assistance and housing. The regional municipalities sur-

rounding Toronto pay into a pool to contribute to these 

social programs, which benefit residents throughout 

the GTA. The argument for pooling is a principled one, 

rooted in the region-wide demand for the services pro-

vided in Toronto and the income-redistributive aspects 

associated with social housing and other social services. 

At least one informed observer has suggested that rela-

tions between Toronto and adjacent municipalities are 

worsening since the “pool” was imposed and have been 

exacerbated further by the City’s withdrawal from the 

Association of Municipalities of Ontario in pursuit of  

its own intergovernmental agenda and legislation.16

neither.the.amalgamation.nor.the.regional.government.
models.are.working.well.to.develop.a.coherent,.forward-
looking.approach.to.the.future.of.our.city-regions..

The City of Montréal now functions within a hybrid 

system, incorporating some of the characteristics of a 

large amalgamated city as well as those of a regional 

coordinating body. In 2000—the same year that the 

province legislated the Montréal amalgamation—it 

also established the Communauté métropolitaine de 

Montréal (CMM) as an upper-tier municipal authority 

with responsibility for broad regional issues, including 

planning, finance and coordination. The CMM’s terri-

tory corresponds closely to that of the CMA; its chair is 

the Mayor of Montréal and it has a 28-member Council 

drawn from more than 60 municipalities.

The City of Montréal, however, comprises only 42 per 

cent of the CMA population. It operates under a unified 

administrative structure, decentralized into 27 borough 

councils (nine established within the territory of the old 

16. Although.pooling.is.common.in.British.Columbia,.Alberta.and.
elsewhere,.the.politics.of.GTA.pooling.exacerbated.by.amalgama-
tion.woes.might.have.doomed.its.acceptance.from.the.start..The.
argument.for.pooling.in.the.GTA.originated.with.the.1996.Report 
of the GTA Task.Force,.which.recommended.that.non-residential.
education.taxes.be.pooled.to.create.a.more.equitable.distribution.
of.taxes.among.businesses.in.the.region..

city, 18 covering the surrounding suburban areas) with 

control over local zoning decisions and an extensive 

list of local services, including waste collection, cul-

ture, social and community development, housing, fire 

prevention and financial management. A paradoxical 

effect of amalgamation within the old city, according to 

urban expert Andrew Sancton, is the remarkable degree 

of political decentralization. “It looks now as though 

Montreal will actually experience a form of demerger, 

continued territorial decentralization, or both. Any such 

course of action will be unprecedented in the history of  

the municipal government of the world’s major cities.”17 

regional.political.linkages.are.weak.or.non-existent..
in.many.major.Canadian.cities.

It is remarkable that, at the moment, neither the amal-

gamation model nor the regional government model 

is working well in terms of developing a coherent, 

forward-looking approach to the future of our city-

regions. Amalgamations in Halifax and Ottawa have 

focused almost exclusively on the goal of realizing cost 

savings and on dealing with the fallout from dashed 

expectations in this regard. Toronto, of course, serves 

as another prominent example of a recently amalgam-

ated municipality weakened because it is still under-

bounded in relation to the GTA. In Toronto, the situation 

is particularly acute because of the absence of a formal 

mechanism for coordinated land use and transportation 

planning, despite the evident interdependence among 

municipalities in the GTA.18 Regional political link-

ages are weak or non-existent in other important cases 

as well—notably Calgary, Edmonton and Winnipeg. 

In Vancouver, the well-established GVRD has some 

notable accomplishments in land use and transportation 

planning, but concern for its future success is mounting. 

The extent to which it can successfully address issues 

more directly related to economic and social development 

is unknown. 

17. Sancton,.“Beyond.Municipal.Governance,”.p..30.

18. The.March.2006.Ontario.budget.seems.to.recognize,.at.least.in.
part,.the.seriousness.of.this.situation.in.the.area.of.transit.and.
transport,.with.the.announced.creation.of.an.agency.to.coordinate.
these.functions.within.the.GTA.
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Government.to.Government
The history of Canadian governance is fraught with issues 

of jurisdictional entanglement, both federal–provincial 

and provincial–municipal. In the mid-1990s, several prov-

incial governments launched extensive reviews to try to 

disentangle the complex web of services and programs 

shared by municipalities and the province, with little suc-

cess. Ontario’s “Who does what?” exercise examined 

questions of who pays? who delivers? and who plans? 

At its conclusion, city governments in Ontario were left 

with an expanded array of social service responsibilities, 

including social housing and a higher percentage of fam-

ily benefits costs. In Nova Scotia, the “service exchange” 

initiative led to a redistribution of responsibilities, under 

which the province assumed all responsibility for social 

services, while municipal governments took on more 

responsibility for transportation services.

recent.federal.interest.in.cities.is.a.welcome..
development.and.underscores.the.fact.that..
entanglement.with.other.levels.of.government..
may.be.messy,.but.is.needed.

The complex issues facing Canada’s major cities demand 

multi-jurisdictional responses. The traditional vision 

of “layer-cake federalism”—with each level of govern-

ment having clear and separate responsibilities—is  

an anachronism. Deliberate and constructive entangle-

ment is a more realistic and potentially more fruitful 

approach, bringing together all relevant partners (gov-

ernments as well as non-government organizations).

Recent federal interest in cities is a welcome develop-

ment and underscores the fact that disengagement 

with other governments is, in fact, not desirable. 

Federal initiatives such as Green Funds, the National 

Homelessness Initiative, or the more recent sharing 

of gas tax revenues are examples of critical “entangle-

ments”; they may be messy, but they are needed. 

The vertical dimension of intergovernmental relations  

for Canadian municipal governments has some well-

established institutional and political underpinnings. 

First, until relatively recently, municipalities have 

relied on working collectively to gain attention and 

encourage action at the provincial and federal levels. 

The main vehicles for collective action have been provin-

cial associations of municipalities and the Federation of 

Canadian Municipalities (FCM), both of which represent 

municipalities of all sizes at the provincial and federal 

levels respectively. Second, most provinces have jealously 

guarded their constitutional responsibility for municipal 

institutions and have, with varying degrees of insist-

ence, prohibited direct federal–municipal relations. This 

insistence has not always sat well with either cities or the 

federal government.

The last two features of the municipal–provincial– 

federal dynamic have a more directly political flavour. 

Cities occupy a particular place in the politics of each 

Canadian province. They have tended either to repre-

sent the political power base of the provincial govern-

ment or to be outliers. The extent to which they form 

the base of support for a provincial government seems 

to have a direct influence on provincial attentiveness 

and responsiveness. Observers in Saskatchewan, for 

example, note that both Regina and Saskatoon consti-

tute the electoral base of the current provincial govern-

ment. Hence, they suggest, the government is loath to 

ignore the needs and interests of the local population 

and, by extension, their city government. Similarly, fed-

eral politicians have often taken the lead in helping to 

reshape cities in their home provinces—former Cabinet 

Minister Lloyd Axworthy, for instance, was instrumen-

tal in the first core area redevelopment agreements for 

the City of Winnipeg. 

most.provinces.have.jealously.guarded.their.consti-
tutional.responsibility.for.municipal.institutions.and.
have,.with.varying.degrees.of.insistence,.prohibited.
direct.federal–municipal.relations..

Increasingly, city leaders understand the need to build 

strong and direct relationships with federal and prov-

incial counterparts. A number of Canadian cities—

Calgary, Edmonton, Montréal and Toronto—now have 

senior staff dedicated to the intergovernmental relation-

ship. Intergovernmental experts in the City of Toronto’s 

City Manager’s Office were instrumental in developing 

and negotiating the current legislation augmenting the 



The.Conference.Board.of.Canada. |. 75

City’s powers and granting the City authority to enter 

into agreements with the federal government. Major 

cities have grown less reliant on collective action or 

umbrella groups, such as the FCM, to engage with  

federal and provincial governments.

Formal engagements among municipalities, provinces 

and the federal government typically occur through 

place- or sector-based trilateral agreements. Beginning 

with the successive Winnipeg Core Area Agreements 

in the 1970s, the City of Winnipeg, the Government of 

Manitoba and the Government of Canada collaborated 

on initiatives to revitalize Winnipeg’s downtown. More 

recently, the 2000 Vancouver Agreement set out a tri-

level effort to improve Vancouver’s Downtown Eastside 

through coordinated social and economic interventions. 

(This agreement received a United Nations Award of 

Excellence in Public Administration in 2005.) Such 

practical and innovative responses are important experi-

ments in intergovernmental cooperation aimed at deal-

ing with real issues within our major cities. 

Formal.engagements.among.municipalities,.provinces.
and.the.federal.government.typically.occur.through.
place-.or.sector-based.trilateral.agreements..

Sector-based agreements are also in ascendancy. In 

2005, the federal government signed agreements with 

most provinces to enable the transfer of federal gas tax 

revenue to municipal governments for transportation 

infrastructure. In turn, provinces entered into agreements 

with provincial municipal associations or, in the case of 

Toronto, directly with the City. The bilateral Supporting 

Communities Partnership Initiative homelessness pro-

gram also merits mention—both for its targeting of big 

cities and its community-based governance model.19 

This program expires on March 31, 2007. In December 

19. The.Supporting.Communities.Partnership.Initiative.was.launched.
in.1999.in.an.attempt.to.create.a.more.integrated.and.inclusive.
approach.to.homelessness.in.Canada..Along.with.providing.
financial.support.to.communities,.the.initiative.encourages.them.
to.work.together.with.provincial,.territorial.and.municipal.govern-
ments.and.the.private.and.voluntary.sectors.to.strengthen.existing.
capacity.and.develop.new.responses.to.homelessness..Golden.et.
al.,.Report of the Mayor’s Homelessness Task Force.

2006, the federal government announced an investment 

of $270 million in a Homelessness Partnering Strategy, 

aimed at combatting homelessness in communities across 

Canada. This program will take effect on April 1, 2007.

The larger question—as to how federal–provincial  

relations will affect the trilateral relationship—is still 

unanswered. Will many provinces continue to stand  

on constitutional ground and insist that they mediate  

federal–city relations? It is difficult to anticipate  

otherwise. Nonetheless, the increasing acceptance of 

federal–provincial–municipal agreements is a positive 

sign that all governments are willing to tackle the  

challenges facing Canadian cities.

Big.cities.will.be.following.with.interest.the.federal.
government’s.steps.to.address.the.fiscal.imbalance..

Decades of provincial–federal debate on the fiscal imbal-

ance continues to preoccupy relations between these 

two levels of government. The federal government has 

stated its intent to address the fiscal imbalance, with 

a view to improving the provincial revenue picture. In 

light of widespread municipal revenue shortages, the 

big cities will be following this process with interest. 

Toronto, for example, will seek adjustments in social 

assistance and social housing funding, consistent with 

any improvements in Ontario’s fiscal capacity.

Good.Governance.means.knowing.your.ABCs
Agencies, boards and commissions (ABCs) are set 

up to deliver particular local services, such as educa-

tion, social housing, police and transit. In some cases, 

ABCs are provincially mandated (library boards, school 

boards, police boards). In others, local governments 

have created special purpose agencies to deal with a 

particular issue or service and to involve local citizens 

and corporate stakeholders. Sometimes, a municipal 

government opts for an ABC to carry out a local service 

for budgetary reasons. In all cases, municipal govern-

ments face a strategic challenge in ensuring that these 

autonomous or quasi-autonomous bodies are publicly 

accountable. 
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Provincial governments have sometimes mandated 

ABCs to strengthen a particular function; they have 

created others to prevent interference by municipal 

politicians. Police boards are the most notable example 

of the latter. Over the years, local governments have 

struggled to get adequate political representation on 

police boards (whose budgets come out of the munici-

pal tax base) on the grounds that leaving governance of 

police boards predominantly in the hands of unelected 

individuals undermines public accountability.

The existence of local ABCs provides both challenges 

and opportunities for building the capacity within city 

governments to manage strategically. In some cities,  

the challenge is formidable. Calgary, for instance, has 

88 ABCs. Councils and senior staff try to oversee the 

ABC initiatives whose mandates touch on city pro-

grams. On the flip side, ABCs might offer services or 

specialized expertise (e.g., administrative) that might 

not otherwise be available. They can also provide an 

innovative platform for city governments to engage  

the community.

the.existence.of.local.ABCs.provides.both.challenges.
and.opportunities.for.building.the.capacity.within.city.
governments.to.manage.strategically.

Local.Governance:.the.Big.tent
Over the past 25 years, urban governance has undergone 

a radical transformation as municipal governments shifted 

from a “government knows best” approach to an inclu-

sive, multi-sectoral system. Municipalities are the key 

players but they are increasingly welcoming opportunities 

to share policy-making and service delivery with business, 

voluntary organizations and civil society. In general, gov-

ernments of Canada’s major cities are intensely engaged 

in urban governance, in its broadest sense. Despite differ-

ences across cities, the trend is clear.

Relationships with the business community have  

always been crucial for municipal governments. 

Whereas in the past, municipalities were more likely  

to react to business interests, recently they have begun 

to recruit business leaders as partners in prominent city 

projects. With the growth of the knowledge economy 

and its highly mobile labour force, city governments 

and corporate leaders face new challenges in attracting 

and retaining new businesses and skilled workers. 

Economic development partnerships have sprung up  

in all of Canada’s major cities to create and implement 

strategies to enhance local competitiveness. The more 

recent structures for business–municipal links, such  

as the Greater Halifax Partnership or The Ottawa 

Partnership, include major economic actors, municipal 

governments and often representatives of other levels  

of government.20

Governments.of.Canada’s.major.cities.appear.to.be.
more.willing.to.engage.the.business.and.voluntary..
sectors.in.policy-making.and.service.delivery.

Perhaps the most inspiring example of these new part-

nerships is the Toronto City Summit Alliance (TCSA), 

which was created following a 2002 summit of Toronto 

business and community leaders convened to consider 

the city’s future. The context for the summit, and for 

the subsequent Alliance, was the growing sense among 

leaders representing all sectors in Toronto that “a once 

great city was on the verge of decline.”21 A coalition 

of more than 40 civic leaders from the private, labour 

and public sectors in the Toronto region produced a 

comprehensive Action Plan for the city the follow-

ing year. Today, some 2,000 people in the Toronto 

region are involved with five TCSA-initiated projects: 

a multi-stakeholder council on immigrant integration 

(TRIEC);22 a plan to reform income security for the 

working poor (the Task Force on Modernizing Income 

20. In.Calgary,.imagineCALGARY.is.a.city-led,.community-owned.initia-
tive.to.create.a.long-range.vision.for.a.sustainable.Calgary.and.to.set.
30-year.targets.and.strategies.toward.achieving.the.vision..The.initia-
tive.involves.the.public,.key.community.members,.the.mayor.and.city.
council..See.www.imaginecalgary.ca/public/project/index.php..

21. TCSA,.Enough Talk,.p..164.

22. The.Toronto.City.Summit.Alliance,.along.with.the.Maytree.Foundation,.
established.the.Toronto.Regional.Immigrant.Employment.Council.
(TRIEC).to.provide.employment.opportunities.for.new.immigrants—
many.with.professional.backgrounds.but.unfamiliar.credentials..TRIEC.
has.inspired.similar.partnerships.in.Ottawa.(a.coalition.of.high-tech.
business.representatives,.local.community.agencies,.the.United.Way,.
and.the.City).and.in.Halifax.
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Support for Working Age Adults, or MISWAA); 

the Toronto Region Research Alliance; the Strong 

Neighbourhoods Task Force, which aims to develop 

a strategic plan for neighbourhood renewal; and most 

recently, LUMINATO, an annual festival celebrating 

creativity, which will premiere in June 2007. Each of 

these projects engages senior business leaders and has 

its own set of initiatives. As well, TCSA has contrib-

uted to significant changes on the governance front, 

notably the adoption of the new City of Toronto Act 

and the creation of the Greater Toronto Transportation 

Authority in 2006. 

Until now, local governments have worked with the 

private sector in planning and in championing munici-

pal priorities, but have relied very little on the private 

sector for alternative financing of major projects, such 

as infrastructure. Most public–private partnerships in 

Canada occur outside the municipal sector, with a few 

notable exceptions, such as the South East Edmonton 

Road. (See box “Public–Private Partnerships.”) 

until.now,.local.governments.have.relied.very.little..
on.the.private.sector.for.alternative.financing.of.major.
projects,.such.as.infrastructure..

Similarly, community groups and their representatives 

work alongside governments and business to solve 

neighbourhood problems, fostering the development  

of a broad coalition of interests. Winnipeg was the 

initiator of this kind of structure with the Core Area 

Initiative,23 and more recently, Vancouver established 

the intergovernmental and inter-sectoral team to rebuild 

the social and economic fabric of the Downtown Eastside. 

In Regina, the Inner City Community Partnership is 

founded on similar principles.24 

23. The.Core.Area.Initiative.is.a.tripartite.government.initiative.to..
combat.the.decline.of.Winnipeg’s.inner.city..

24. Winnipeg’s.Aboriginal.Employment.Partnership.(between.the.City.
of.Winnipeg,.Manitoba.Métis.Federation.and.the.Assembly.of.
Manitoba.Chiefs).is.a.good.example.of.community.partnerships.
based.on.specific.needs..It.creates.strategies.for.training,.recruiting.
and.retaining.Aboriginal.employees.for.the.City.

Public–Private.Partnerships

Many.recognize.that.Canada’s.infrastructure.deficit.cannot.be.
reduced.through.government.financing.alone..Public–private.partner-
ships.(PPPs)—a.means.of.developing.and.managing.infrastructure.
with.the.help.of.private.sector.expertise.and.capital.and.public–private.
risk.sharing—have.been.used.in.many.countries.but.rarely.in.
Canada..Through.PPPs,.Canadian.governments.can.and.should.
make.greater.use.of.the.private.sector.in.addressing.the.country’s.
infrastructure.needs.

The.prospects.for.wider.exploitation.of.PPPs.in.Canada.remain.uncer-
tain..In.2003,.the.Government.of.British.Columbia.backed.down.from.
its.plan.to.privatize.the.Coquihalla.highway;.and.a.PPP.contract.to.
build.part.of.a.ring.road.in.Edmonton.does.not.allow.tolls.or.advertis-
ing.to.generate.revenue..However,.many.provinces,.including.British.
Columbia,.are.planning.to.take.advantage.of.the.potential.of.PPPs.1.
In.May.2005,.the.Government.of.Ontario.announced.the.formation.of.
its.Ontario.Infrastructure.Projects.Corporation.to.focus.on.Alternative.
Financing.and.Procurement.(AFP).projects.as.part.of.its.infrastruc-
ture.renewal.strategy.2.

However,.there.are.a.number.of.challenges.and.considerations.in.
implementing.PPPs..From.a.public.sector.perspective,.these.include.
measures.to.help.limit.private.sector.risks.to.acceptable.levels;.project.
design.and.regulations.to.avoid.exploitation.of.potential.monopoly.
power;.and.possible.concerns.with.foreign.investment.3.In.Europe.and.
Australia,.where.there.have.been.many.successful.PPPs,.the.legal.and.
regulatory.framework.for.PPPs.is.well.developed..Even.in.the.United.
States,.where.PPPs.have.a.relatively.low.profile,.more.than.21.states.
have.PPP.laws.4...

In.Canada,.specific.problems.include.the.lack.of.public.understand-
ing.of.the.costs.and.benefits.of.PPPs;5.the.relatively.small.scale.of.
Canadian.construction.companies—which.hampers.their.capacity.
to.take.on.huge.projects;.the.high.cost.of.tendering.bids;.and.the.
particular.difficulty.of.getting.private.sector.interest.in.public.transit.
projects.because.of.the.political.sensitivity.of.fare.charges..As.well,.
Canadian.banks.have.not.yet.found.a.workable.approach.to.long-
term.financing.for.PPP.projects—even.though.European.banks.
have.established.some.successful.precedents..A.critical.step.toward.
encouraging.more.PPPs.in.Canada.will.be.to.enable.banking.system.
reforms.that.make.it.easier.to.manage.long-term.fixed.interest.rate.
financial.agreements.

1.. Taylor,.“The.New.Big.Deals.Beckon.”.

2.. Ministry.of.Public.Infrastructure.Renewal,.“Province.Seeks.to.Rebuild.
Aging.Infrastructure.Sooner.”.

3.. Lindsey,.“Recent.Developments.in.Road.Pricing,”.pp..49–50.

4.. Ibid.,.p..49.

5.. Drummond,.“Public-Private.Partnerships.”.

Source:.The.Conference.Board.of.Canada.
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The rapidly increasing ethno-cultural diversity of Canada’s 

major cities is another impetus for governance change. 

Municipal governments are seeking new partnerships to 

deal with issues on anti-racism, employment opportunities 

and foreign credential recognition, housing, planning and 

homelessness. The intensity and effectiveness of these 

relationships depends on the size and organizational 

capacity of the diversity groups, the political vision of 

the local mayor and council, as well as the provincial role 

and municipal administrative capacity. 

The evolution of civil society in Canada is influencing 

the way in which city governments engage with their 

citizens. Local decision-making must take into account 

the increasing complexity of the organizational landscape  

where different forms of diversity intersect. For example, 

municipal governments deal with groups that may bring 

together elderly Somali women or young Vietnamese 

men. Some municipalities have been particularly invent-

ive in structuring and supporting these partnerships and,  

in turn, these relationships are altering the ways in 

which services are planned, delivered and evaluated. 

the.evolution.of.civil.society.in.Canada.is.influencing.
the.way.in.which.city.governments.engage.with..
their.citizens..

Other coalitions of voluntary sector organizations  

are created at city (or regional) levels. These exist 

(or are in the process of being created) in six cities; 

the Calgary Chamber of Voluntary Organizations; the 

Edmonton Chamber of Voluntary Organizations; the 

Centre for Collaboration (in Regina); the Voluntary 

and Non-Profit Sector Organization of Manitoba Inc. 

(covering Manitoba but with much of its work cen-

tered on Winnipeg); the Ottawa Chamber of Voluntary 

Organizations; and an emerging organization in Halifax. 

The development of these networks and their cross-

Canada linkages make them particularly interesting 

partners for municipal governments.

relating.to.the.electorate
City governments can relate to the electorate through 

a number of different channels. In Canada, the most 

innovative examples include formal relationships 

between city governments and neighbourhood associa-

tions, and creative policies to encourage citizen partici-

pation. As well, grants to community groups are used 

to support citizen initiatives, and are typically funded 

in accordance with local government priorities. In other 

parts of the world, political parties are citizens’ first 

point of contact with local government. In Canada, this 

arrangement exists only in Montréal and Vancouver, 

with the civic parties being distinct from provincial  

and federal organizations. 

Institutional arrangements with neighbourhoods 

take different forms in major cities across Canada. 

Increasingly, as community groups acquire more 

expertise and more resources, the boundaries between 

local government structures and community structures 

are blurring. Regina, Saskatoon, Edmonton, Calgary 

and Winnipeg have a history of providing resources to 

community groups, often resulting in the groups hiring 

permanent staff. These groups then monitor planning 

decisions and comment on city plans and projects. 

Toronto, Halifax and Winnipeg have community coun-

cils to scrutinize planning decisions and to make minor 

decisions. In Ottawa, the city funds 14 community 

resource and health centres, but leaves decision-making 

in the hands of the community boards. 

increasingly,.as.community.groups.acquire.more..
expertise.and.more.resources,.the.boundaries.between.
local.government.structures.and.community.structures.
are.blurring.

These various bodies—if properly organized, well 

resourced and well structured—have the potential to 

enhance local accountability and strengthen local  

governance by ensuring that:

more citizens participate in decisions affecting their 

daily lives in their neighbourhoods;

neighbourhood and community-based organizations 

have the capacity to do their job; and

the burden of detailed decision-making of the muni-

cipal government is reduced, leaving more time for 

councillors to deal with major questions.

•

•

•
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Groups such as these involve systems of considerable 

complexity, where issues of support, capacity building, 

policy innovation and funding are intertwined. 

In all cases, municipal governments have been seeking 

innovative methods to engage the community in ways 

that give voice to those who are not always heard. Some 

cities have formally adopted policies on participation 

(e.g., Vancouver, Calgary and Toronto), while others have 

developed ad hoc processes to encourage participation 

with respect to particular cases and issues. Montréal’s 

borough system incorporates a distinctively structured 

and thorough approach to citizen participation. 

municipal.governments.have.been.seeking.innovative.
methods.to.engage.the.community..

Although formal public meetings continue to be used 

as a vehicle for input, they are generally recognized as 

being more conducive to criticism than to policy formu-

lation. All of the major cities support ongoing citizen  

advisory committees, which provide a forum for pro-

active policy development. They can be instrumental  

in building positive working relations among citizens, 

staff and elected representatives. 

Cities are experimenting with a wide array of initiatives 

to allow for broader and more meaningful participation, 

such as: 

annual citizen satisfaction surveys

citizen juries

committees to examine budgets 

televised meetings

joint task forces

interactive web-based communications

inside.Local.Government:.Politicians,.officials,.Decisions
Municipal government in Canada is typically character-

ized as a “weak mayor” system, where decisions are  

shared among the mayor, councillors and senior officials 

(who, in turn, are appointed by the city council or by a 

committee of the council). The importance of mayors to 

the success of cities was repeatedly emphasized through 

•

•

•

•

•

•

a series of interviews undertaken with local leaders in 

10 large cities.25 Community leaders provided eloquent 

evidence that mayors can play a critical role in shap-

ing agendas and directing development, even through 

informal or relatively weak bases of power. They cited 

strong leadership skills as the most important asset of an 

influential mayor, regardless of the mayor’s power base. 

Local leaders described these skills as a combination of 

vision, intergovernmental negotiating skills, ability to 

work with city managers, capacity to articulate issues to 

the media and ability to forge partnerships with all sec-

tors of society. Without these qualities, city leadership 

tends to flounder and council decision-making tends to 

lose focus. 

Political decision-making is carried out, in the main, 

by city councils. The size of the council can affect the 

capacity and effectiveness of decision-making. Small 

councils may find it easier to reach consensus under  

the leadership of a skillful mayor, but they may lack the 

authority to be truly representative. Vancouver’s coun-

cil consists of only 11 members elected at large; while 

these members were endorsed by the citizens in a refer-

endum, it is reasonable to question the ability of such a 

small council to represent all the concerns of a growing 

urban community. 

mayors.can.play.a.critical.role.in.shaping.agendas..
and.directing.development,.even.through.informal..
or.relatively.weak.bases.of.power..

On the other hand, councils that are too large can suffer 

under their own weight, becoming too unwieldy and too 

fractious to be effective. However, in cities where the 

mayor has more formal powers, either vested in the pos-

ition itself or in an executive committee, a large-council 

system may function quite well. Both Toronto and Montréal 

have large councils (at 45 and 64 members, respectively), 

but Montréal’s mayor has greater autonomous powers, 

25. Interviews.were.conducted.by.the.Conference.Board.in.January–
February.2006.with.representatives.from.Vancouver,.Calgary,.
Edmonton,.Regina,.Saskatoon,.Winnipeg,.Ottawa,.Montréal,.
Québec.City,.and.Halifax.
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including the power to appoint executive committees. 

Cities are experimenting with other new initiatives to 

strengthen political decision-making processes. For 

instance, Toronto and Edmonton have established pro-

grams to boost individual councillors’ responsibilities  

in a way that incorporates some of the benefits of a  

cabinet system (even in the absence of municipal  

political parties). 

the.scale.and.complexity.of.the.civil.service.in..
our.major.cities.have.led.to.new.organizational..
structures.designed.to.improve.coordination.

A complex and large administrative structure, typically 

led by a city manager or chief administrative officer, 

supports the political decision-making machinery. In all 

of Canada’s major cities, civic employees number in the 

thousands, planning and delivering a wide array of ser-

vices from animal control and recreation to wastewater 

management. The professional side of the municipal 

civil service includes accountants, engineers, firefight-

ers, nurses, planners, recreation specialists and social 

workers, just to name a few. 

The scale and complexity of the civil service in our 

major cities have led to a new organizational structure 

designed to foster coordination below the level of city 

manager. In Ottawa and Toronto, deputy city managers 

have been put in place to oversee major areas of admin-

istrative responsibility. In other cities, the favoured 

approach has been to cluster related functions in a 

relatively small number of administrative departments. 

Organizational “clusters” tend to be related functionally 

rather than geographically. A collaborative approach to 

civic administration based on neighbourhoods is rela-

tively rare. Only Toronto (with defined service areas), 

Vancouver (with area-based community service teams) 

and Montréal (with borough councils) have formal area-

based structures.

The structure of city administrations matters; it can  

support or thwart the vision of the best mayor and council. 

Generally, the organization and performance of civic 

administrations across Canada are viewed favourably 

by local observers.26 In some cases, administrative 

reforms—notably the establishment of deputy city 

manager positions in Ottawa and Toronto—are viewed 

positively as an attempt to deal with shortcomings in 

administrative coordination and in the ability of council 

to receive knowledgeable strategic guidance from senior 

staff. One concern raised by municipal observers touches 

on the relations between politicians and administra-

tive officials, particularly in instances where political 

judgments conflict with staff advice. While this can 

generate a healthy airing of differences, problems arise 

when either individual councillors or council as a whole 

publicly ridicules and intimidates staff. The consequent 

erosion of trust between civic officials and politicians 

diminishes the capacity of the city to carry out its vision. 

City council cannot sustain a strategic focus without the 

support and guidance of the municipal administration. 

the.structure.of.city.administrations.matters;..
it.can.support.or.thwart.the.vision.of.the.best..
mayor.and.council..

Constructive.entanglement
Canada’s city governments are mired in an intricate 

web of responsibilities demanding multi-jurisdictional 

responses and civic partnerships. Solving the current and 

future challenges of our major cities (such as diversity, 

youth employment, environmental sustainability, inner-

city poverty and homelessness) will require constructive 

entanglement and engagement. Although these challenges 

exceed the jurisdictional reach of municipal structures, 

city governments have sometimes demonstrated adapt-

ability and creativity in making improvements within 

their own traditional areas of jurisdiction rather than look-

ing outward for collaboration. For example, policies and 

programming in parks and recreation are being modified 

in order to respond to an increasingly diverse population; 

and fire prevention and police services are developing 

innovative approaches to respond to distinct community 

needs. Traditional public administration goals of efficiency 

and effectiveness are at the root of these innovations, as 

much as the desire to “do good work.” 

26. The.Conference.Board.interviews,.January–February.2006.
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There are significant structural limitations that prevent city 

governments from responding to challenges in more holis-

tic ways. A strong functional culture persists in Canadian 

city governments, driving city managers to staff local 

government with service specialists—engineers, planners, 

social workers, accountants and so on. While these profes-

sionals support the strong service role that municipalities 

play, the relative scarcity (within city governments) of 

personnel with broad training in public administration may 

hinder efforts to break down traditional service and admin-

istration silos. This personnel void leaves municipalities 

with little capacity to develop comprehensive policies  

linking the diverse sectors of city government. 

recent.history.in.Canadian.cities.has.shown.a.lack.
of.sufficient.local.political.will.to.cooperate.and.to.
coordinate.strategic.planning..

Some of the highly entangled networks within city gov-

ernments are well developed and others are gaining in 

sophistication and effectiveness. However, one crucial  

dimension of these complex relationships is stunted:  

the development of strong structures and processes 

among local governments to plan the future of city-

regions. Recent history in Canadian cities has shown  

a lack of sufficient local political will to cooperate and 

to coordinate strategic planning. In the absence of local 

will and leadership, provincial action may be necessary—

although the evidence emerging from recent forced 

amalgamations suggests that a cautious and more col-

laborative approach is warranted. 

reCommenDAtionS.For.GovernAnCe
The Conference Board of Canada recommends that:

Provincial governments and major cities work 

together to find governance solutions to city-

regional issues, such as regional transportation and 

land use planning; environmental protection and 

conservation; sewer, water and waste management; 

economic development and investment; and social 

sustainability.

23.

Government, business, academic and community 

leaders in Canada’s major cities pursue multi-sector 

partnerships to find solutions to challenges in their 

cities and create an agenda for action that supports 

sustainable prosperity.

The federal and provincial governments include 

major cities directly in policy-making on transpor-

tation, energy, immigrant settlement, research and 

innovation, housing, public security and other mat-

ters that affect them.

The federal government support the establishment 

of a national database on cities, building on the 

expertise available at Statistics Canada.

Federal and provincial governments focus policies 

and programs strategically, recognizing the unique 

needs and contributions of Canada’s major cities.

SuFFiCient.FiSCAL.reSourCeS.

Consistent with the legal framework that positions 

Canadian municipalities as “creatures of the province,” 

the fiscal framework within which municipal govern-

ments operate is tightly controlled. The authority to 

spend and the ability to raise revenue derive from prov-

incial legislation and regulations. Although variations 

exist among provinces, municipal governments across 

Canada are limited in the ways they can raise and 

spend money, and sometimes even in their ability to 

manage effectively the capital resources they do have. 

muniCiPAL.exPenDitureS
Where do municipalities spend money? A review of 

the municipal expenditures of Canada’s 10 major cities 

shows that nearly 40 per cent of all expenditures are 

allocated to the protection of persons and properties, 

and to transportation.27 (See Chart 1.) Environmental 

services, which comprise sewer, solid waste and water 

27. The.Conference.Board.of.Canada.looked.at.the.2004.financial.
statements.of.Toronto,.Vancouver,.Montréal,.Ottawa,.Calgary,.
Edmonton,.Winnipeg,.Halifax,.Saskatoon.and.Regina..A.single.
accounting.base.was.created.to.allow.for.comparisons...
Appendix.C.includes.additional.details.

24.

25.

26.

27.



82. |. The.Conference.Board.of.Canada

management, account for 13 per cent of expenditures. 

Together, these functions consume more than half of  

all municipal government expenditures.

In keeping with provincial variations in municipal 

responsibilities (see box “Municipal Responsibilities  

by Province”), expenditures vary widely among the  

municipalities surveyed, with Toronto (the highest)  

spending more than twice the per capita amount as 

Winnipeg (the lowest). Ottawa is the second-highest  

per capita spender. Chart 2 makes obvious the main  

reason for this variation: municipalities in Ontario  

hold more responsibility for social services than muni-

cipalities in any other province or territory. In fact,  

their share of these expenditures rose from 14.6 per 

cent in 1988 to just below 25 per cent in 2001. Indeed, 

in most other provinces, municipal governments are not 

responsible for social services. Toronto and Ottawa’s 

expenditures in this area dwarf those of any other city. 

At $738 per capita, Toronto spends eight times more 

than Calgary and 16 times more than Vancouver on 

health and family and social services.

revenue.SourCeS
Municipal revenues come predominantly from taxes 

and user fees, with additional monies from grants and 

transfer payments (including payment in lieu of taxes), 

investments and miscellaneous fees (from licences, amuse-

ment taxes, permits and fines). (See Table 3.) With few 

exceptions, provinces have limited municipalities’ taxing 

powers to property taxes, which account for the single 

largest source of municipal revenue. 

In 2004, property taxes accounted for 53 per cent of  

all municipal revenues, up from 48 per cent in 1993. 

During the same period, contributions from provincial 

and federal governments fell, accounting for only 16 per 

cent of municipal revenue in 2004, compared with 25 per 

cent in 1993. Consequently, local governments have 

become increasingly reliant on own-source revenue. 

Along with property taxes, user fees account for a 

growing share of municipal revenue (23.5 per cent  

in 2004 compared with 18 per cent in 1993).

Local.governments.have.become.increasingly.reliant..
on.own-source.revenue..in.2004,.property.taxes.
accounted.for.53.per.cent.of.all.municipal.revenues,..
up.from.48.per.cent.in.1993.

There are important differences among municipalities  

in the per capita amount of revenue generated from prop-

erty taxes, government transfers and other own-source 

revenue. Chart 3 presents the per capita distribution of  

own-source revenue for Canada’s major cities. The muni-

cipalities of Montréal, Halifax, Toronto and Ottawa 

rely more on property taxes than on other own-source 

revenues (such as user fees). In Calgary, Edmonton, 

Saskatoon and Regina, this situation is reversed. 

Chart.1
Municipal.Government.Expenditures,..
Canada’s.10.Major.Cities,*.2004
(per.cent;.share.of.total)

*Halifax,.Montréal,.Ottawa,.Toronto,.Winnipeg,.Regina,.Saskatoon,.Calgary,.
Edmonton.and.Vancouver.GVRD.
Source:.The.Conference.Board.of.Canada.compilation.from.municipal.
annual.consolidated.financial.statements,.2004.
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Saskatoon—which sees 68 percent of its revenues com-

ing from other own sources and only 27 percent from 

property taxes—finances much of its services through 

user charges that come from specialized utility service 

departments. It operates five utilities: water, sewage, 

electrical, transit and storm water management. Each 

of these utilities is funded mainly through user charges, 

which in turn support operational and capital costs. The 

only utility department that receives a subsidy from the 

city is the transit department. 

Municipal.responsibilities.differ.from.province.to.province..The.table.
below.shows.the.relative.importance.of.municipal.expenditures.by..
functional.area.for.each.province,.demonstrating.the.following:

Social.services.are.a.provincial.responsibility.in.every.province.
except.Ontario.where.they.account.for.25.per.cent.of.municipal.
spending..Nova.Scotia.removed.social.service.funding.from.the.
local.tax.base.in.2002.
Nova.Scotia.is.the.only.province.where.municipalities.are.partially.
responsible.for.funding.of.public.education..Elsewhere,.school.
boards.and/or.provinces.are.responsible.for.this.expenditure..
Health.expenditures.are.the.responsibility.of.the.provinces.except.
for.relatively.small.expenditures.made.by.municipalities.for.pre-
ventative.health–care.programs,.such.as.anti-smoking.campaigns.

•

•

•

Expenditures.on.transportation,.police.and.fire.protection,.and.
environmental.services.(water,.sewage,.waste.disposal).account.
for.more.than.50.per.cent.of.all.municipal.expenditures.in.every.
province.except.Ontario.(where.the.large.amount.of.social.service.
spending.produces.a.correspondingly.lower.proportion.of.spending.
in.other.areas).
Expenditures.on.recreation.and.cultural.services.account.for.between.
9.per.cent.and.22.per.cent.of.the.municipal.total.in.all.provinces.
Debt.charges.(permitted.on.capital.projects.only).show.consider-
able.variation.across.provinces,.from.a.high.of.11.per.cent.in.
Newfoundland.and.Labrador.to.just.over.2.per.cent.in.Ontario..
and.1.7.per.cent.in.Saskatchewan.

•

•

•

Per.Capita.Level.and.Distribution.of.Municipal.Government.Expenditures.by.Province,.2001
(per.cent)

municipal..
services nL Pe nS nB QC on mB Sk AB BC Canada

General.administration 16.2 12.9 10.4 11.1 12.2 8.9 13.7 12.4 12.2 10.0 11.0

Protection 4.7 23.2 20.1 21.0 16.7 13.4 19.7 17.6 14.3 18.8 15.9

Transportation 28.6 21.5 16.9 20.2 27.2 18.2 23.4 31.8 28.3 16.5 19.8

Health 0.1 0.1 0.1 0.4 0.2 3.5 2.2 0.6 1.6 1.8 2.0

Social.services 0.2 0.0 4.5 0.0 1.4 24.7 0.3 0.5 1.6 0.2 12.6

Education 0.1 0.0 14.2 0.0 0.1 0.0 0.0 0.0 0.3 0.0 0.4

Resource.conservation 0.7 1.7 0.8 2.4 2.8 1.6 2.4 3.6 3.4 1.4 2.0

Environment 22.1 12.7 16.8 25.4 12.0 13.3 17.4 15.4 13.9 20.4 14.0

Recreation/culture 14.5 21.9 10.7 12.7 12.4 8.7 9.4 14.2 13.8 19.6 11.1

Housing 0.6 0.0 0.2 0.3 2.9 5.0 0.4 0.4 0.7 0.6 2.6

Regional.planning 1.2 2.3 1.5 2.0 2.5 0.1 2.3 1.7 3.0 2.3 2.2

Debt.charges 11.4 3.7 3.7 4.2 9.4 2.3 8.5 1.7 7.1 6.3 5.9

Other 0.0 0.0 0.0 0.2 0.0 0.2 0.4 0.1 0.0 2.2 0.5

totAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

.Source:.Kitchen,.Financing Canadian Cities in the Future?, p..4..

municipal.responsibilities.by.Province
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Regina is also notable in seeing a high percentage  

(49 per cent) of its total revenues coming from own-

source revenue other than property tax. Similar to 

Saskatoon, it uses a utility billing system that makes 

for a financially self-sufficient water, sewer and storm 

drainage utility. The city uses a metered revenue system 

to bill for the actual cubic metres of water used or  

sewage produced by each residence or business.

taxes
As the linchpin of municipal finance in Canada, the 

property tax is an important but inflexible source of 

revenue for municipal governments.28 Economists gen-

erally agree that the property tax is an appropriate way 

28. FCM,.Early Warning,.p..7.

to fund municipal services that benefit all, but is a poor 

tool to finance income redistribution programs, such 

as social housing.29 The notion of inflexibility stems 

from the fact that the property tax is highly visible and 

thus difficult to increase when municipal governments 

require more revenue. Compared with other jurisdictions, 

Canadian municipal governments have few options when 

it comes to local taxation. However, individual munici-

palities do levy other taxes: 

Hotel and motel occupancy taxes are levied in 

Vancouver and Victoria. Proceeds from the 4 per 

cent tax on the room are reinvested in tourism.  

The City of Winnipeg has an agreement in principle 

to levy a hotel tax, but does not impose one.

Business occupancy taxes are mandatory in 

Winnipeg but optional elsewhere. Alberta munici-

palities may set business revitalization zone taxes.

Parking taxes are collected by the Greater 

Vancouver Transportation Authority (though the  

tax rate is set by the province). 

Municipal income taxes, visitor or commuter taxes and  

sales taxes are popular in the United States and in Europe.  

In Scandinavia, local income taxes are the main revenue 

source for local governments. In Sweden, income taxes  

are the only source of local taxation and account for nearly 

two-thirds of total revenue.30 In the U.S., approximately 

3,800 local governments levy local income taxes. Income  

tax revenues account for more than 20 per cent of local  

tax revenue in Ohio and Pennsylvania and close to 30 per 

cent in Maryland. Municipal governments in Canada 

cannot levy such taxes. However, they did have the right 

to levy an income tax until 1941, and were collecting 

income tax long before the federal government began 

doing so in 1917. 

Sales taxes are collected by local governments in 31 U.S. 

states and the District of Columbia. Some of these states  

impose a relatively low rate of 0.25 per cent in a num-

ber of transit districts to subsidize public transportation. 

29. In.keeping.with.the.benefits.model.of.local.government.finance,.taxes.
should.reflect.the.benefits.received.from.the.service(s)..Where.services.
are.income.redistributional.in.nature.or.the.intended.beneficiaries.could.
be.excluded.from.the.service.if.unable.to.pay,.property.taxes.are.a.
crude.and.inefficient.instrument..(Kitchen.and.Slack,.“Special.Study.”)

30. ODPM,.Balance of Funding..

•

•

•

Chart.2
Per.Capita.Expenditures,.Canada’s.10.Major.Cities,*.2004
(dollars)

*Halifax,.Montréal,.Ottawa,.Toronto,.Winnipeg,.Regina,.Saskatoon,.Calgary,.Edmonton.
and.Vancouver.GVRD.
Source:.The.Conference.Board.of.Canada.compilation.from.municipal.annual.consolidated.
financial.statements.(2004).
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table.3
Municipal.Government.Revenues,.1993–2004.

revenue.type
1993.revenue..

($.millions)
Share.of.1993.

total.(%)
2004.revenue..

($.millions)
Share.of.2004.

total.(%).

Average.annual.
increase..

1993–2004.(%)

own.Source 28,278 74.6 ....44,830. 84.1 4.3

Property.and.related.taxes* 18,501 48.8 ....28,399. 53.3 4.0

Consumption.taxes ..47 .0.1 ....96. 0.2 6.7

Other.taxes .342 .0.9 ...674. 1.3 6.4

User.fees .7,005 18.5 ..12,491. 23.4 5.4

Investment.income .1,942 .5.1 ...2,394. 4.5 1.9...

Other.own-source.revenues. .408 .1.0 ...776. 1.5 6.0

Government.transfers. .9,633 25.4 ...8,476. 15.9 –1.2

General.purpose.transfers .1,505 .4.0 ...1,576. 3.0 0.4

Specific.purpose.transfers .8,128 21.4 ...6,900. 12.9 –1.5

Federal.government.specific.purpose.transfers .215 .0.6 ...672. 1.3 10.9

Provincial.and.territorial.government.specific..
purpose.transfers .7,914 20.1 ..6,228. 11.7 –2.2

.totAL.(own.Source.plus.Government.transfers) 37,911 100.0 ..55,472 ..100.0 ..3.2

*Related.taxes.include.land.transfer.tax,.grants.in.lieu,.lot.levies,.special.assessments.and.business.taxes.
Sources:.The.Conference.Board.of.Canada;.Statistics.Canada.

Chart.3
Per.Capita.Sources.of.Revenue,.Canada’s.10.Major.Cities,*.2004
(dollars)

*Halifax,.Montréal,.Ottawa,.Toronto,.Winnipeg,.Regina,.Saskatoon,.Calgary,.Edmonton.and.Vancouver.GVRD.
Source:.The.Conference.Board.of.Canada.compilation.from.municipal.annual.consolidated.financial.statements,.2004.
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In other states, the rates may be as high as 5 per cent 

with revenues not earmarked for specific expenditures. 

In some states (for example, Virginia and California), 

all cities levy a local sales tax.31

user.Fees
User fees are imposed for a variety of municipal ser-

vices, such as water, public transit, parking, parks and 

recreation programs, and waste disposal. User fees not 

only provide a revenue source but may also serve to 

discourage wasteful behaviour. In theory, user fees have 

the potential to offer the same efficiency advantages as 

private sector prices. In reality, however, most public 

services are under-priced; the most notable example is 

water. In considering and setting user fees, municipal 

governments must ensure that low-income residents 

have equal access to services such as transit or recrea-

tional programming.

in.1993,.federal.and.provincial.transfer.payments.to.local.
governments.accounted.for.25.per.cent.of.municipal.rev-
enues;.by.2004,.transfers.accounted.for.just.16.per.cent.

The main difference between a fee and a tax is that a 

fee is for a particular service or use of a public asset 

and may not be used to add to general revenues. In 

practice, municipal governments may face limitations 

on the types of services for which a user fee may be 

charged. For example, the Municipal Act of Ontario 

enables the provincial Minister of Municipal Affairs 

and Housing to impose conditions and limits on the 

powers of a municipality with respect to the fees that 

can be charged. This is similarly true for licensing, 

another—although smaller—revenue source for  

municipal governments.

Government.transfers.and.revenue.Sharing
In 1993, federal and provincial transfer payments to 

local governments accounted for 25 per cent of municipal  

revenues; by 2004, transfers accounted for just 16 per  

cent. The sharpest decline occurred between 1995 

and 2000, but payments have since levelled off. In all 

regions, provincial contributions provide the bulk of 

31. Kitchen.and.Slack,.“Special.Study.”

grants and transfers, while the federal government pro-

vides considerably less (principally through payment in 

lieu of property taxes). 

However, in 2004, the Government of Canada stemmed 

years of declining federal transfers with two initiatives 

under the New Deal for Cities and Communities. The 

Government committed to rebating the goods and ser-

vices tax (GST) to municipal governments—which will 

amount to a revenue gain of $7 billion over 10 years. 

More significantly, the 2005 federal budget included 

the long-awaited proposal for sharing fuel tax revenue, 

with $5 billion to benefit municipalities over a five-year 

period. Individual agreements with each province and 

territory establish the allocation formula (predominantly 

based on a per capita amount) for distributing these 

funds to communities. In June 2005, the Minister of 

State for Infrastructure and Communities announced  

an additional $800 million over two years specific-

ally for public transit. All of those commitments were 

superseded by the 2006 federal budget, which pledged 

a total of $16.5 billion for provincial, territorial and 

municipal infrastructure over the next four years. (See 

box “Federal Funds Supporting Cities and Towns.”)

The City of Toronto is unique in having struck a bilateral  

agreement concerning public transit ridership. Beginning 

in 2006, $212 million will be available to the city over 

two years.32 The two-year federal funding provides an 

immediate, welcome injection of much-needed capital 

but falls short of rendering a long-term solution. 

In keeping with the federal government’s renewed inter-

est in municipalities, many provincial governments 

have followed suit with their own enhanced initiatives. 

For instance:

Manitoba announced a contribution of $1.4 million 

for public transit upon signing the agreement with 

the federal government to allocate fuel tax revenue.

Alberta is giving approximately 2.5 hectares of 

provincially owned land to complement federal 

funds enabling Edmonton to expand its Light Rail 

Transit system.

32. The.$212.million.is.composed.of:.$98.million.from.the.Federal.
Public.Transit.Funds.transfer;.$49.million.from.the.Federal.Gas.Tax.
Agreement;.and.$64.million.from.the.Canada.Strategic.Infrastructure.
Fund.as.part.of.a.federal–provincial–city.$1.05.billion.five-year.capital.
funding.agreement.specifically.for.the.TTC.infrastructure..

•

•
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Ontario is committed to sharing $680 million of 

provincial fuel tax revenue with municipalities over 

three years.

Quebec recently signed a new six-year fiscal 

agreement with its municipalities. The agreement 

transfers new funds, exempts municipalities from 

the provincial sales tax and offers stable, predict-

able long-term funding. Municipalities praised the 

provincial government’s collaborative approach, but 

have concerns that the total new funds do not match 

provincially-mandated service requirements.

Nevertheless, provincial governments have moved away  

from the days when they supported a wide range of local  

government programs and infrastructure, which is causing  

municipalities concern over the deep cuts in total trans-

fers. The Union of British Columbia Municipalities, for 

example, documented a reduction in general fund trans-

fer payments from $209 million in 1996 to $90 million 

in 1999—with most of these funds being paid to the 

smallest municipalities.33

other.revenues
Other sources of revenue available to municipal govern-

ments in Canada include: licensing and permit fees, 

fines and penalties, investment income, development 

charges and special capital levies (e.g., local improve-

ments). Taken together, these revenue sources account 

for a small share of total municipal revenue and, as 

described previously, may be subject to limitations pre-

scribed in provincial legislation. The possible exception 

is revenue from development charges (accounted for 

under property and related taxes in Table 3), generated 

from developers contributing to growth-related capital 

costs for infrastructure. Only municipalities experien-

cing rapid growth could expect to garner significant 

revenue from this type of charge. 

Debt.Financing
Provincial legislation prohibits municipalities from incur-

ring deficits in their operating budgets and allows borrow-

ing for capital projects only. Even for capital projects, 

municipal governments face provincial constraints on 

the amount of money they can borrow. Since municipal 

33. G.L..Williams.and.Associates,.“An.Update.of.Intergovernmental.
Transfers.”

•

•

Federal.Funds.Supporting.Cities.and.towns

existing.Funds
funding Generally allocated on a Population basis 

Municipal.Rural.Infrastructure.Fund:.$1.billion.for.
smaller.scale.municipal.infrastructure.projects.that.
improve.quality.of.life,.sustainable.development.and.
economic.opportunities..Every.jurisdiction.receives.a.
minimum.of.$15.million,.and.the.rest.is.allocated.on.a.
per.capita.basis.
Infrastructure.Canada.Program:.$2.05.billion.for.urban.
and.rural.projects.that.improve.quality.of.life..Funds.are.
allocated.to.regions.based.on.their.share.of.Canada’s.
population.and.their.share.of.Canada’s.unemployed.
Strategic.Highways.Infrastructure.Program:.$600.mil-
lion.for.strategic.investments.in.highway.infrastructure.
across.Canada.supporting.trade,.tourism.and.invest-
ment..Every.jurisdiction.receives.a.minimum.of.$4.mil-
lion,.and.the.rest.is.allocated.on.a.per.capita.basis.
Gas.Tax.Funding:.$5.billion.over.the.next.five.years.for.
infrastructure.allocated.to.provinces.on.a.per.capita.
basis.

funding Generally allocated on a case-by-case basis
Canada.Strategic.Infrastructure.Fund:.$4.billion.for.
projects.of.major.federal.and.regional.significance,.
vital.to.sustaining.growth.
Border.Infrastructure.Fund:.$600.million.for.the.busi-
est.Canada–U.S..crossings.and.highway.approaches.
Green.Municipal.Fund:.$550.million.for.environmental.
infrastructure.
National.Homelessness.Initiative:.$405.million.for.pro-
jects.to.reduce.homelessness.

new.Funding.from.the.2006.Federal.Budget.
funding Generally allocated on a Population basis

Municipal.Rural.Infrastructure.Fund:.$1.5.billion.over.
the.next.four.years..The.current.funding.allocation.is.
under.review;.previous.funding.was.allocated.on.a.per.
capita.basis.
Public.Transit.Capital.Trust:.$900.million.over.the.next.
three.years;.allocation.to.provinces.on.an.equal.per.
capita.basis.

funding Generally allocated on a case-by-case basis
Canada.Strategic.Infrastructure.Fund:.$1.2.billion.over.
the.next.four.years..The.current.funding.allocation.is.
under.review;.previous.funding.was.allocated.on.a.
case-by-case.basis.
Highways.and.Border.Infrastructure.Fund:.$1.7.billion.
over.the.next.four.years.
Canada’s.Strategic.Gateway.Initiative:.$239.million.
over.the.next.four.years.

Source:.The.Conference.Board.of.Canada.
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governments must pay debt through their operating 

budgets and break even every year, they must be careful 

to ensure that capital borrowing does not hinder their 

ability to deliver basic services and meet minimum debt 

repayments. Municipal governments, like other borrow-

ers, must take into account the effect of their debt load 

on the city’s bond rating. 

the.fiscal.rewards.to.growth.accrue.at.the.federal..
and.provincial.levels,.but.the.burdens.weigh.on..
the.shoulders.of.municipalities..

FiSCAL.imBALAnCe
The bottom line is that while growth brings many 

benefits, the fiscal rewards accrue at the federal and 

provincial levels, but the burdens weigh on the shoul-

ders of municipalities. With limited revenue options and 

increasing expenditures, local governments are facing a 

fiscal crisis. Watching federal and provincial government 

revenues grow more quickly than their own, mayors and 

councillors are asking why no one is paying attention to 

the municipal fiscal imbalance. Perhaps, as Enid Slack 

has pointed out, it is difficult to prove that municipalities 

are facing “vertical” fiscal imbalance—a condition in 

which “the fiscal capacity of a government is insufficient 

to meet its spending responsibilities while the fiscal 

capacity of another order of government is greater than 

is needed to sustain its spending obligations, while both 

orders of government provide public services to the same 

taxpayer.”34 Given that provincial legislation forbids 

municipal borrowing for operating expenses and limits 

borrowing for capital investment, municipal expenditures 

are not, in fact, exceeding revenues. But as Slack warns:

If municipal governments in Canada appear fis-

cally healthy because they have under-invested 

in services and infrastructure essential to their 

economic health (transportation, roads, sewers, 

recreational facilities, for example), the seeds of 

a serious future crisis may already be sown in 

terms of the overall health of our municipalities. 

This prospect does not bode well for the future 

well-being of our municipalities—or, by extension, 

for the country as a whole.35

municipal.expenses.Are.Growing
Across Canada, municipal governments face rising 

expenditures stemming from increased responsibilities, 

changing public expectations and general economic con-

ditions. During the past 15 years, federal and provincial 

governments have off-loaded programs and services to  

municipalities. For example, the federal government has  

passed on part of the maintenance of municipal airports,  

local ports and harbours, and immigrant settlement. 

Meanwhile, some provinces have shifted additional 

responsibilities to municipalities in the areas of transit,  

child care, social housing, social assistance, ferries,  

some airports and property tax assessment.36 In Ontario, 

the government has passed on the burden of maintain-

ing certain provincial highways. In other instances, 

provincial governments have introduced new regulations 

requiring costly municipal compliance. Over the past 

eight years the Government of Quebec has introduced 

new service norms and standards (e.g., for fire and 

police protection, public security, water quality and 

waste treatment) which municipalities must meet, at 

considerable expense. In most cases, the federal and 

provincial governments handed down these responsibil-

ities and obligations with no additional funding.

Across.Canada,.municipal.governments.face..
rising.expenditures.stemming.from.increased..
responsibilities,.changing.public.expectations..
and.general.economic.conditions.

Changing public expectations and economic impera-

tives are also imposing new spending burdens on muni-

cipalities. Cities must respond to increasing demands 

for high-quality services, public amenities and efficient 

infrastructure in order to compete globally for knowledge 

workers. Citizens expect to have access to a range of 

35. Ibid.,.p..7.

36. There.is.great.variability.in.the.amount.and.type.of.responsibilities.
off-loaded.by.the.provinces..Very.little.off-loading.has.occurred.
in.Alberta.over.the.past.15.years,.especially.in.comparison.with.
Ontario—where.municipalities.have.gained.responsibility.for.a.
number.of.social.programs.traditionally.funded.directly.by.the.province..
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community assets including libraries, community centres, 

cultural centres and sports facilities. Municipalities today 

must therefore take on far more than their traditional 

responsibilities of garbage collection, snow removal, 

policing, fire protection and road maintenance. They 

also need to deliver programs to make diversity work 

throughout the community; manage high-cost security 

concerns to prevent terrorism; and handle a growing 

array of environmental problems related to energy use, 

waste management and urban transportation. 

The rising cost of urban transportation is a particular 

burden to fast-growing municipalities. (See Chapter 4.) 

The higher costs of urban sprawl have been well docu-

mented, and show that low-density development drives 

up spending on new infrastructure and services. Above 

all, more people in cities means more demands placed 

on existing city infrastructure. Much of Canada’s exist-

ing urban transit systems, roads, highways, bridges 

and waterworks are now between 30 and 50 years old, 

and their useful life has come or is coming to an end. 

This, combined with deferred maintenance and renewal 

spending over the past two decades, has resulted in a 

huge infrastructure spending shortfall, which places a 

major demand on current and future municipal expendi-

tures.37 Although governments are making new invest-

ments, they are not commensurate with the scale of 

investment needed.38 

municipal.revenues.Are.Lagging
From 1989 to 2004, the rate of growth in municipalities’ 

revenues did not keep pace with that enjoyed by other 

levels of government. The average annual increase in 

local governments’ total revenues was a modest 3.1 per 

cent, while provincial governments recorded an average 

of 4 per cent and the federal government, 4.4 per cent. 

These small annual increments add up to big disparities 

over time. From 1996 to 2001, for example, provincial/

37. Infrastructure.gap.estimates.ranged.from.$50.billion.to.$125.billion.
in.2002.and.2003,.and.have.only.continued.to.grow.since.then..See,.
for.example,.Mirza.and.Haider,.The State of Infrastructure,.and..
The.Canadian.Society.for.Civil.Engineering,.Critical Condition..

38. For.instance,.the.Alberta.Municipal.Infrastructure.Program.(AMIP),.
launched.in.2005,.offers.$3.billion.for.infrastructure.development.
and.maintenance.in.municipalities.across.Alberta;.yet.the.Mayor.
of.Calgary.was.recently.quoted.as.saying.that.Calgary.alone.needs.
$5.5.billion.to.replace.and.repair.old.infrastructure.and.meet.new.
demands.over.the.next.10.years..(Chase,.“Cities.Struggling.”)

territorial and federal government revenues increased, 

on average, by 25 per cent, while municipal revenues 

increased by only 14 per cent.39

Responsibility for the lagging growth in municipal  

revenues lies largely with declining transfers received 

by municipalities, as described earlier on page 86. Over 

the past 11 years, transfers to municipalities have decreased 

every single year, with an average annual decline of 

nearly 1.2 per cent. (See Table 3.) In contrast, munici-

palities’ own-source revenues increased an average of 

4.3 per cent annually during the same period, in line 

with the revenue growth experienced by other levels  

of government. This upturn was largely the result of 

growth in the property tax assessment base, fuelled by 

the strong housing market that began in the late 1990s. 

From.1996.to.2001,.provincial/territorial.and.federal..
government.revenues.increased,.on.average,.by..
25.per.cent,.while.municipal.revenues.increased..
by.only.14.per.cent.

However, the current situation—in which residential 

property tax revenue has been supporting the mod-

est annual growth in municipal revenues—is unlikely 

to continue. Residential tax revenues will be hard hit 

by the aging of the Canadian population. New young 

households (comprising 25 to 44 year olds) will form 

a declining share of Canada’s population, contribut-

ing to a drop in housing starts over the next 20 years. 

The market for single-family houses will also weaken 

as people age and downsize their homes, thus limiting 

growth in housing prices. These expected developments 

do not bode well for municipalities’ future revenue 

growth from their residential tax base.

Commercial property tax revenue should continue to 

grow in line with economic activity, offsetting somewhat 

the slower growth in residential property tax revenues. 

However, given that property tax revenues from residential 

sources are now double those from commercial sources, 

the growth of municipalities’ overall property tax revenues 

will significantly slow down.

39. FCM,.Our Cities, Our Future,.p..25.
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Could municipalities be making better use of the fis-

cal tools available to them to increase their revenues? 

While this question is examined in more detail later in 

this chapter, the short answer is yes—but such measures 

would still be insufficient to cover municipalities’ rising 

expenditure demands.40

the.impact.of.Low.revenue.Growth
The low revenue growth that cities have experienced 

over the past 11 years has hit their purchasing power 

hard. It has affected both the level of services that cities 

can offer and their capacity to maintain and renew pub-

lic infrastructure. Table 4 makes this abundantly clear. 

It presents data on both operating expenditures (which 

determine the level of services a city can provide) and 

investment (which is the amount used for public infra-

structure). The average growth in total local government 

expenditures from 1993 to 2004 was 3.2 per cent per 

40. For.similar.conclusions,.see.Slack,.Fiscal Imbalance,.p..8,.and.
Courchene,.“Citistates.”

year. The table also shows that spending in most areas 

has risen very modestly indeed, and has declined in the 

area of debt charges (comprised almost entirely of inter-

est payments) as a result of a declining debt level and 

lower interest rates. 

municipalities.could.make.better.use.of.the.fiscal.tools.
available.to.them—but.such.measures.would.still.be.
insufficient.to.resolve.revenue.shortfalls.

While municipal spending did see an increase of 6 per 

cent per year between 2002 and 2004, there are three 

important points to keep in mind. First, this increase 

in expenditures was largely fuelled by the boom in 

the housing market and the relatively healthy gain in 

property tax revenues that began in the late 1990s.41 

41. Also.note.that,.as.the.housing.market.rises,.it.takes.some.time.
for.improvements.to.existing.property.and.new.housing.to.be.
reflected.in.updated.assessments.and.then.translated.into.higher.
property.taxes..

table.4.
Municipal.Government.Expenditures,.2004.

$.millions Share.of.total.(%).
Average.annual.increase,.

1993–2004.(%)

General.government.services 4,889 .8.8 2.5

Protection.of.persons/property 9,269 16.7 4.4

Transportation. 10,796 19.5 3.1

Health. 1,379 .2.5 5.4

Social.services 5,655 10.2 0.5

Education 206 .0.4 3.0

Resource.conservation.and.industrial.development 1,044 .1.9 3.0

Environment 10,051 18.1 5.4

Recreation.and.culture 6,825 12.3 4.1

Housing 2,072 3.7 10.9

Regional.planning.and.development 1,025 .1.8 4.1

Debt.charges 2,203 4.0 –3.8

Other.expenditures 56 0.1 –11.1

totAL 55,472 100.0 .3.2.
[0.3.in.constant.dollars..

per.capita]

Sources:.The.Conference.Board.of.Canada;.Statistics.Canada.
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Second, this increase in spending was not matched by 

the increase in revenues from property taxes, which 

rose only 5.4 per cent per year over the same period. 

Third, this boom will not last forever. Housing starts 

are forecast to drop over the next 20 years; the market 

for single-family homes will weaken as people age 

and choose to downsize; and property tax revenues are 

expected to decelerate.42 These factors cast a shadow 

on the residential tax base, raising concerns about the 

sources of future municipal revenue and the potential 

for growth. 

Prior to the housing boom, per capita spending by 

Canada’s local governments was following a downward 

trend: in 1992, local governments were spending $1,355 

on every resident, while in 2002 that amount declined to 

$1,317 (in 1992 dollars).43 This drop was highly detri-

mental to local governments, since it coincided with their 

inheritance of a larger mandate from both the federal 

and provincial governments. (The recent rise in spending 

allowed the real per capita figure to overtake the 1992 

figure for the first time in 2004, when it reached $1,395.) 

Aging.infrastructure,.new.spending.demands..
and.the.prospect.of.declining.municipal.property..
tax.revenues.raise.serious.concerns.about.the..
municipal.fiscal.imbalance..

Even without an agreed-upon standard of services that 

municipalities ought to provide, it is clear that this track 

record of modest spending will place limits on munici-

palities’ ability to meet the growing need for investment 

in new services and infrastructure. Taken together, the 

burden of overdue capital renewal, new demands in areas 

such as security, public health and environmental pro-

tection, and the prospect of declining municipal property 

tax revenues raise serious concerns about the municipal 

fiscal imbalance. 

42. CBoC,.Performance and Potential 2004–05,.pp..146–147.

43. Ibid.,.p..148;.figures.updated.by.the.Conference.Board.October.
2006,.based.on.Statistics.Canada.revisions.to.local.government.
expenditures..

Beyond.a.reasonable.Doubt:.municipalities.Face.
Fiscal.imbalance
Work conducted by the Conference Board has shown that 

the fiscal health of Canada’s cities will only worsen 

under current conditions.44 Sticking to the status quo 

over the next 20 years means that:

the property tax will continue to be the dominant 

form of revenue; and

capital spending will be confined to what is pos-

sible within existing debt levels (a highly realistic 

assumption given cities’ extreme reluctance to 

increase their debt levels). 

these.assumptions.lead.the.Conference.Board.to..
predict.that,.under.status.quo.fiscal.arrangements,..
cities.will.lack.adequate.resources.to.address.the..
infrastructure.gap..

Based on the assumption that property taxes will grow 

by an annual average of 2 per cent over the next 20 years, 

municipalities’ reliance on such revenue will greatly 

limit their capacity for growth. On the expenses side, 

the assumption is that operating expenditures (exclud-

ing interest payments) will grow by an annual average 

of 2.9 per cent (the rate of increase needed to maintain 

a constant level of real per capita operating expendi-

tures over the 20-year period).

These assumptions led the Conference Board to predict 

that, under status quo fiscal arrangements, cities will 

lack adequate resources to address the infrastructure 

gap. Growth in capital spending would be limited to an 

average annual increase of 3 per cent in current dollars, 

which is markedly less than the 4.5 per cent annual 

increase required to both maintain and expand the cap-

ital stock in line with population growth. The forecast 

level of capital spending under the status quo would 

have been even weaker without the optimistic assump-

tion that transfers to municipalities would increase  

by 2.9 per cent per year, a rate equivalent to that of 

inflation and population growth combined. 

44. Ibid.,.pp..150–151.

•

•
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However, government transfers actually decreased by 

an average of 1.2 per cent per year from 1993 to 2004. 

If forecasters had instead included that rate of continued 

decline in municipal income from transfers in their 

calculations, the forecast would have limited growth in 

capital spending to 2.4 per cent. Under either scenario 

(projected growth in capital spending based on a growth 

in transfers to municipalities of 2.9 per cent, or based 

on a decrease of 1.2 per cent), the infrastructure gap 

will in fact continue to grow.

too.much.is.at.risk.to.allow.municipal.fiscal.imbalance.
to.continue.unaddressed.

As noted, other analysts have also sounded a warning 

bell. Most recently, the Big City Mayors’ Caucus of the 

FCM delivered a report on the fiscal plight of Canada’s 

big cities that directs three major recommendations to 

all orders of government nationwide:

cities must have access to long-term, predictable 

sources of revenue that grow with the economy;

governments must cooperate “to ensure that roles 

and responsibilities are linked with appropriate 

resources”; and

a national transit program must be established to 

address the municipal infrastructure gap.45

An additional recommendation calls for municipalities 

to gather comprehensive and reliable data to demonstrate 

clearly the extent of current under-investment in services 

and infrastructure. Such data are currently not available.

Canadians—leaders, the public and the media—must 

become more aware of the fiscal imbalance at the municipal 

level. As wrangling over the much-debated “horizontal” 

fiscal imbalance among provinces continues to grab 

national headlines, the fiscal plight of Canada’s major 

cities remains largely off the public radar. Too much is at 

risk—for city residents and for the economic health of the 

country as a whole—to allow this brewing crisis to  

continue unaddressed.

45. FCM,.Our Cities, Our Future.

•

•

•

more.money.AnD.SmArter.money
In the face of rapid growth, increasing responsibilities 

and a growing fiscal imbalance, municipalities need 

access to more revenue. Equally important is the need 

for access to revenues that meet the tests of account-

ability, fairness and transparency. There are four options 

for bringing in additional revenues: 

local governments can make better use of  

existing tools;

provincial governments can authorize new  

sources of revenue;

federal and provincial governments can take  

back unfunded mandates; and (or) 

federal and provincial governments can increase 

transfer payments.

making.Better.use.of.existing.tools
Do municipal governments in Canada have room to 

raise more money from property taxes and user fees? 

While experts generally agree that user fees could and 

should be increased to reflect the true cost of service 

provision, most acknowledge that there are narrower 

limits to potential increases in property taxes. 

Property.taxes.are.linked.to.a.revenue.source.that.is..
not.very.buoyant—real.estate.values.respond.more.
slowly.to.annual.changes.in.economic.activity.

Aside from the political nervousness about raising this  

highly visible tax, economic considerations support a  

reduced rather than an enhanced dependency on property 

taxes. Such a tax can be regressive—that is, “unfair”— 

because it often bears a weak relationship to an indi-

vidual’s ability to pay. Furthermore, property taxes are 

linked to a revenue source that is not very buoyant—real 

estate values respond more slowly to annual changes in 

economic activity, and in turn, property value increases 

do not automatically generate more property tax income.

A further distortion in current property tax regimes 

derives from the tendency for local governments in 

Canada to impose higher tax rates on commercial  

•

•

•

•
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and industrial properties than on residential properties. 

The over-taxation of non-residential properties can 

impede competitiveness and dampen economic activity, 

particularly for multinational companies. In a 1997 

report, the Department of Finance concluded: “When  

a profit-insensitive tax leads to over-taxation of busi-

nesses, it has the potential for lowering economic activ-

ity, reducing output, generating fewer jobs and leading  

to a less competitive business environment.”46 

User fees, on the other hand, are commonly set at levels 

below the marginal cost of delivering the service.47 Under-

priced water, for example, has led to Canadians consum-

ing more than twice the amount of water per capita as the 

French, at one-fourth the price.48 Many municipal services 

that could be financed through user fees currently bear no 

charges at all. For example, Canadian cities have made 

little effort to impose user fees on roads, notwithstanding 

the fact that urban traffic congestion ranks high among cit-

izen concerns. Elsewhere (such as Singapore and London), 

tolls and congestion charges have been used to great effect, 

bringing in revenue while alleviating traffic problems. (See 

discussion of road pricing in Chapter 4.)

municipalities.could.also.make.better.use.of.their.resour-
ces.by.exploring.the.potential.of.contracting.out.services.

Appropriately set, user fees offer the benefits of trans-

parency (you get what you pay for) and accountability 

(the fee-setter is the fee-collector). However, municipal 

governments need to ensure that lower-income residents 

have the same access as higher-income residents to fee-

for-service public facilities.

Municipalities could also make better use of their resources 

by exploring the potential of contracting out services that  

others might be able to do better and more efficiently while 

meeting municipally set standards. As an example of a  

variation on this theme, the U.K. has recently made a policy  

shift allowing cities to bid on each other’s services, creating 

46. Cited.in.Kitchen,.“Financing.Canadian.Cities,”.p..11.

47. TD.Economics,.A Choice,.p..17.

48. Environment.Canada,.“Freshwater.Website.”..

a free-market entrepreneurialism in municipal govern-

ment.49 There is strong reason to think that competition 

in service delivery can produce better results. 

A problem in implementing this strategy, however, stems  

from the dearth of reliable information about existing 

municipal service costs in Canadian cities, which prevents 

accurate benchmarking across cities and comparison of  

the status quo with alternative options. Rigorous research 

into existing municipal service delivery across Canada 

is needed to establish how various demographic and 

service-standard factors drive costs and spending. Only 

then can municipalities base their decision-making about 

the potentials and pitfalls of competitive service delivery 

models on evidence more robust than mere anecdote.

there.is.a.dearth.of.reliable.information.about..
existing.municipal.service.costs.in.Canadian.cities,.
which.prevents.accurate.benchmarking.across.cities.and.
comparison.of.the.status.quo.with.alternative.options.

new.revenue.Sources
Canadian experts generally agree that cities must find 

new sources of taxation.50 Expanding the local govern-

ment tool kit would enable municipalities to break their 

dependence on property taxes and provide the oppor-

tunity for local solutions. Demographic, economic  

and political conditions vary across the country and 

fluctuate over time. A broader mix of taxes would give 

municipalities more flexibility to respond to local con-

ditions and a greater capacity to achieve different public 

policy objectives. 

For example, unlike property taxes, sales taxes and payroll 

taxes can capture the service benefits that non-resident com-

muters receive when traveling from their home municipality 

49. Berridge,.“The.Creative.City.”

50. One.notable.exception.comes.from.the.C.D..Howe.Institute,.which.
recently.argued.that.municipal.governments.outside.Alberta.and.
Ontario.have.adequate.fiscal.tools,.which.should.be.more.fully.
exploited..They.concede.that.additional.taxing.powers.are.needed.
for.Alberta.and.Ontario.municipalities..(This.is.an.important.con-
cession.considering.that.nearly.half.of.Canada’s.27.CMAs.and..
45.per.cent.of.Canada’s.population.are.in.Ontario.or.Alberta..
municipalities:.Mintz.and.Roberts,.“Running.on.Empty.”)
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to their place of work. Recent evidence from the U.S. 

suggests that the cost of inner-city services used by 

people who live in the suburbs but commute to work in 

the city centre exceeds what they pay for those services.51 

Sales and income taxes are also more buoyant than property 

taxes, allowing municipal governments to share in the 

benefits of economic prosperity. Conversely, property 

taxes provide a more stable revenue source during periods 

of economic decline. Overreliance on any single revenue 

source is akin to putting all of your eggs in one basket—

not recommended.

in.Canada,.only.vancouver,.montréal.and.cities..
in.manitoba.have.the.authority.to.impose.hotel..
and.motel.occupancy.taxes..

Hotel occupancy taxes also capture the transient city 

“user” but apply to non-resident visitors only. As such, 

they are politically attractive—tourists don’t vote. 

These taxes are popular in the U.S. In Canada, only 

Vancouver, Montréal and cities in Manitoba have the 

authority to impose hotel and motel occupancy taxes.  

In 2001, Vancouver raised $8.2 million; Montréal raised 

$8.3 million (and $8.4 million in 2002).52 Hotel occu-

pancy taxes are justified on the grounds that they com-

pensate local governments for expanded tourist-related 

services, such as additional police and fire protection, 

and expanded public transit capacity. In Montréal, rev-

enues from the hotel and motel occupancy tax go to the 

tourist association. 

upload.unfunded.mandates
Both federal and provincial governments have off-loaded 

additional responsibilities on municipalities. The smor-

gasbord of transferred programs and services includes 

infrastructure (airports and harbours), social services 

(including housing) and immigrant settlement. What the 

provincial and federal governments have largely failed 

to pass on, however, are the funds or taxing powers that 

would cover these additional responsibilities. To top it off, 

51. Kitchen.and.Slack,.“Special.Study,”.p..2226.

52. Ibid.,.p..2247.

they have reduced transfer payments to municipalities 

over the past 10 years in an effort to improve their own 

fiscal situation.

A straightforward, although politically contentious, 

solution would be to have the provinces and the federal 

government take back responsibilities for those areas  

left unfunded. Some have argued that local governments 

should not, in fact, be responsible for income redis-

tribution programs such as social housing and social 

assistance. Others contend that cities in Ontario have 

demonstrated that they are capable of planning and 

delivering these services that were off-loaded by the 

provincial government over the last decade, and may 

indeed be better positioned to respond to local needs. 

According to this latter view, more funding is needed, 

not fewer responsibilities. One way or another, the  

balance must be fixed.

more.Province,.more.Canada
In the mid- to late 1990s, municipal advocates argued 

strenuously for more provincial and federal funds to  

solve the local government revenue problem. Consecutive 

waves of government off-loading resulted in city budget 

documents with columns full of unfunded mandates. 

Advocates placed a strong emphasis on the need for 

increased provincial and federal funding for infrastructure  

in cities across Canada. In Ontario, additional pressure 

was put on the provincial government to fund social 

housing, an unfunded responsibility that was shifted to 

local governments in 2000. Provincial and federal gov-

ernments responded with new and enriched infrastruc-

ture programs (grants), as well as proposals for revenue 

sharing (such as the fuel tax and the GST rebate).

Both.federal.and.provincial.governments.have.off-loaded.
additional.responsibilities.on.municipalities—without.
the.funds.or.taxing.powers.to.compensate.

The case for more provincial and federal funding for 

municipalities was well put. Grants are a useful tool in 

addressing the infrastructure gap and are easily justi-

fiable where local infrastructure improvements help 
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meet provincial and federal objectives (for economic, 

environmental and social sustainability). However, as a 

response to municipalities’ needs for a reliable revenue 

stream, grants are an unsatisfactory solution:

They are unpredictable. Shifting priorities of federal 

and provincial politicians mean that grants can be 

here today and gone tomorrow. Even multi-year 

funding programs fall victim to politics. 

They can diminish local autonomy. For the most 

part, provincial and federal grants are conditional, 

requiring local governments to meet certain guide-

lines and typically to provide matching funds. While 

this is a legitimate approach to ensure that provin-

cial and federal priorities are met, the effect is likely 

to encourage municipalities to set their priorities 

accordingly (i.e., money tends to be directed to 

those services for which grants are available).

They obscure lines of accountability. Federal and 

provincial governments raise the money for the 

grants, while local governments make the deci-

sions on how to disburse the funds. The connection 

between those who benefit from the spending and 

those who bear the cost is weak. 

Grants.are.a.useful.tool.in.addressing.the.infrastructure.
gap,.but.as.a.response.to.municipalities’.needs.for.a.
reliable.revenue.stream,.they.are.an.unsatisfactory.
solution..

reCommenDAtionS.For.FiSCAL.reSourCeS
The Conference Board of Canada recommends that:

The federal and provincial governments work toward 

ending the municipal fiscal imbalance for major 

cities, potentially through such means as granting 

access to a growth tax, increasing transfers and 

reassuming responsibility for previously off-loaded 

services. 

Provincial governments permit a wider variety of tax  

instruments and user fees for municipal governments. 

•

•

•

28.

29.

The federal and provincial governments design 

new approaches to municipal funding to permit the 

strategic allocation of funds in line with the distinct 

needs and potential of major cities.

Municipal governments undertake systematic cross-

city research into current municipal service delivery 

costs and spending, with the aim of setting bench-

marks and assessing the cost-savings potentials and 

pitfalls of competitive service delivery models.

Municipal governments use the fiscal tools available 

to them more effectively, including property taxes, 

user fees and debt loads for capital projects. 

StronG.PoLitiCAL.LeADerShiP

Saddled with financial burdens, limited by provincial 

constraints and ignored by the federal government, city  

governments in Canada face an image problem. Municipal 

governments are typically viewed by their citizens as  

deliverers of services—as technical administrators 

rather than political visionaries. While effective local 

service delivery is an important and valued function 

of municipal government, the primacy of such a role 

reinforces a narrow approach to governing and does 

little to create opportunities for innovative solutions. 

This somewhat prosaic view of municipal governments 

is not new. Many believe it stems from the urban reform 

movements of the early 20th century, which saw the 

rise of city planning and the desire to eliminate polit-

ical partisanship and political corruption. During this 

period, the focus was on using administrative criteria 

to generate the “one best way” to carry out municipal 

programs—service delivery “by numbers.” This early 

context marked municipal politics and administration 

and structured citizen understanding. With the growth 

of provincial governments during the latter part of the 

20th century, municipal governments saw their influ-

ence wane and their parochial image persist. For the 

most part, municipal governments accepted their role 

30.

31.

32.
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as junior partners in government, welcoming the strong 

provincial role, since more provincially held respon-

sibilities meant less pressure for local tax increases. 

The property tax, on which local governments are 

increasingly dependent, is both insufficient to meet 

expenditure needs and, for many, regressive. As well, 

because it is so visible (in contrast to the income tax)  

it is the tax that everyone loves to hate. Hence these 

realities have narrowed the vision of leaders as to what 

is possible to accomplish. 

In a recent study, the Conference Board scanned media 

coverage of municipal elections in order to assess citizen 

interest in local government and the media’s role in shap-

ing issues.53 The results attest to a persisting view of 

municipal governments as technical administrators and 

service deliverers. Newspaper coverage clearly reflected 

this deeply held view of municipal government while  

at the same time reinforcing it. Most citizens see municipal 

government services and programs as being about day-

to-day activities and operations, rather than as part of 

an overall agenda for a sustainable urban future. Recent 

public opinion polls indicate that while Canadians are 

positive about their local governments, they show little 

support for giving them more responsibilities (perhaps 

reflecting a fear of tax increases).54

This parochial image of municipal government, 

reinforced by media coverage, is one of the barriers 

to developing the kind of dynamic, innovative city-

regions that Canada needs. The continual pressure 

from voters to keep taxes down and to limit the muni-

cipal mandate constrains innovation, be it economic, 

social, cultural, political or environmental. The evolu-

tion of federalism has, of course, further contributed 

to this image problem through the constitutional 

alignment of federal and provincial responsibilities. 

Municipal governments, as “creatures of the province,” 

tend to be regarded as junior partners in government. 

Furthermore, the federal government’s reliance on 

equalization and redistribution mechanisms to boost 

53. The.media.study.involved.analyses.of.the.content.of.municipal.
election.reporting.in.the.largest.local.newspapers.from.two.weeks.
before.to.one.week.after.the.most.recent.municipal.elections..

54. Ipsos.Reid,.How Do Canadians Feel?.

rural and northern regions comes at the expense of 

urban areas. 

Overcoming these barriers requires strong leadership 

from key local, regional and national players. Canada 

needs mayors with vision and determination to take 

decisive action; business, academic and community 

leaders willing to commit their energy to shaping the 

urban policy agenda; and public officials—elected and 

appointed—with the requisite courage and imagination 

to reshape the structures and relationships that govern 

our cities’—and our nation’s—success. 

StronG.LeADerS
Evidence from home and abroad indicates that strong 

local leadership is crucial to a city’s success. While the 

initial impetus and drive may come from leaders within 

the business or community sectors, political leader-

ship from the head of council is critical for transform-

ing visions into reality. A city mayor needs to set out 

the roles of government, business and community in 

achieving the goal and to map out markers of success. 

Research from the U.K. identifies the following as key 

capabilities of a strong municipal leader: 

a willingness to take brave long-term decisions;

a willingness to enter into partnerships;

a desire for excellence;

an understanding of the components of place that 

attract innovation and investment;

the ability to deliver; and

an understanding of the importance of ensuring 

adequate administrative capacity.55

A successful leader understands the need for engage-

ment and the reality of entanglement. Where disen-

tanglement was once viewed as an objective for good 

governance, today’s complex environment demands a 

web of actors to solve the “wicked” problems of our  

big cities. The mayor is pivotal in asserting the city’s 

needs and interests in the intergovernmental arena and 

in building relations with all sectors of the local com-

munity. Knowing with whom, how and when to forge  

partnerships to solve complex city issues is the mark  

of a good leader. 

55. ODPM,.State of the English Cities,.p..105.

•

•

•

•

•

•
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The mayor’s leadership also extends to developing rela-

tionships with other municipalities within the city-region 

to deal with strategic and immediate issues. This conclu-

sion is particularly significant given the fact that a “weak 

mayor system” predominates in Canada’s major cities. 

Hence, personal leadership abilities are paramount, both 

in exercising political leadership and in generating the 

administrative support required for policy development 

and implementation.

Clearly, the mayor has a key role in ensuring that coun-

cil works effectively and focuses on city priorities. Even 

the most politically skilled mayor will face heightened 

challenges when dealing with a large council. An execu-

tive committee of council and (or) vesting some executive 

authority in the role of the mayor may well be require-

ments for achieving a strategic focus in these cases. 

This issue has been recognized and addressed in both 

Montréal and Toronto.

the.SeLF-ConFiDent.City
It is sometimes viewed as a paradox that increased 

globalization has brought about the rise of cities and 

city-regions. Yet cities are the hubs of wealth and 

knowledge creation and the platforms for national  

success. It is in the interest of all Canadians that Canada’s 

cities achieve their potential. Canada’s cities need to 

step up from being “good enough” to being the most 

desirable places in which to live and to do business.  

We need self-confident cities that have the courage  

to innovate without imitating what others have done. 

Self-confident.cities.will.emerge.from.self-confident.
leaders.who.view.themselves.as.equal,.not.junior,..
partners.with.other.government.leaders..

A good place to start is to recognize that governance 

matters. Cities, like businesses, will flourish under 

confident and visionary leadership. Good local lead-

ers must set long-term goals for their community and 

engage with business and civil society to achieve them. 

Knowing when and how to engage other governments 

(whether federal, provincial or neighbouring municipal 

governments) is another hallmark of good leadership. 

Equipping local leaders with appropriate fiscal and 

governance tools is critical to ensuring success. Mayors 

and councillors must have sufficient autonomy to make 

decisions about how to fund new infrastructure, social 

housing or immigrant services. As city halls are the 

arenas for the most visible and participatory forms of 

democracy, decision-making is highly transparent. It is 

only appropriate that local governments be trusted with 

a wide range of funding options and be empowered 

with full accountability for their decisions. 

Fulfilling.the.potential.of.our.cities.requires..
leaders.who.know.how.to.leverage.urban.assets..
and.fix.urban.problems.

A self-confident city requires leaders who recognize 

what is unique about their city. For example, history 

and geography combined to create the beautiful, 

multicultural city of Vancouver and the cosmopolitan, 

financial powerhouse of Toronto. Striking contrasts 

can be found between each of Canada’s major cities, 

whose future success will depend on leveraging their 

particular assets. One can look back to Toronto in the 

1950s when city leaders chose to expand the streetcar 

and subway system rather than imitate the U.S. model 

of expanding roads and highways. In the 1970s, Mayor 

David Crombie campaigned and won by appealing to 

Torontonians’ sense of the importance of neighbour-

hoods to their city. His leadership launched a new era 

for the city marked by limits on high-rise densities, a 

focus on neighbourhood preservation, new mixed-income 

neighbourhood development and mixed-use downtown 

development. Vancouver in the 1970s and 1980s flour-

ished under the imaginative leadership of mayors Arthur 

Phillips and Mike Harcourt, who turned their vision of 

the False Creek mudflats into a vital neighbourhood.

Fulfilling the potential of our cities requires leaders who 

know how to leverage urban assets and fix urban problems. 

While cities can learn much from each other, solutions 

must be adapted to suit local needs. Self-confident cities 

will emerge from self-confident leaders who view them-

selves as equal, not junior, partners with other government 

leaders. 



hiGhLiGhtS

Canada’s.prosperity.

depends.on.the.success..

of.our.cities—particularly.

our.major.cities,.whose.

economic.growth,.accord-

ing.to.recent.Conference.

Board.research,.generates.

even.faster.rates.of.growth.

in.their.respective.regions.

However,.the.resources.at.

major.cities’.disposal.do.

not.match.their.importance.

as.engines.of.national.pros-

perity.or.their.challenges..

Municipal.fiscal.and.gov-

ernance.constraints.limit.

their.ability.to.deal.with.

infrastructure,.growth.man-

agement,.environmental.

and.social.challenges.

•

•

Canada.must.strengthen.

the.four.cornerstones.of.

cities’.success—a.strong.

knowledge.economy;..

connective.physical.infra-

structure.linking.people,.

goods.and.ideas;.environ-

mentally.sound.growth;.

and.socially.cohesive.

communities..

Federal.and.provincial.gov-

ernments.must.end.their.

largely.per.capita.approach.

to.funding.and.allocate.

investments.based.on.dis-

tinctive.needs.and.potential.

•

•

Three.enabling.conditions.

create.the.environment.

needed.to.propel.Canada’s.

major.cities.to.sustainable.

prosperity:.effective.gov-

ernance.capacity,.adequate.

fiscal.resources.and.strong.

political.leadership.

•
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Canada’s major cities rival the country’s natural 

wealth as one of the pillars of sustainable pros-

perity. Oil and gas in the west and diamonds 

in the north may be our most tradable natural resources, 

but cities in the south can be the most enduring gems 

in Canada’s treasure chest. Worldwide, cities and city-

regions are at the core of national prosperity agendas, 

attracting public and private investment to make them 

more livable, more competitive and more sustainable. 

Why is Canada not keeping up?

This volume focuses on the role of Canada’s major cities 

in vaulting the nation forward. We have argued that the 

success of our major cities should be a national prior-

ity and have included new Conference Board research 

that strengthens existing arguments about the national 

importance of big cities, highlights the role of hub cit-

ies and points to the need for discerning approaches to 

investment. The case presented here shatters the myth 

that the Canadian way—“equal treatment for all”—is 

the best way. 

This volume has addressed the challenges facing Canada’s 

cities and city-regions and has offered recommenda-

tions to reinforce the four cornerstones of their success: 

a robust knowledge economy, an up-to-date connective 

infrastructure, healthy environments and socially inclu-

sive communities. It has also defined the enabling con-

ditions of good governance, sufficient fiscal resources, 

enlightened attitudes and bold leadership that together 

can create the environment needed to propel Canada’s 

major cities to sustainable prosperity. 

the.miSSion

Following this section, a summary comprising 32 rec-

ommendations concludes the report. The recommenda-

tions give form to the three imperatives that are central 

to achieving successful Canadian cities:

Make major cities a national priority.

Strengthen the cornerstones of competitive cities.

Give major cities the power and resources they need 

for success.

If we get these right, Canada will be well on its way to 

achieving sustainable prosperity.

mAke.mAJor.CitieS.A.nAtionAL.Priority
In response to the growing awareness that success-

ful cities are drivers of national prosperity in today’s 

knowledge-based economy, federal and provincial 

governments have recently offered initiatives to boost 

municipal revenues and governance powers. Although 

welcome, these initiatives lack a coherent or strategic 

focus. Funding programs are stuck in the “equal treat-

ment for all” approach and ignore the particular needs 

of Canada’s major cities. The critical elements that link 

initiatives to successful outcomes for cities are missing: 

a guiding long-term agenda for sustainable cities and  

a strategy to coordinate policies between and within 

governments.

Recent developments in the United Kingdom have shown 

that national policies can make a difference. Over the 

past seven years, the British government has unleashed 

•

•

•

Conclusions and 
Recommendations

ChAPter.7
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a stream of urban initiatives tied to national goals 

for economic and social sustainability. Its example 

shows that Canada cannot afford to continue dealing 

the “Constitution” card, arguing that the provinces 

have all the responsibility for cities. Governments—

whether centralized, like the U.K’s, or federated, like 

Canada’s—will continue to rely on cities and city-

regions to fuel the economy and generate innovation. 

A national policy focus on cities is needed to:

develop a plan for sustainable cities within a prosperous 

Canada and allocate investments accordingly;

promote complementary policies among all govern-

ments with respect to Canada’s cities; and 

generate better data on city performance to inform 

urban public policy. 

Chronically.short.of.resources.and.new.revenue.sources,.
Canadian.cities.cannot.provide.the.services,.infrastructure.
and.community.assets.that.they.need.to.thrive.

Urban and rural Canadians alike should appreciate the 

connection between the success of major cities and the 

economic health of smaller communities. All citizens 

should be worried that Canada’s major cities are strug-

gling to stay competitive. Endowed with growing and 

diverse populations, and chronically short of resources 

and new revenue sources, cities cannot provide the 

services, infrastructure and community assets that they 

need to thrive. These shortfalls hinder our capacity to 

secure a more prosperous future for all Canadians.

Within the constellation of Canada’s major cities, Toronto,  

Vancouver and Montréal stand out for their sizable con-

tributions to the national economy and equally sizable  

investment needs. Sprawling growth requires funding  

for region-wide integrated mass transit systems. Immigrant  

settlement places unique demands on these cities to sup-

plement funding for settlement services, language train-

ing and skills development. Cultural and educational  

•

•

•

investments are needed to help these urban regions com-

pete as “global cities.” All of these special features call 

for corresponding levels of special investment.

All.cities.and.communities.stand.to.benefit.from.a..
new.urban.agenda—a.national.commitment.to.building.
strong,.prosperous.and.healthy.cities.

The Conference Board’s convergence research supports 

the case for a strategic investment of funds to maximize 

the economic growth of major cities whose success cre-

ates spinoffs for surrounding regions. At the same time, 

it does not preclude other cities and communities from 

receiving funding that would help realize their poten-

tial. All cities and communities stand to benefit from a 

new urban agenda—a national commitment to building 

strong, prosperous and healthy cities.

StrenGthen.the.CornerStoneS..
oF.ComPetitive.CitieS
This volume has described the four cornerstones of 

successful cities: a strong knowledge economy, up-to-

date connective infrastructure, environmentally sound 

growth and socially cohesive communities. Globally 

competitive cities focus on reinforcing each of these 

cornerstones; Canada’s cities must do the same. 

This volume offers recommendations that will allow 

Canada’s major cities to achieve national and global 

success. These recommendations span a wide range  

of instruments and approaches: government invest-

ments; policy, regulatory and taxation adjustments;  

new business practices; funding options; governance 

arrangements; and even behavioural changes. Many  

of these measures call for coordinated efforts among 

multiple actors across governments, the private sector 

and civil society. A comprehensive approach to getting 

the “basics” right is crucial to making it possible for  

our cities to fulfill their potential. 
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Give.mAJor.CitieS.the.Power.AnD.reSourCeS.
they.neeD.For.SuCCeSS
With all the attention paid to the federal–provincial fis-

cal imbalance, city mayors are asking why no one has 

noticed the municipal fiscal imbalance. Local govern-

ments are facing fiscal crises stemming from rising 

expenditures and limited revenue options. In addition 

to rising costs associated with urban growth, cities are 

coping with new funding responsibilities related to pro-

grams and services off-loaded from federal and provin-

cial governments. At the same time, revenue growth has 

lagged far behind that of provincial and federal govern-

ments. Conference Board research has shown that the 

fiscal health of Canada’s cities will only worsen under 

the status quo arrangement, in which property taxes are 

the dominant revenue source.

Greater.political.autonomy—coupled.with.more..
control.over.revenue-raising.and.expenditures—will..
give.Canada’s.cities.the.tools.they.need.to.succeed.

The recommendations here for enhancing the revenue  

capacity of cities are directed toward all levels of 

Canadian government. Municipal governments can,  

and should, do more with the tools they have—but it  

is imperative that provincial governments make more 

revenue options available to cities. 

Better urban governance is an equally necessary condi-

tion for building more vibrant and prosperous cities. 

The immense social, physical and economic diversity  

that defines our nation is also reflected in the unique  

character and history of each of our major cities. Acknowl-

edging the diversity of our cities means accepting that 

there is no single best model for urban governance. 

However, greater political autonomy—coupled with 

more control over revenue-raising and expenditures—

will give Canada’s cities the tools they need to succeed. 

StronG.LeADerShiP—the.
trAnSFormAtive.inGreDient

Evidence from home and abroad shows that strong local 

leadership is critical to cities’ success. The complex issues  

facing today’s city leaders—particularly leaders of major 

cities—are sometimes international in scope (global 

trade, foreign immigration); sometimes national (public 

security); often regional (transportation); and always 

local (parks, housing, garbage). Managing these issues 

effectively requires “constructive entanglement” with 

myriad actors. City leaders must embrace partnerships 

with local community and business groups to accom-

modate the vested interests of diverse parties. As the 

reach of cities extends beyond municipal boundaries, 

they must also forge new partnerships with other cities. 

Strong leadership may initially emerge from within the 

business or community sectors, but without strong pol-

itical leadership, action is unlikely. Cities need political 

leaders with the fortitude and vision to support policies 

that may be unpopular in the short term, but that promote 

the long-term health of the city-region. They need lead-

ers who are decisive, who are capable of taking firm 

action and who have the negotiating and communica-

tion skills to get the relevant players and the public on 

side. However, the political leadership needed to build 

self-confident cities is unlikely to flourish under the 

legislative restraints and fiscal constraints that charac-

terize municipal governance today. 

Cities.need.political.leaders.with.the.fortitude.and.vision.to.
support.policies.that.may.be.unpopular.in.the.short.term,.
but.that.promote.the.long-term.health.of.the.city-region.

Canadians have compelling economic, social and environ-

mental reasons to create a national urban agenda that 

will propel our cities—and our nation—to sustainable 

prosperity. It’s time for leaders in all sectors, and at all 

levels, to embrace this mission. 
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SummAry.oF.reCommenDAtionS.For.
SuCCeSSFuL.CAnADiAn.CitieS.

StrenGthen.the.CornerStoneS..
oF.ComPetitive.CitieS
recommendations.for.a.Strong.knowledge.economy

The federal government, in consultation with the 

provinces, major cities and other stakeholders, pre-

pare a national productivity plan to address the gap 

in productivity in those industries and sectors that are 

largely urban-based, taking into account the need to:

improve the domestic operating environment by 

re-examining regulations and other trade barriers, 

and by investing in better transportation and bor-

der infrastructure; and

improve immigrant selection and recognition of 

credentials to ensure an adequate workforce.

All levels of government collaborate with academic 

institutions and industry to investigate the policy, 

research and education strategies required to drive 

high-value job creation.

All levels of government work with businesses, 

educational institutions and cultural organizations 

to identify and enhance quality-of-life factors that 

make Canada’s major cities attractive for business 

and knowledge workers.

recommendations.for.improving.urban.transportation
Provincial and municipal governments pursue  

integrated land use and transportation planning at 

the local and regional levels, aiming to accommo-

date growth through intensification rather than  

low-density sprawl.

Provincial and municipal governments develop  

suitable governance arrangements for urban trans-

portation in areas of multiple jurisdictions.

All levels of government incorporate the improve-

ment of the accessibility and efficiency of airports, 

rail and other methods of inter-city transport into 

infrastructure development plans. 

1.

–

–

2.

3.

4.

5.

6.

Provincial and municipal governments use a “carrot 

and stick” approach to promote a shift from cars to 

more sustainable modes of transportation:

A sufficiently dense and extensive public transit 

network is a necessary prerequisite.

Disincentives to automobile use—including 

regulatory and road pricing measures—will 

complete the policy framework.

Provincial and municipal governments make greater 

use of alternative sources and methods of funding 

urban transportation.

Provincial and municipal governments and their 

agencies consider low-cost operational and service 

improvements to increase transit ridership and  

efficiency.

Business and all levels of government work together 

to provide incentives for consumers to buy lighter, 

more fuel-efficient vehicles.

Provincial and municipal governments consider 

pilot programs and other incentives to promote 

higher load factors (i.e., operating trucks at full load 

capacity) for private and commercial urban trucking.

The federal and provincial governments undertake 

full feasibility studies for high-speed rail transit 

in both the Windsor–Québec City and Calgary–

Edmonton corridors; and quantify the socio-economic 

benefits and costs for each project to determine the 

requisite level of government support. 

The federal and provincial governments work together 

to prepare a national urban transportation strategy 

and consider the recommendations arising from the 

European Conference of Ministers of Transport.

recommendations.for.environmentally.Sound.Growth
All levels of government work with research insti-

tutions to undertake extensive research on ways 

of dealing with wastes, including ways to convert 

wastes into inputs for productive processes.

7.

–

–

8.

9.

10.

11.

12.

13.

14.
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Municipal governments and NGOs work with  

industry to facilitate industry information sharing  

on eco-industrial networks, clusters and parks.

All levels of government and NGOs raise awareness 

of the economic benefits of industrial ecology to 

encourage greater industry and municipal participation.

Federal and provincial governments review and 

change regulations to support industrial ecology by 

permitting the development and use of by-products 

created from wastes.

All levels of government use fiscal tools, such as 

charging higher wastewater disposal fees and solid 

waste tipping fees, to support environmentally 

sound practices. 

Municipal governments either provide the appropri-

ate infrastructure and design for industrial parks  

or retrofit them to facilitate the co-sharing of areas 

and the exchanges and transformation of wastes  

into by-products.

Businesses consider changes in management and 

leasing policies to accommodate co-use of facilities.

recommendations.for.Social.Cohesion
Provincial and federal governments increase their invest-

ments in affordable housing in Canada’s major cities.

The federal and provincial governments imple-

ment the recommendations of the Task Force to 

Modernize Income Security for Working-Age Adults 

(MISWAA) to improve incentives for working-age 

adults to enter the workforce. 

Give.mAJor.CitieS.the.Power.AnD.reSourCeS.
they.neeD.For.SuCCeSS
recommendations.for.Governance

Provincial governments and major cities work together 

to find governance solutions to city-regional issues, 

such as regional transportation and land use planning; 

environmental protection and conservation; sewer, 

water and waste management; economic develop-

ment and investment; and social sustainability.

15.

16.

17.

18.

19.

20.

21.

22.

23.

Government, business, academic and community 

leaders in Canada’s major cities pursue multi-sector 

partnerships to find solutions to challenges in their 

cities and create an agenda for action that supports 

sustainable prosperity.

The federal and provincial governments include 

major cities directly in policy-making on transpor-

tation, energy, immigrant settlement, research and 

innovation, housing, public security and other mat-

ters that affect them.

The federal government support the establishment 

of a national database on cities, building on the 

expertise available at Statistics Canada.

 Federal and provincial governments focus policies 

and programs strategically, recognizing the unique 

needs and contributions of Canada’s major cities.

recommendations.for.Fiscal.resources
The federal and provincial governments work toward 

ending the municipal fiscal imbalance for major 

cities, potentially through such means as granting 

access to a growth tax, increasing transfers and 

reassuming responsibility for previously off-loaded 

services. 

Provincial governments permit a wider variety of tax 

instruments and user fees for municipal governments. 

The federal and provincial governments design 

new approaches to municipal funding to permit the 

strategic allocation of funds in line with the distinct 

needs and potential of major cities.

 Municipal governments undertake systematic cross-

city research into current municipal service delivery 

costs and spending, with the aim of setting bench-

marks and assessing the cost-savings potentials and 

pitfalls of competitive service delivery models.

 Municipal governments use the fiscal tools available 

to them more effectively, including property taxes, 

user fees and debt loads for capital projects.  

24.

25.

26.

27.

28.

29.

30.

31.

32.
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APPenDix.B

table.5.
Contribution.of.Traffic.Restraint.Measures.to.Key.Objectives

objective

measure Congestion.relief
environment,..

safety,.sustainability revenue.generation

ownership.restraint

Regulatory 0 ++ X

Fiscal 0 ++ +++

Parking.restraint*

Regulatory X +? X

Physical X +? 0

Fiscal ++ ++ ++

moving.vehicle.restraint

Regulatory +++ +++ ++

Physical X +? 0

Fiscal

Fuel.taxes 0 +++ +++

Road.pricing +++ +++ +++

key:
+.. Positive.impact
X.. Negative.impact
0.. No.impact
?.. Uncertain.impact.

*Assuming.comprehensive.control
Source:.May,.“Making.the.Links”,.Table.1,.p..7..
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table.6
Recommendations.for.National.Governments.on.Improving.Implementation.of.Sustainable.Urban.Travel.Policies.

Improve.institutional.coordination..
and.cooperation.

Develop.a.national.policy.framework.for.sustainable.urban.travel.

Coordinate.national.policy.approaches.on.urban.land.use,.travel.health..
and.the.environment.

Decentralize.responsibilities.when.possible;.centralize.when.necessary..

Provide.a.consistent.integrated.framework.for.national.government.finan-
cing.and.investment.

Consider.all.modes.of.travel—in.particular.environmentally.sustainable.
modes—as.well.as.land.use.priorities,.when.allocating.national.government.
funds.to.the.local.level.

•

•

•

•

•

Encourage.effective.public.participation,..
partnerships.and.communication.

Involve.the.media,.advocacy.groups.and.individual.clients.of.the.transport.
system.

Seek.partnerships.with.the.different.stakeholders.in.the.transportation.system.

Inform.and.communicate.with.transport.system.clients.(particularly.important.
for.demand.management.policies).

•

•

•

Provide.a.supportive.legal.and..
regulatory.framework.

Ensure.that.rules.and.regulations.clearly.specify.the.relative.roles.of.public.
and.private.sectors.

Ensure.that.transport.demand.management.tools.and.measures.to.promote.
non-motorized.modes.are.supported.

Fully.integrate.air.quality,.greenhouse.gas,.noise.and.other.environmental.
targets,.and.adopt.and.rigorously.monitor.technical.standards.for.vehicles.
and.fuels.

•

•

•

Ensure.a.comprehensive.and.consistent..
pricing.and.fiscal.structure.and.rationalize..
financing.and.investment.streams.

Channel.revenues.from.pricing.initiatives.so.that.benefits.are.felt.by.those.
bearing.the.costs.

Allocate.funding.in.a.balanced.way.among.different.modes.

Weigh.national.investment.and.financing.in.capital.cities.against.needs..
in.secondary.and.tertiary.cities.

•

•

•

Improve.data.collection,.monitoring..
and.research.

Improve.data.collection.

Carry.out.consistent.monitoring.

Organize.and.finance.research,.development.and.testing.of.potential.solutions.

•

•

•

Source:.European.Conference.of.Ministers.of.Transport,.Implementing Sustainable Urban Travel Policies,.pp..45–49.



Municipal Revenues and 
Expenditures: Accounting  
Base Classification and Data

APPenDix.C

table.7
Simulated.Municipal.Consolidated.Financial.Statement.Accounting.Base

revenues

Property.and.related.taxes..
(including.payment.in.lieu.of.taxes)*

Taxes.on.land,.improvements.and.properties,.and.revenues.from.higher.levels.
of.government.as.compensation.for.the.loss.of.revenues.due.to.exemptions.
on.public.properties.(in.lieu)..

Other.revenue.from.own.sources..
(including.user.charges)

Any.other.own-source.revenue:.user.charges.and.other.cost.recoveries,.
consumption.taxes,.fines,.investment.income,.property.sale.or.rental,.
development.cost.charges,.donations,.etc.

Transfers.from.other.governments..
(provincial,.federal)

General.and.specific.transfers.from.higher.governments..

total.revenues total.revenues

expenditures

General.government.services Executive,.legislature.and.general.administration.expenditures.that.can-
not.be.allocated.to.specific.functions.and.other.general.government.ser-
vices.(e.g.,.insurance,.court.litigations).

Protection.of.persons.and.property..
(police,.fire,.911)

Services.provided.to.ensure.the.security.of.persons.and.property..

Transportation. Construction,.operation.and.maintenance.of.transportation.facilities.and.
services..Includes.air,.road,.public.transit,.rail.and.navigation.systems..

Health Expenditure.made.to.ensure.that.necessary.health.services.are.available.to.
all.citizens..Medical.and.preventive.care,.public.health.campaigns,.ambu-
lance.services,.etc..

(cont’d on next page)
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table.7.(cont’d)
Simulated.Municipal.Consolidated.Financial.Statement.Accounting.Base

expenditures.(cont’d)

Social.and.family.services Actions.taken.by.a.municipality.to.prevent.situations.where.the.well-
being.of.individuals.or.families.is.threatened.by.circumstances.beyond.
their.control..Services.to.the.disadvantaged..

Environment..
(including.sewer,.solid.waste,.water,..
air.quality)

Water.purification.and.supply,.sewage.collection.and.disposal,.garbage.
and.waste.collection,.pollution.control.and.other.environmental.services..

Recreation.and.culture..
(including.parks.and.public.libraries)

Government.participation.in.the.field.of.leisure.either.through.developing,.
improving.or.operating.leisure.facilities.or.through.assistance.payments.to.
individuals.and.private.organizations.engaged.in.promoting.leisure.activities..
Parks.and.playgrounds.included..

Social.housing Municipal.outlays.on.social.housing.with.the.exception.of.rent.supple-
ment.(social.services)..Operations.or.financial.assistance.to.build,.reno-
vate.or.improve.the.stock.of.social.housing..

Planning.and.development Expenditures.related.to.community.and.regional.development.affairs.and.
services..Planning.and.zoning,.assessment.procedures,.community.and.
regional.development..

Other.expenditures This.category.provides.for.expenditures.that.cannot.be.“clearly”.allocated.to.
any.of.the.other.functions..It.also.includes.capital.and.financial.expenditures.
(debt,.interest)..

total.expenditures. total.expenditures

Surplus.or.deficit. total.revenues.minus.total.expenditures

Source:.Adapted.by.The.Conference.Board.of.Canada.from.Statistics.Canada’s.Financial.Management.Systems.(FMS).definitions..
(Catalogue.no..68F0023).to.reflect.the.specificity.of.the.municipal.sector..
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reSeArCh.ACtivitieS
Building Successful Cities: Lessons from  

the United Kingdom

Canada’s Hub Cities: A Driving Force  

of the National Economy

Clusters of Opportunity, Clusters of Risk

Course Correction: Advice on Canada’s Future 

Foreign Policy

Death by a Thousand Paper Cuts: The Effect of 

Barriers to Competition on Canadian Productivity 

In Search of a New Equilibrium in the Canada–U.S. 

Relationship

Lost Over the Atlantic? The Canada–EU Trade  

and Investment Relationship

Open for Business? Canada’s Foreign Direct 

Investment Challenge

Opportunity Begins at Home: Enhancing Canadian 

Commercial Services Exports

Performance and Potential 2003–04:  

Defining the Canadian Advantage

Chapter 2—Explaining the Canada–U.S.  

Income Gap: What It Is and Why It Matters

Chapter 3—Understanding the Impact of 

Population Ageing: How It Will Affect the 

Supply of Labour and Health Care Costs

Chapter 4—Revitalizing Canadian Foreign 

Policy: Carving Out a New Role

Chapter 5—Assessing Canada’s Fiscal Capacity 

to 2015: Tough Choices Remain

•

•

•

•

•

•

•

•

•

•

–

–

–

–

Performance and Potential 2004–05: How Can 

Canada Prosper in Tomorrow’s World?

Chapter 2—The Canada–U.S. Productivity Gap: 

Deepening Our Understanding

Chapter 3—Canadian Trade: Scenarios and 

Policy Options in an Insecure World

Chapter 4—Foreign Direct Investment:  

Ins, Outs and Implications for Canada 

Chapter 5—Immigration: A New Deal for 

Newcomers

Chapter 6—Canada’s Cities: In Need of a New 

Fiscal Framework

Performance and Potential 2005–06: The World  

and Canada—Trends Reshaping Our Future

Chapter 2—Making Connections: The New 

World of Integrative Trade and Canada

Chapter 3—Pursuing Sustainability: Global 

Commodity Trends and Canada

Chapter 4—Rethinking the Workforce: Aging 

Populations and Canada

Chapter 5—Facing the Risks: Global Security 

Trends and Canada

Sustainability: A Winning Merger of Growth and 

the Environment

•

–

–

–

–

–

•

–

–

–

–

•

The Canada Project Research 
and Dialogue Activities

APPenDix.D
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DiALoGue.ACtivitieS.
Bi-National Leaders Roundtable: The Future of 

Canada–U.S. Relations

Canadian Commercial Service Exports Forum

Capturing the Vision Advisory Panel

Commodities Research Advisory Panel

Consultative Forum on Canada’s Role in the World

Countries Research Advisory Panel 

Human Resources Management in Multinational 

Companies: An International Conference on Global 

Value Chains, Employment Practices and Public Policy

Panel on Barriers to Competition 

Urban Research Advisory Panel

Workshop on Enlargement of the European Union

•

•

•

•

•

•

•

•

•

•

reSeArCh.AnD.DiALoGue.ACtivitieS.
FunDeD.By.the.SoCiAL.SCienCeS..
AnD.humAnitieS.reSeArCh.CounCiL..
oF.CAnADA

Employment Practices in Canadian Multinational 

Enterprises

The Exchange Rate and Wages:  

How They Affect Capital Investment

The Link Between Economic Growth, Openness  

to Trade and Quality of Life

The NAFTA Effect: Multinational Enterprises  

in Canada

Workshop on International Aviation Policy  

for Canada

•

•

•

•

•

Go.to.www.e-library.ca.to.see.other.informative.reports.that.would.interest.you.
Phone.1-866-242-0075.for.information.on.related.reports.and.services.



e-Library

www.conferenceboard.ca

Do you want to have access to expert thinking 

on the issues that really matter to you and your

organization? Our e-Library (formerly Boardwise)

contains hundreds of Conference Board research

studies in the areas of Organizational Performance,

Economic Trends and Forecasts, and Public Policy.

The Conference Board of Canada’s e-Library 

services will keep you on top and in the loop. 

For a free sample of 

our research, go to

www.e-library.ca or 

contact 1-866-711-2262

for more information.

Get Expert Insights When 
You Need Them Most



Facilitating Dialogue

www.conferenceboard.ca

Are you looking to create a culture of 

learning and trust that leads to a committed

and engaged workforce, and a more 

innovative business environment? 

The Facilitating Dialogue group at 

The Conference Board of Canada takes

Conference Board research on leadership,

innovation and organizational performance

and helps you put it into action. 

For more information 

on how to create a high-

performing, change-savvy

organization that can meet

today’s business challenges

head-on, contact our

Corporate Account Executive

Team at 1-866-711-2262.

Get Help Creating and Sustaining
Organizational Changes



For more information, contact our 

Corporate Account Executive Team at 1-866-711-2262 

or go to www.conferenceboard.ca.

The Conference Board of Canada has a unique ability to bring together the 
senior leaders of Canada’s top organizations to discuss issues, share and 
compare best practices, and learn from each other. Our main services are:

Executive Networks:
Exchanging Ideas 

and Making 
New Contacts on 
Strategic Issues

Conferences, Seminars 
and Workshops: Learning
from Best-Practice
Organizations and 
Industry Experts 

Customized Solutions:
Helping Your Organization

Meet Challenges and
Sustain Performance

e-Data: Staying
on Top of Major 

Economic Trends

Custom-Ordered
Research: Tapping Our

Research Expertise to
Address Your Specific

Issues

Niagara—
Our Leadership
Development Programs:
Developing Leaders 
of the Future

e-Library: Accessing
In-Depth Insights, When
You Need Them Most

The Directors College:
Raising the Bar for
Professional Standards



The Conference Board of Canada

255 Smyth Road

Ottawa ON  K1H 8M7  Canada

Tel. 1-866-711-2262

Fax 613-526-4857

www.conferenceboard.ca

The Conference Board, Inc.

845 Third Avenue, New York NY 

10022-6679  USA

Tel. 212-759-0900

Fax 212-980-7014

www.conference-board.org

The Conference Board Europe

Chaussée de La Hulpe 130, Box 11

B-1000  Brussels, Belgium

Tel. +32 2 675 54 05

Fax +32 2 675 03 95

The Conference Board Asia–Pacific

2802 Admiralty Centre, Tower 1

18 Harcourt Road, Admiralty

Hong Kong  SAR

Tel. +852 2511 1630

Fax +852 2869 1403
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255 Smyth Road, Ottawa ON  K1H 8M7  Canada  
Tel.  613-526-3280  •  Fax 613-526-4857  •  Inquiries 1-866-711-2262

Pu
bl

ic
at

io
n 

03
1-

07
E-

co
py

: c
om

pl
im

en
ta

ry
  •

  P
rin

te
d 

co
py

: $
25



The Canada Project Final Report  Volume IV

Mission Possible Executive Summary
Sustainable Prosperity for Canada



This volume is one of a set of four volumes compris-

ing the final report of The Canada Project, Mission 

Possible: Sustainable Prosperity for Canada:

Volume I—Mission Possible: Stellar Canadian 

Performance in the Global Economy 

Volume II—Mission Possible: A Canadian 

Resources Strategy for the Boom and Beyond

Volume III—Mission Possible: Successful 

Canadian Cities

Volume IV—Mission Possible Executive 
Summary: Sustainable Prosperity for Canada 

(an executive summary of Volumes I, II and III).

Download these free reports at www.e-library.ca.

About The Canada Project
The Canada Project is a three-year program of research 

and dialogue designed to help leading decision-makers 

chart a policy course that will improve Canada’s standard 

of living and position within North America and the 

world. Spearheaded by The Conference Board of Canada 

and launched in January 2003, The Canada Project act-

ively engaged private and public sector leaders in setting 

national policy direction. Forty-five companies and organ-

izations invested in the project, providing invaluable 
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Preface

The Canada Project had its genesis in 2002 at 
The Conference Board of Canada’s annual 
Canadian Conference—a meeting of senior 

public and private sector leaders at which participants 
are invited to share their most pressing concerns about 
Canada’s present challenges and future prospects .

Many of the leaders at this meeting raised the same 
underlying issue: that Canada was floundering in a state 
of public policy drift at a time that called out for national 
strategic action in the face of rising global competition .

And thus, The Canada Project was born .

Now, almost four years later—thanks to the $2 .4 mil-
lion invested by business and government organizations, 
the $1 .0 million contributed by the Social Sciences and 
Humanities Research Council of Canada and the effort and 
expertise invested by some of Canada’s top researchers and 
professionals—we present this four-volume compendium of 
the results of our work . The ambitious task of synthesizing 
all the research and analyses produced under the banner 
of The Canada Project required us to focus on what was 
both essential and new . Much of the original research has 
been released over the course of the project in 27 separate 
studies and reports . (See Appendix “The Canada Project 
Research and Dialogue Activities .”) Mission Possible: 
Sustainable Prosperity for Canada summarizes our 
findings in a comprehensive overview . It delivers an 
integrated set of 76 recommendations in support of seven 
closely linked strategies for moving forward . Many of 
these recommendations are consistent with emerging  
public policy thinking; others are more provocative .

I want to thank my exceptional team of colleagues who, led 
by Brenda Lafleur, Director of The Canada Project, con-
tributed to this enterprise . All were diligent and thorough 
in analyzing and weighing policy choices and in selecting 
priorities for emphasis . Special thanks to my volume  
co-captains, Glen Hodgson and Gilles Rhéaume .

I also want to thank Janice Gross Stein for agreeing to 
write the Foreword . Her thoughtful thematic summary  
of our key messages will help readers absorb this 
research-laden body of work .

The timeliness of this publication—coinciding with new 
governments and new leadership in Ottawa and in many 
provinces and cities across the country—is fortuitous .  
It arrives at a moment when there appears to be an emer-
ging consensus among Canadians on two themes: that 
Canada must strive for a global-best level of excellence  
in embracing the competitiveness challenge, and that it 
must adopt a sustainability perspective in so doing .

I hope that Mission Possible will be widely read by 
leaders at all levels and in all sectors . Above all, I hope 
it succeeds in driving policy debate in constructive dir-
ections and contributes to a national resolve to under-
take the actions necessary to build a sustainable and 
prosperous future for Canada . 

Anne Golden
President and Chief Executive Officer 
January 2007
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Canada’s future economic prosperity is at risk . 

This is a hard argument to make in a country 

that today enjoys low unemployment, a strong 

dollar, declining debt and a booming resource economy . 

Canadians are likely to be skeptical of an argument that 

points to serious challenges ahead and makes an urgent 

case for strategic investment today to assure sustainable 

prosperity tomorrow . Yet this is precisely the argument 

The Conference Board of Canada makes in this four-

volume report . It does so in compelling language as 

it examines the challenges Canada faces in the global 

economy, in our resource sectors, and in our cities .  

In all three areas, our performance is slipping .

Canada lags behind most developed economies  
in productivity growth .

We are becoming less competitive . In just two years, we 

have slipped from 3rd to 12th place in comparative meas-

urements of macroeconomic and microeconomic perform-

ance, according to the results of benchmarking by the 

Conference Board . Canada lags behind most developed 

economies in productivity growth . Our resource sectors 

require significant new strategic investment if they are to 

meet global competition, and our biggest cities are starved 

for investment in comparison with global cities elsewhere . 

In vital sectors of our economy, we are not keeping up 

with our competitors .

Foreword  
by Janice Gross Stein
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The future demands not only an improvement in pro-

ductivity, but a productivity that is sustainable . Across 

the board, Canada must invest in development that 

meets the needs of the present without compromising 

the ability of future generations to meet their needs .  

A central theme running through every volume is the 

imperative to design sustainability into the economic 

architecture that we are building for the future . Across 

the country, Canadians understand that protecting the 

environment from further damage is not a problem for 

tomorrow, but a challenge for today . Our record, unfortu-

nately, does not reflect this awareness . Here too, Canada 

is underperforming and underperforming badly . Without 

serious attention to economic and environmental sustain-

ability, Canada puts its society and its quality of life at 

risk . This report speaks with a clear voice . Sustainability 

matters . It must become one of the yardsticks against 

which we measure productivity .

sustainability matters . It must become one of the  
yardsticks against which we measure productivity .

Mission Possible, a large-scale and in-depth review of 

Canada’s economic performance and potential, issues 

a clarion call . It calls for strategic investment by gov-

ernments, corporations and people . Canada must be 

“smart” in its choice of priorities, its policies and its 

investments if Canadians are to retain their quality of 

life . It is not the federal government alone that faces  

the challenge . It is all three levels of government—fed-

eral, provincial and municipal—and all sectors of soci-

ety—public, private and voluntary—that have to work 

together to develop priorities, translate these priorities 

into strategies, and make the kinds of strategic invest-

ments that are required . We need to develop new habits 

of collaboration across the three levels of government 

and with society, and we need to do it quickly . The  

mission is possible only if the mission is national .

GLoBALIzAtIon And sustAInABLe 
ProsPerIty In CAnAdA 

Globalization—the connections and processes that cross 

borders—is the hallmark of the 21st century . The global 

economy rewards knowledge, innovation, investment and 

trade . The signature of this phase of the global economy 

is the integrated global supply chains that distribute pro-

duction around the globe in search of higher efficiency 

and lower costs for each component of the final product 

or service . Close to one-third of world trade today is 

intra-firm trade . In this globally integrated economy, 

Canadian companies must compete vigorously for inter-

national investment and trade if they are to prosper .

north American economic integration is slowing,  
and, in a much more anxious security environment,  
the united states is thickening its borders .

Because of our geography, our rich resource endowment 

and our heavy dependence on the U .S . market, many 

believe that Canada has very little direct exposure to 

globalization . We are insulated, Canadians believe, by  

the North American market . This report tells us otherwise .

Growth in our exports to the United States has slowed 

in recent years, and the growth that has occurred was 

largely due to the energy and other resource sectors . 

The growth in exports that are unrelated to energy—in 

the automotive sector and in manufacturing—has been 

weak . North American economic integration is slow-

ing, and, in a much more anxious security environment, 

the United States is thickening its borders . The North 

American Free Trade Agreement (NAFTA) has lost its 

dynamism, its momentum and, in part, its legitimacy, 

at least for the moment . The Canada–U .S . relationship 

will continue to deepen, but the glittering promise made 

by the architects of North American free trade has 

not been fully achieved . Canadian investors are look-

ing increasingly to other dynamic markets, notably in 

Europe, Latin America and Asia .

Canadians know that we must pay attention to the 

United States—that we must manage our relationship 

carefully and well . The United States is simply too 
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important to our collective well-being for us to do other-

wise . But the Conference Board tells an unexpected 

story . It tells us clearly that we need to wear bifocals:  

we need to look out to the world, without taking our 

eyes off the United States .

In this generation, Canadians are looking beyond  
north America to the world . our competitors are  
global . so are our market opportunities .

Canada is experiencing globalization in all its critical 

sectors . Volume II of this report demonstrates over and 

over again that in the resource sectors—forestry, agri-

culture, mining and energy—our competitors are global . 

So are our market opportunities . China, India, Russia 

and Brazil, to mention only the obvious, are shaping 

our markets and competing with our firms . Our most 

competitive firms are tightly linked into global supply 

chains . Our cities benchmark themselves against global 

competitors . And we measure our productivity against 

the performance of others . In this generation, Canadians 

are looking beyond North America to the world .

tHe BALkAnIzAtIon oF our  
eConomIC sPACe 

Every volume of this report emphasizes the adverse  

consequences to Canadians of chopping up our national 

economic space . The non-tariff barriers to interprovincial 

trade, mobility and investment are at times so severe that 

they inhibit the kinds of east–west connections that char-

acterize our deep connections outside Canada . People 

cannot move easily to work, some industries cannot 

recruit easily, students face difficulties in transferring 

credits from one post-secondary institution to another, 

and supply chains across provincial borders can face 

obstacles that global supply chains have eliminated . In  

an age of global mobility, it simply makes no sense to 

add degrees of difficulty to the movement of people, 

goods and services from one province to another .

The costs and consequences of this balkanization of  

our national economic space are not always obvious . 

The Conference Board tells a striking story about our 

cities . Hub cities within provinces play an essential role  

in sparking economic growth in their own province . 

This pattern of convergence within provinces—not 

across provinces—is at least partly due to the chopping 

up of Canada through interprovincial barriers .

Canadians living in the early part of the 21st century, 

in an era where markets are global, where the Internet 

is ubiquitous, and where people move and travel at 

unprecedented rates, have nevertheless allowed a thicket 

of provincial barriers to stand largely untouched . In the 

21st century, the irony should be obvious: we are divid-

ing and separating ourselves even as we are connecting 

more deeply with others . Our national economy is being 

stifled by barriers that we ourselves have allowed to 

stand . As a result, we have a “chopped-up” economy, 

poorly suited to compete and prosper in a global econ-

omy . This is a problem that governments in Canada can 

and must fix .

strAteGIes to move CAnAdA ForwArd 

In a globally connected world, how can Canadians build 

sustainable prosperity? This report highlights seven 

important strategies: 

putting in place a comprehensive national strategy 

to increase our lagging productivity;

creating an integrated national market; 

investing in and supporting a workforce that is 

equipped to meet the challenges of the global economy; 

adopting strategic investment and trade policies; 

sharpening our foreign policy priorities; 

investing in our resource industries so that they are 

competitive and sustainable; and 

investing strategically in our major cities so they 

can fulfill their potential as engines of sustainable 

national growth .

Common to all seven strategies are the imperative to 

increase productivity in sustainable ways, the neces-

sity to develop knowledgeable and skilled workers and 

managers, the importance of redesigning our fiscal and 

regulatory architecture, and the urgency of special treat-

ment for our major cities .

•

•

•

•

•

•

•
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A nAtIonAL strAteGy to InCreAse 
ProduCtIvIty 

Canada must develop a comprehensive national strategy 

to increase our productivity in ways that are sustain-

able . The data in this report are alarming . Compared  

to the U .S . economy, only one-fifth of the Canadian 

economy is more productive, while the other four-fifths 

are less productive . How can Canadian productivity  

be improved? There is a great deal that we can do .  

We need to open industries to competitive pressures,  

we need to improve the level and quality of capital 

intensity, we need to encourage organizational and 

managerial innovation, and we need to reform our tax 

system to encourage lower-income Canadians to stay 

engaged in the labour market . We do not, by and large, 

need to work longer; we are a hard-working country . In a 

global knowledge economy, we need to work “smarter .”

To work smarter, Canadian governments and compan-

ies must invest in research and development and work 

together to create a climate that is even more supportive 

of risk-taking and innovation . We are better at innovation 

than we generally think . Canada ranked fourth globally 

on a measure of innovation in 2004 and, according to 

benchmarking by the Conference Board, slipped to fifth 

in 2005 behind only Finland, Sweden, the United States 

and Iceland . 

we do not, by and large, need to work longer; we are a 
hard-working country . In a global knowledge economy, 
we need to work “smarter .” 

Canadians are good at diffusing innovation through our 

openness to foreign ideas, technological cooperation 

and partnering with foreign inventors on patents . We 

also have high penetration of broadband technology, an 

important platform for exchanging ideas . These are all 

important assets in the global market for ideas . But we 

lag behind the top global performers in business invest-

ment in research and development and in the commer-

cialization of inventions and ideas . We are not leaders 

in scientific and engineering publications, and we invest 

significantly less than some of our competitors in our 

universities . We need research scientists in universities 

working with their counterparts in the corporate sector 

to bring innovative products to market and carve out a 

place for Canadians at the high end of the value chain . 

If we want to maintain our current standard of living, 

raising productivity through significant strategic invest-

ment in research and development and in post-second-

ary education is an imperative .

Improving the quality and access to training  
and education is a refrain that is replayed in  
the discussion of the Canadian economy, our  
resource industries and our cities . 

Working smarter also means investing in the research 

and development of sustainable technologies that reduce 

damage to the environment and society . Volume II, on 

resources, speaks about the importance of sustainable 

extraction, management and renewal of our resource 

endowments . Whether it is forestry, agri-food, mining 

or energy, all require a full accounting that considers 

the consequences of resource extraction for the environ-

ment . Volume III, on cities, underlines the importance  

of sustainability in the rebuilding of our badly frayed 

urban infrastructures .

A skILLed And knowLedGeABLe 
workForCe 

The Conference Board pays a great deal of attention 

in this report to the importance of a skilled and know-

ledgeable workforce . This kind of workforce is critical 

to increasing our productivity, to the development of 

sustainable technologies, and to the re-engineering of 

our resource industries . Without a high-quality work-

force, none of these will happen . It is no surprise that 

improving the quality and access to training and educa-

tion is a refrain that is replayed in the discussion of the 

Canadian economy, our resource industries and our cit-

ies . Every volume speaks to the importance of strategic 

investment in education, in lifelong learning, and in the 

development of the skills that Canadians will need as 

global value chains proliferate and deepen .
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The Conference Board also worries about an aging 

demographic that threatens every sector of the Canadian 

economy and could compromise the quality of life of 

the next generation . Although immigration can help to 

address the looming shrinkage of the workforce, it alone 

cannot solve the shortfall caused by an aging population . 

But we can do much better at integrating immigrants and 

helping them to take full advantage of the skills they 

bring . This report speaks to the importance of immigrants 

in Canada: their contribution to our productivity, their 

global connections, and the contributions immigrants can 

make to the quality of Canadian life if their credentials, 

education and training are properly recognized .

Although immigration can help to address the looming 
shrinkage of the workforce, it alone cannot solve the 
shortfall caused by an aging population . 

To compensate for an aging population, governments 

at all levels and businesses will have to create incen-

tives so that educated and experienced people continue 

to work . Educational institutions will have to become 

more flexible so that lifelong learning becomes a shared 

experience across the generations . Governments will 

have to invest significant resources to provide the best 

available education to our young people . Although 

governments have increased funding for post-secondary 

education in the last several years, Canada’s universi-

ties are still significantly under-funded compared with 

those of our international competitors . The German 

government has just chosen three among its many 

universities to receive special funding so that they can 

become internationally competitive . In a globally com-

petitive environment where post-secondary institutions 

educate young people, contribute to lifelong learning, 

spark research and development, jump-start innovation 

and build global connections, one size can no longer fit 

all . Here, as elsewhere, Canada will have to abandon a 

cherished myth of equal treatment for all its institutions . 

The importance of strategic investment in education, of 

differential treatment to build excellence, jumps out of 

every volume of this report .

redesIGnInG our FIsCAL And 
reGuLAtory ArCHIteCture 

Canada is living with 19th-century architecture in the 

21st century . Its fiscal arrangement grows out of a rural 

experience, and is not responsive to the massive shift of 

population to Canada’s major cities and to the settlement 

of immigrants in the largest cities . A rigid fiscal structure 

has produced ongoing arguments about redistribution and 

health spending while urban infrastructure decays, fund-

ing for education declines relative to other countries, and 

Canada invests less than it should to prepare itself for 

the coming century . Despite years of effort, governments 

have been unable to adapt fiscal structures or to innov-

ate . They usually give up in frustration and make do . The 

fiscal framework has been the handmaiden of the balkan-

ization of the Canadian economy . There is no doubt that 

institutional rigidities have been a significant drag on our 

capacity to innovate and to excel .

Governance is the default factor in Canada’s success  
in the next decade . without good governance, nothing 
will go right . 

Every volume of this report bemoans the regulatory mess 

in Canada . Overlapping and misaligned regulations at 

the federal and provincial levels impose serious costs, 

do not contribute as well as they might to public safety 

and environmental stewardship, hamper the mobility of 

people and capital, and stifle innovation and experimen-

tation . The burden of costly and inefficient regulation 

will drag productivity down and discourage investment 

and immigration . In essential areas—capital markets and 

securities—we have failed, largely because of provincial 

rivalries, to build the kind of national regulators that 

global investors have come to expect and depend upon .

Governance is the default factor in Canada’s success in 

the next decade . Without good governance, nothing will 

go right . Good governance is about far more, however, 

than governments . It is the coming together of corpor-

ate leaders, voluntary organizations and governments  
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to work together on sustainable forests and environ-

mentally responsible mining . It is coalitions of citizens, 

corporate leaders, university presidents, and city offi-

cials working together to improve the quality of life in 

our major cities . It is giving our major cities the requi-

site money and power to become powerful engines of 

the national economy . Everything that needs to happen 

in Canada will happen only when all three sectors of 

society actively work together to change public policy, 

innovate and create value .

we are living with architecture built for our earlier  
rural past—an architecture that fits badly with the  
new urban Canada .

InvestInG In CAnAdA’s mAJor CItIes 

The Conference Board makes clear in this report that 

strategic investment in our major cities is urgent . 

Nowhere is the gap between Canada as a global society 

and our political, fiscal and regulatory architectures 

more apparent than in our largest cities . Canada, like 

other societies, has transformed itself from a rural to 

an overwhelmingly urban society, but we are living 

with architecture built for our earlier rural past—an 

architecture that fits badly with the new urban Canada . 

Urbanization is likely to accelerate . Immigrants who 

bring valuable skills with them and compensate—at 

least in part—for our aging population, generally settle 

in Montréal, Toronto and Vancouver . Yet these cities 

have little voice in settlement policy or immigration pol-

icy . Indeed, Canada’s cities are not officially recognized 

in federal–provincial discussions and are considered 

creatures of the provinces . This may have made sense 

a hundred years ago, but it makes absolutely no sense 

today . Not only do cities have no official representation, 

they have no access to taxes that grow as the economy 

grows . Less than 12 per cent of total government rev-

enues goes to municipalities . Generally reliant on prop-

erty taxes and user fees, Canadian cities cannot make 

the kinds of basic investments in urban infrastructure, 

transportation and waste management required to build 

sustainable ecologies for the future .

If Canada’s largest cities are to become world-class cen-

tres of design, architecture and culture, and attract young, 

talented, creative people, they will have to do more than 

invest in physical infrastructure . They will have to sus-

tain vibrant cultures and become centres of excellence in 

education so that they can take advantage of the global 

networks that power great cities and drive Canada’s 

economy forward . Cities today are the principal sites of 

innovation and production of knowledge-intensive goods 

and services . They must have the resources—from their 

province and the federal government—to invest in people 

so that they are socially as well as environmentally and 

economically sustainable . The reality of Canada’s cities 

today is far from this picture of excellence . What can be 

done to help Canada’s cities?

Canada’s prosperity depends on the success of  
our major cities . Governments at all levels must  
flow resources to major cities, which have special  
potential and face distinctive challenges .

The Conference Board makes the argument clearly and 

unequivocally: Canada’s prosperity depends on the success 

of our major cities . Above all, Canadians must recognize 

that the major cities need and deserve special assistance, 

and that these investments will benefit everyone . As the 

German government did recently with its universities and 

as European countries are doing with their core cities, gov-

ernments at all levels must flow resources to major cities, 

which have special potential and face distinctive challen-

ges . If they do not, neither our cities nor our economy will 

be globally competitive . We are also unlikely to sustain the 

arts and culture that are so important to Canadian identity .

No longer, the Conference Board insists, can we con-

tinue to interpret equality as equal per capita . That is not  

a popular argument to make in this country, where “fair” 
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is intuitively understood as “the same for everyone .”  

If we continue to invoke old language and avoid dif-

ferentiation, we will continue to starve our cities, and 

everyone will lose . This is a tough but compelling argu-

ment . It deserves very serious attention .

Nor can Canada allow itself to be hobbled by an outdated 

fiscal and political architecture . Governments at all lev-

els, the private sector and the voluntary sector must pool 

resources to work together on the shared challenges of 

urban finance, urban infrastructure, urban ecology and 

urban governance .

Urban transportation is in especially urgent need of 

investment . People, goods and services must be con-

nected in ways that are both efficient and sustainable . 

The gridlock we currently face is a drag on our pro-

ductivity, a disincentive to come to our big cities, and 

deeply damaging to the environment . Without major 

investment in the transportation infrastructure of our 

biggest cities, Canada will meet none of its basic goals .

People, goods and services must be connected  
in ways that are both efficient and sustainable .

The Conference Board also underlines the importance  

of viewing cities as urban ecosystems and developing 

industrial processes to promote the reuse of industrial 

by-products and waste . Cities contribute significantly  

to air and water pollution, greenhouse gas emissions, 

and overflowing landfill sites . Eco-industrial systems 

transform open-loop systems—where resources become 

waste—to cyclical closed-loop systems—where waste 

products become inputs for new processes . Governments 

at all levels will have to work together to align incen-

tives and regulation so that industry can experiment 

with innovative eco-industrial systems .

How can we be truly excellent? that is an important  
question for Canadians to ask .

strAteGIC Investment 

This report by the Conference Board speaks with a 

refreshing voice because, in the final analysis, it is about 

excellence . It does not ask: what does Canada have to do 

to maintain the status quo? It asks: what do Canadians 

have to do to excel? In a world where we are competing 

with the very best, where yardsticks are now globally 

made, how can Canadians do much better than we have 

done in the past? How can we be truly excellent? That is 

an important question for Canadians to ask .

To be excellent, we need to get the fundamentals right . 

We are richly endowed, with natural resources, with 

people, with cities that could be the very best even if 

they are not now, with a few world-class post-secondary 

educational institutions . Our challenge—and our respon-

sibility—is to make the most of these endowments, to 

provide the highest-possible level of stewardship of our 

resources, our people and our institutions, to differenti-

ate when we need to build excellence, and to measure 

our performance against the very best in the world . 



HIGHLIGHts

Canada’s global perform-

ance continues to slip . Our 

slow response to profound 

changes in the structure of 

the global economy threat-

ens our ability to achieve 

sustainable prosperity .

We are entering an era of 

integrative trade and global 

supply chains; our perspec-

tive and practices related 

to international trade must 

shift in order to enhance our 

access to markets and our 

use of inward and outward 

foreign direct investment . 

While global economic 

integration is increasing, 

North American integration 

may be reaching a plateau . 

We need to develop strat-

egies that will advance our 

critical trade relationship 

with the U .S ., but also 

with other markets .

•

•

The changing global econ-

omy also presents signifi-

cant risks and uncertainties . 

Anticipating and planning 

for environmentally sus-

tainable growth, for the 

impact of global imbal-

ances, for the competing 

forces of trade liberalization 

and protectionism, and for 

the impact of emerging 

markets will make our 

economy more resilient . 

The Canada Project identi-

fies seven strategies to 

achieve sustainable pros-

perity, five of which are 

discussed in this chapter:

Embrace productivity 

and competitiveness as 

national imperatives .

Create a single 

Canadian market with 

a supportive domestic 

business and regula-

tory environment .

•

•

–

–

Rethink the workforce 

with respect to older 

workers, immigrants 

and post-secondary 

education .

Revitalize international 

investment and trade by 

repositioning Canada 

as a leader in multilat-

eral negotiations while 

pursuing our regional 

and bilateral trade 

interests .

Advance foreign policy 

along two primary 

tracks with a balanced 

dual focus on our crit-

ical relationship with 

the United States and 

our developing rela-

tionships with China 

and other key emer-

ging powers .

–

–

–

1



tAkInG stoCk: CAnAdA’s eConomIC 
PLACe In tHe worLd

our GLoBAL eConomIC stAtus

Since The Conference Board of Canada intro-

duced its international benchmarking a decade 

ago, Canada has consistently ranked well when 

compared with the other major industrialized countries . 

But our ranking on income per capita—a commonly 

used measure of a country’s standard of living—has 

been slipping relative to that of other countries . Among 

Organisation for Economic Co-operation and Development 

(OECD) countries, Canada ranked in fifth place in 1990, 

behind Luxembourg, Switzerland, the U .S . and Iceland . 

The most recent data year, 2005, puts Canada in 10th spot; 

Norway, Ireland, Netherlands, Denmark and Australia 

now also surpass us .

Canada still ranks in the gifted class among nations, 
but we are slowly being pushed to the back of the class .

We are still in the gifted class among nations, but we 

are slowly being pushed to the back of the class . We 

need to recognize the factors that are causing us to lose 

ground in the areas that are critical to our ability to 

compete globally . It is not enough, however, to under-

stand the causes of our relative decline . In this report, 

the Conference Board recommends five strategies that 

can move Canada forward to sustainable prosperity .

Canada’s slipping overall economic performance is occur-

ring at a time when the engine of global economic growth 

is shifting from aging industrial economies to China and 

the larger emerging economies . And, Canada, with an 

aging population and a relatively slower rate of sustain-

able annual economic growth, will find it hard to avoid 

falling farther in the global rankings . In relative global 

terms, Canada, like many other industrialized countries,  

is getting smaller in terms of its economic influence .

Shrinking economic weight in the world should not be 

confused with shrinking economic performance . It is pos-

sible to be a medium-sized or even a small country with 

a highly successful economy that produces high living 

standards for its citizens . But Canada will remain highly 

successful only if we realize the new growth opportunities 

inherent in the global economy, while mitigating their 

adverse effects . 

key drIvers oF struCturAL CHAnGe
The global economy is becoming more integrated .  

It is oriented more toward investment, trade and services . 

It is also rewarding knowledge and innovation . How 

is Canada performing on the key drivers of structural 

change? It is at risk of falling short on all these fronts .

One of the causes of our sliding economic performance 

is insufficient foreign direct investment (FDI) coming 

into and going out from Canada . Canada is losing its 

lustre as a destination for FDI . Why do we need to attract 

more of it to Canada? FDI provides an increased pool 

Mission Possible: Stellar 
Canadian Performance in  
the Global Economy

CHAPter 1
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of capital for investment, enables the acquisition of new 

knowledge and technologies, and increases revenues for 

government . Why do we need more FDI going out from 

Canada? It gives us access to overseas markets, resources 

and opportunities, and increases international trade .

Canada’s trade in goods has broadly echoed the global 

pattern . We have shuffled our trading partners, and China 

has replaced Japan as our second-most-important partner . 

However, while our economy has become substantially 

more services based, our trade has not . Canada is under-

achieving in services . Services exports, about one-eighth 

of our total export value, have actually declined slightly 

as a share of exports in recent years . We also lag behind 

the top global performers in business investment in 

research and development . And we certainly do not 

measure up in commercialization—that is, extracting 

the maximum value from our investments in innovation 

by taking new ideas to market and turning them into 

improved products and services .

tHe erA oF InteGrAtIve trAde
These drivers of structural change within Canada and 

globally are part of “integrative trade,” which knits 

together the elements firms use today to achieve the 

lowest possible cost and maximize return: exports, 

imports used to create exports, inward and outward FDI 

that is used by firms to develop global value chains, 

sales from foreign affiliates, and offshore outsourcing .

Integrated global supply chains—in which production is 

distributed around the globe in search of higher efficiency 

and lower costs for each component of the final good, 

driven by foreign direct investment—are revolutionizing 

global manufacturing . Close to one-third of world trade 

today is intra-firm trade . Where does Canada fit in global 

supply chains? Our examination of Canada’s trade over 

the past two decades indicates growing integration into 

global supply chains for Canadian business, although with 

some anomalies . The broad direction is clear . The older 

perspective on international trade that “exports are good 

and imports are bad” has been replaced by a new appre-

ciation that for many firms and industries, both exports 

and imports are critical to an integrated production pro-

cess . And Canadian companies must compete vigorously 

for this kind of international trade and investment .

With trade liberalization and the rise of global supply 

chains, FDI is now much sought-after to generate wealth 

and stimulate trade—in both directions . We should not only 

be attracting more FDI into Canada, but also doing more 

to facilitate the growing trend toward outflows of FDI .

Associated with the growth in Canadian outward FDI 

have been increasing sales of goods, and more particu-

larly of services, from Canadian-owned foreign affiliates . 

Canadian businesses—faced with negative factors such 

as trade or regulatory barriers, or positive factors such as 

serving new foreign customers—are turning to foreign 

investment as a way of enhancing access to and serving 

markets . 

FdI is now much sought-after to generate wealth and 
stimulate trade . Canada should not only be attracting 
more FdI, but also doing more to facilitate the growing 
trend toward outflows of FdI .

Canadian businesses are also continually restructuring 

to try to stay internationally competitive . Head offices 

and head office employment in Canada have continued 

to grow, but the impact of this restructuring can vary 

significantly (and even be contradictory) in various cities 

and regions, specific sectors, and Canadian versus for-

eign-controlled firms . 

stALLed nortH AmerICAn eConomIC InteGrAtIon
The structure of Canada–U .S . economic integration 

is changing in important ways . Our exports to the 

United States, the most commonly cited integration 

measure, have grown much more slowly in recent 

years . Increasingly, current export growth is sustained 

by the energy and resource sectors, while growth in 

non-energy trade, including automotive and most 

non-resource-based manufactured goods, has been 

weak . Other key features of bilateral economic integra-

tion show a similar pattern of slowing growth or even 

decline . Canadian investors are looking more and more  

to other markets, notably Europe and Latin America .
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A steady, lock-step march toward ever-increasing levels 

of bilateral Canada–U .S . economic integration across 

all fronts is far from automatic . Canadians need to 

understand how North American economic integration 

is being affected by the rapidly changing global econ-

omy, and we need to understand the strategies required 

to advance our interests .

FACInG tHe Future: oPPortunItIes, 
rIsks And unCertAIntIes

The changing global economy provides significant 

opportunities to improve Canada’s economic perform-

ance through enhanced trade and investment . But global 

dynamics create significant risks and uncertainties for 

Canada’s economic prospects in four areas .

sustAInABILIty: eConomIC GrowtH And 
envIronmentAL ProteCtIon
Economic growth that occurs at the expense of the 

global environment overstates the net contribution of 

economic growth to our prosperity . Our measures of 

national wealth should include an estimation of the 

scarce natural resources used to produce that wealth, as 

well as the costs imposed on the physical environment . 

Economic growth and sustainability of the physical 

environment need to be integrated into a single concept 

of sustainable national prosperity .

There is growing social and political acceptance of sus-

tainability—that is, the integration of economic growth, 

social justice and environmental integrity . However, there 

is not yet a meaningful global consensus on how to slow, 

and then reduce, greenhouse gas emissions, which are 

causing climate change . Nor is there agreement on how 

to share the economic impact of adjustment . Canada will 

need to develop better measures of the close relationship 

between gross domestic product (GDP) and macro-

environmental sustainability if we are to minimize the 

economic impact on Canada of that greenhouse gas 

adjustment, and share the global adjustment of climate 

change fairly . 

A well-functioning regulatory system is central to the 

protection of the public interest and the environment, and 

ensuring public safety However, the current regulatory 

approval system is complex and costly . Significant overlap 

and duplication exist between provincial governments 

and the federal government and among departments . 

Indeed, regulatory processes may be stifling innovation 

in the Canadian economy at a time when it could—and 

should—play a central role in lessening the environ-

mental impacts of economic activities, through research, 

development and refinements to production processes .

dIsequILIBrIum In tHe GLoBAL eConomy
The global economy is out of balance . For nearly 15 years, 

the external (or current account) deficit of the United 

States—the difference between the trade and investment 

flows in and out of the country—has grown progressively 

to a massive scale . There is now a dangerous imbalance 

between savings and investment . Huge capital inflows 

from Japan, China and elsewhere in Asia, and more 

recently from investors in Europe and the Middle East, 

have balanced this deficit . However, foreign buyers of 

U .S . assets are unlikely to sustain this level over the 

longer term .

Global dynamics create significant risks and  
uncertainties for Canada’s economic prospects .

Canada cannot hope to avoid the shocks of the eventual 

U .S . adjustment, although our strong macroeconomic 

foundation will help to cushion the impact . We must 

strengthen our capacity to absorb the shocks to come at 

the border, in our cities, and across the economy . 

trAde LIBerALIzAtIon versus trAde 
ProteCtIonIsm
The suspension in July 2006 of the Doha Round of 

multilateral trade negotiations at the World Trade 

Organization does not bring multilateral progress on 

trade liberalization to an end . Future global growth is, 

however, more likely to be stimulated by technology 

and innovative investment, as well as by the boom in 

energy and resources, and less so by further progress  

on multilateral trade liberalization . 
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Unless the Doha Round can be re-energized, the absence 

of progress multilaterally will inevitably encourage pro-

tectionism, notably in the U .S . Congress, which faces a 

massive U .S . external deficit . Increased protectionism 

would pose serious trade risks for Canada . Greater 

regionalism in trade, particularly in Asia and to a lesser 

extent Latin America, could leave Canada on the outside 

looking in at major sources of global economic growth . 

emerGInG mArkets: GoLden oPPortunItIes But 
CuttHroAt ComPetItIon
Exploding demand for energy and resources in emerging 

economies, coupled with continuing high energy use in 

industrial economies, will be a major factor in global 

growth for at least the next decade . The resource boom 

is good news for Canada’s resource-based industries . 

However, we face stiff competition for markets and 

investment from other countries with more accessible  

or lower-cost products, many of them emerging markets 

such as Russia and Brazil, as well as from traditional 

competitors such as Australia . A strong currency driven 

by natural resource earnings (or what is called “Dutch 

disease”) can also crowd out other sectors of the economy, 

particularly manufacturing .

Canadian exports to and imports from some emerging 
economies are steadily moving up the value chain .

The global economy is in the process of a profound shift 

in comparative advantage, unlike anything in recent hist-

ory . The adjustment process is telescoped as countries 

such as China, India and Brazil move rapidly into higher 

levels of industrialization . Canadian exports to and imports 

from some emerging economies are steadily moving up 

the value chain . The impact of low-cost imports from 

China and elsewhere does, however, put some Canadian 

exports at risk of being priced out of the U .S . market . We 

also risk becoming collateral damage in any trade actions 

taken by a protectionist U .S . Congress against China and 

other low-cost exporters . 

What does the risk profile of the global economy look 

like for Canada? 

First, China and other emerging economies are sources 

of both opportunity and competition . Second, a more 

energy- and resource-intensive economy will shift eco-

nomic activity toward Western and Northern Canada, 

away from an increasingly stressed central Canadian 

manufacturing base—with consequent regional and local 

strains . Third, the future of Canadian manufacturing, 

which faces both cost competition and a strong loonie, 

lies in securing positions in U .S . and other global supply 

chains, in active use of FDI, in selective offshoring, and 

in becoming niche players in ever-higher levels of innov-

ation-based production . In this kind of environment, we 

run the risk of a slide backward toward protective bar-

riers and costly bailouts that will make us less competi-

tive and will delay the inevitable adjustment process . 

GoInG ForwArd: FIve strAteGIes  
For CAnAdIAns

There is much that governments, and governments 

working together with business, can do to enhance  

our economic future . Five strategies will be critical .

emBrACe ProduCtIvIty And ComPetItIveness
Only one-fifth of the Canadian business economy 

(excluding public administration) is more productive 

than its U .S . counterpart; the other four-fifths are less 

productive . How can Canadian productivity be improved? 

We need to open industries to competitive pressures, 

improve the level and quality of capital intensity, and 

encourage organizational and managerial innovation . 

Raising productivity is a national imperative .

recommendations to embrace Productivity and 
Competitiveness
The Conference Board of Canada recommends that:

Canadians recognize that economic growth and con-

cern for the physical environment need to be integrated 

into a single concept of sustainable prosperity:

Adopt metrics that integrate the concept of sus-

tainability into our measurement of economic 

growth and business success .

Improve federal and provincial government align-

ment and efficiency of environmental regulations .

1 .

–

–
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Public and private sectors adopt a Canadian national 

productivity strategy that addresses the key elements 

affecting our productivity performance .

CreAte A sInGLe CAnAdIAn mArket
Canada needs to create a single Canadian market through 

comprehensive regulatory reform and alignment and 

increased competition . Reducing barriers to competition 

in Canada, particularly in the tradable goods sector, 

would pay significant dividends in closing the Canada–

U .S . productivity gap . Serious barriers grow out of 

provincial and territorial regulations and practices that 

interfere with the movement of goods and services, the 

mobility of workers and the free flow of capital . Much 

more can be done to reduce and remove these barriers 

and to improve the alignment of federal and provincial 

regulation .

Canada needs to create a single Canadian market 
through comprehensive regulatory reform and alignment 
and increased competition .

Creating a single Canadian market will require urgent 

action to fix Canada’s cumbersome system of complex 

and inefficient regulation, both among provinces and 

with the federal government . Compliance costs must 

be reduced . Canada needs more efficient regulation 

that can be enforced at less cost, while protecting well-

defined public interests . For example, Canada needs 

a single national securities regulator . In the financial 

services industry, consolidation and openness to inter-

national competition must be core elements .

Canada needs to foster a culture of innovation . We lag 

behind other industrialized countries in innovation and 

are falling farther behind instead of catching up . The 

benefits of innovation are significant: Canada’s most 

innovative firms generally have better productivity per-

formance and faster growth, and they generate higher 

quality, better paying jobs . Innovation does not only 

generate economic value; it also generates social value 

by creating safer communities and improving health 

care and environmental protection .

2 . Our biggest weaknesses in innovation lie in inadequate 

research and development (R&D) by private industry 

and inadequate conversion of research knowledge into 

commercial advantage . Research comparing Canadian 

and European performance found that Canadian com-

panies struggle when it comes to generating sales 

from innovative products . The Leaders’ Roundtable 

on Commercialization, established by the Conference 

Board, recommends urgent action in six areas: 

Establish priority areas in which Canada will be 

global best .

Increase corporate investment in strategic training 

and recruitment .

Increase corporate investment in research, develop-

ment and innovation .

Increase international and domestic risk capital 

investment in Canada, and focus on bigger deals .

Expand innovation in industrial supply chains .

Create an independent national advisory group  

in innovation-based commerce .

Clusters contribute to regional economic growth 

through an influx of skilled labour and firms as well  

as investment . But they are not a panacea . Clusters 

carry risks . They are subject to boom and bust cycles 

and are typically not large employers . Successful clus-

ters are typically market-driven, but governments can, 

nevertheless, nurture them by building a supportive 

environment, particularly through policies to develop 

skilled labour and facilitate access to risk capital .

The overall Canadian taxation system is a crucial element 

in determining our economic performance, productivity 

and international competitiveness . Tax reform in three 

areas deserves priority treatment . Lower-income Canadians 

should be encouraged to stay engaged in the labour force 

through a sharp reduction in the high marginal income 

tax rates these people face . Marginal tax rates approach 

80 per cent for incomes around $37,000 in both Ontario 

and Alberta, for example, reflecting the combination of 

personal income taxes, payroll taxes (Employment 

Insurance and the Canada Pension Plan) and clawbacks 

of federal and provincial programs that are related to 

the recipient’s income .

•

•

•

•

•

•
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Canada’s international competitiveness must be improved 

with respect to taxes on capital investment . In addition 

to further reductions in federal corporate income taxes, 

business taxation reform at the provincial level must be 

tackled . Provinces need to eliminate capital taxes, as 

well as convert sales taxes levied on business inputs into 

value-added taxes, such as in reforms already adopted in 

Quebec and in three of the Atlantic Provinces . And tax 

regimes across all three levels of government need to be 

brought into greater alignment . The most glaring short-

coming is at the municipal level . Municipalities must 

be given improved access to the taxation instruments 

enjoyed by other levels of government—such as income 

taxes and general sales taxes—if they are to remain fis-

cally viable and assume their place as the locomotives  

of innovation and economic growth .

tax regimes across all three levels of government need 
to be brought into greater alignment . the most glaring 
shortcoming is at the municipal level .

Good infrastructure is essential to a high-functioning 

national market . Canada’s existing transportation infra-

structure is, for the most part, aged and fragile . The 

infrastructure in our cities, the bridges and roads we use 

for trade with the U .S ., and the ports and access link-

ages on the west and east coasts are suffering from 

chronic neglect and under-investment . Canada’s cities 

need significant investment to maintain and renew their 

public infrastructure, much less accommodate antici-

pated growth . The Urban Transportation Task Force,  

in its 2005 report, estimated that a total investment of 

$89 billion would be required between 2004 and 2013 .

Achieving necessary levels and composition of public 

and private investment in transportation infrastructure 

will be a key factor in determining whether Canadian 

businesses will succeed both in North America and in 

emerging markets . Governments—federal, provincial 

and municipal—must become much more proactive in 

working together to streamline and modernize transpor-

tation and border infrastructure .

recommendations to Create a single Canadian market
The Conference Board of Canada recommends that:

Governments tackle the vast web of regulatory and 

other non-tariff barriers that currently pervade the 

Canadian economy, and reduce barriers to competi-

tion in specific sectors:

Reinvigorate the removal of barriers to internal 

trade by adopting some of the techniques used  

in international trade negotiations, like binding  

dispute settlement mechanisms and enhanced 

bilateral/regional agreements .

Align, and ideally harmonize, regulatory standards 

and processes among all levels of government .

Pursue the big regulatory policy issues, like 

national securities regulation or openness in  

the financial services industry . 

Simplify and shorten the regulatory process and 

improve regulatory coordination, for example, by 

identifying a regulatory “champion” for specific 

projects .

Align Canadian and U .S . regulatory frameworks 

more closely by removing differences in regula-

tory standards and processes where doing so 

would meet the needs of both countries .

Business and governments foster knowledge and 

innovation by implementing the strategy developed 

by the Conference Board’s Leaders’ Roundtable for 

Commercialization, which identified six priority 

areas for businesses and government:

Establish priority areas in which Canada will  

be global best .

Increase corporate investment in strategic training 

and recruitment .

Increase corporate investment in research, 

development and innovation .

Increase international and domestic risk capital 

investment in Canada, and focus on bigger deals .

Expand innovation in industrial supply chains .

Institute an independent national advisory group 

in innovation-based commerce . 

3 .
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Governments reform tax policy in support of  

productivity:

Reduce marginal tax rates on low incomes .

Eliminate capital taxes and reform business  

taxation .

Strengthen the alignment of the Canadian tax 

system across three levels of government .

Provide cities with the tax instruments they  

need to meet their fiscal responsibilities .

Governments, working with the private sector,  

invest in the modernization and coordination  

of trade transportation and border infrastructure, 

including security, as a national priority .

retHInk tHe workForCe
Without a major shift in policy, our economy is unlikely 

to have enough workers—or enough of the right kinds 

of workers . We need to invest a good deal more of our 

collective energy and resources in the “people side” of 

our economy than we have done in the past .

Longer lifespans and falling fertility rates are “aging” 

the population of many countries at an accelerating 

rate . Slower growth in our labour force will drag down 

Canada’s economic growth potential and intensify the 

social and economic friction related to these major 

structural demographic changes .

Immigration compensates to some degree for slow 

labour-force growth, but global immigration is changing . 

It is now intensely competitive, and it will become even 

more so . Canada has to shop much more seriously for 

immigrants—and particular kinds of immigrants . Our 

immigration system, an important component in success-

ful recruitment, seems all too often to be mired in red 

tape and politics . We need to improve the selection and 

processing of immigrants, implement more active recog-

nition of credentials, and enhance coordination among 

the three levels of government and among the public, pri-

vate and voluntary sectors . Governments—federal, prov-

incial and municipal—must develop a comprehensive 

strategy for immigration: one that involves employers, 

educational institutions and community groups to better 

focus immigrant selection, improve settlement and inte-

gration, and ease labour market entry .

5 .

–

–

–

–

6 .

While enhanced economic and skills-based immigra-

tion will help, it will not be enough . Canada must build 

an integrated policy framework that weaves together 

the demand and supply sides of our aging workforce . 

Canadian industry and public service employers need to 

make fundamental changes to human resource policies, 

workplace design, and even work production processes 

in order to retain and engage older workers . They will 

benefit from adopting strategies to attract older workers 

and to encourage more gradual transition to retirement .

without a major shift in policy, our economy is unlikely 
to have enough workers—or enough of the right kinds 
of workers .

Market-driven action alone will not be sufficient . On the 

demand side, organizations need to be motivated to hire 

and retain older workers . And on the supply side, older 

workers must be encouraged to remain in the workforce . 

European countries and Japan, which are ahead of us on 

the demographic curve, have already taken significant 

steps, and Canada can learn much from them . Ending 

mandatory retirement, reforming publicly funded pen-

sions to promote later retirement, and encouraging indus-

try to retain older workers would be a good start .

Canada also needs a highly educated and skilled work-

force . We shine in most international education compari-

sons, but our stellar performance masks some disturbing 

trends . Canadian spending on public education is increas-

ingly at risk of being crowded out by other priorities, 

particularly health-care spending . As a result, Canada’s 

relative public expenditure on education has been falling . 

In 1995, Canada was second among OECD countries, 

investing 6 .2 per cent of GDP; by 2002, we had dropped 

to 18th place owing to our smaller investment of 4 .6 per 

cent . It is difficult to see how Canadian universities will 

be able to sustain first- or even second-tier standing in 

the world without significant new investment by govern-

ments, as well as more public and private sector support . 

Colleges must be treated as the practical counterpart of 

our university system and funded at levels that allow 

them to produce the concrete skills needed in today’s 

labour market .
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Our education system is not only under-funded, it is 

also not producing the right mix of graduates . We have 

a lower proportion of engineering and science graduates 

than do European countries, and a much lower percentage 

of working-age adults with university degrees than the 

United States . Curricula and programs need to focus on 

developing skills (including innovation skills) and on 

giving students appropriate credentials for the skills they 

have developed . Educational institutions, businesses  

and communities need to collaborate on mentoring and 

work-study programs . Also, educators require training 

to teach innovation skills effectively .

Inadequate literacy skills undermine both the  
productivity and the adaptability of the workforce .

We need more study programs abroad to give our students 

international experience and opportunities . Our students 

are far behind their counterparts in Europe, Asia and 

Latin America . We also need to better welcome foreign 

students to Canada .

University-level education is not the only answer . Our 

education system needs to be more innovative in pro-

viding career pathways into the professional trades .  

The college system has a pivotal role to play in address-

ing gaps in trade skills .

Demographic trends indicate that Aboriginal people and 

immigrants will make up an increasingly large propor-

tion of the future Canadian student body . Our education 

system will have to adjust to this shift in our national 

demographics . We need to double our efforts to improve 

the education of Aboriginal people by identifying best 

practices to increase their K–12 graduation rates .

We must embrace the concept of lifelong learning .  

The difficulty many adults appear to have in coping  

with the literacy and numeric demands of modern life 

and work undermines both the productivity and the 

adaptability of the workforce . Alarmingly, 40 per cent  

of adults—9 million Canadians—do not have adequate 

literacy skills . A recent Statistics Canada report across 

14 OECD countries found that, on average, every 1 per 

cent increase in literacy scores is linked to an eventual 

2 .5 per cent relative rise in labour productivity and a  

1 .5 per cent rise in GDP per capita . 

recommendations to rethink the workforce
The Conference Board of Canada recommends that:

The federal government implement a new deal for 

immigrants by improving immigrant selection and 

processing, reforming credentials recognition and 

strengthening intergovernmental and public–private 

sector coordination .

Business and governments actively seek to retain 

older workers by adopting more flexible working 

arrangements, changing the mix of financial incen-

tives and modernizing attitudes toward older workers .

Governments establish education funding as a much 

higher national priority and ensure that both univer-

sities and colleges have the financial resources they 

need to meet their respective mandates .

Governments and employers improve the quality  

of the workforce:

Recognize the importance of innovation within 

the education system .

Expand international educational experiences  

and language skills .

Address the skills gap .

Revitalize our commitment to Aboriginal education .

Enhance immigrant-sensitive education .

Commit to lifelong learning .

revItALIze InternAtIonAL Investment And trAde
Canada’s international investment and trade policy 

will have to shift gears to take account of the profound 

changes in the global economy: the spectacular rise of 

China and other emerging economies and their poten-

tially massive impact on the global marketplace, the 

emergence of “integrative trade,” and the growing role 

of knowledge-based services . The Canada Project has 

highlighted three major approaches to revitalizing our 

international investment and trade: grow our relative 

global share of FDI; increase our trade in services; 

and, most importantly, become more strategic in inter-

national trade .

7 .
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While Canada still attracts significant amounts of  

FDI in nominal terms, we now face stiff competition  

for investment capital, not only from the U .S . and 

Europe but also from low-cost and increasingly highly 

skilled countries such as China, India and Mexico . 

Canada’s share of North American inward FDI stock 

has fallen by almost one-third since the signing of the 

Free Trade Agreement and the North American Free 

Trade Agreement (NAFTA), while the U .S . share has 

grown significantly . Attracting inward FDI has become 

a much bigger challenge . How can Canada transform 

itself into a more FDI-friendly destination in this inten-

sively competitive environment?

Canada must make the border as seamless as possible 
in terms of infrastructure and security coordination .

There is a strong overlap between what we need to do 

to make our economy more productive and what we 

need to do to attract more FDI . The biggest improve-

ment to Canada’s investment climate would come from 

reducing or, where appropriate, eliminating regulation 

where compliance costs are unnecessarily high . With 

Canada now a net capital exporting country, Ottawa 

should also consider eliminating the federal withhold-

ing tax . Most Group of Seven (G7) countries have elim-

inated withholding taxes on interest, and some, such as 

the United Kingdom and the U .S ., have dispensed with 

withholding taxes on dividends .

Canada does not have the U .S . advantage of large scale, 

or the low labour costs of Mexico, China or other develop-

ing countries . We need, therefore, to specialize in niches 

within global supply chains, such as high-value special-

ized products and services that require smaller produc-

tion volumes and highly skilled labour . We could focus 

our energies on advanced technologies, from aerospace 

to pharmaceuticals and biotechnology; high value-added 

business services such as engineering, consulting and 

communications; and expansion of our capacity in 

emerging areas such as life sciences, fuel cells and 

environmental technologies . In this context, Canada  

has a major stake in making the border as seamless as 

possible in terms of infrastructure and security coordin-

ation: we want to make sure that investors from outside 

North America who want to serve the entire North 

American market do not perceive the border as a deter-

rent to investing in Canada .

Canadian direct investment abroad is another way to take 

advantage of integrative trade by improving Canadian 

access to global value chains and reaching more foreign 

customers, which in turn strengthens the international 

competitiveness of our firms . About half of Canada’s 

outbound FDI goes to the U .S ., although the U .S . share 

has decreased markedly, while the market share in 

Europe and Latin America has grown (but so has the 

share of tax havens in the Caribbean) .

Bilateral foreign investment protection and promotion 

agreements (FIPAs) are designed to protect Canadian for-

eign investment assets in other bilateral markets . Canada 

has a bilateral FIPA with about 20 countries at present, 

with two more underway . These bilateral negotiations 

with China and India should be given high priority .

There are good reasons to actively encourage Canadian 

investment abroad . Outward FDI makes Canadian busi-

nesses more competitive and profitable and creates 

additional trade . Investment Canada, which has been 

moved inside a reintegrated Department of Foreign 

Affairs and International Trade, should be given the 

mandate and tools to encourage Canadian direct invest-

ment abroad . Export Development Canada (EDC) should 

be encouraged by its shareholder, the federal govern-

ment, to become an active equity partner with Canadian 

firms investing outside Canada, in addition to providing 

political risk insurance coverage, particularly for small 

and medium-size enterprises seeking to go global .

Canada’s services exports, at 12 .5 per cent of total exports 

and slowly declining, lag far behind the amount of such 

exports from other advanced countries . Governments at 

all levels need to ensure that domestic regulations create 

a positive business environment—one that fosters a 

healthy services industry, able to compete at the inter-

national level . Between 1989 and 2000, the U .K . grew 

its education services exports by 70 per cent, the U .S . by 
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124 per cent, and Australia by an astonishing 270 per cent . 

Canada’s exports, in contrast, grew by a mere 50 per 

cent . To improve educational exports requires the cre-

ation of a national body that acts as the champion for 

education exports, along with a distinct Canadian edu-

cation brand .

Canada risks being left behind if we do not aggressively 
and actively engage in advancing our bilateral and 
regional trade and investment interests . 

Multilateral services liberalization is proceeding slowly . 

We can do more to secure improved access on a bilateral 

or regional basis . Transportation services, which have 

historically been handled more bilaterally than multi-

laterally, are a particularly suitable focus . The recently 

opened discussions on a new Canada–U .S . “open skies” 

deal moves this agenda forward in the air sector . We 

need to spur similar movement on trucking, rail and, 

to the extent that U .S . legal restrictions permit, marine 

transportation .

Over the past decade and a half, Canada’s already heavily 

trade-dependent economy has become even more so—

trade as a share of Canadian GDP is now 72 per cent, 

up from 52 per cent in 1990 . In comparison, trade makes 

up about 26 per cent of U .S . GDP . Future success in the 

global economy depends on strong leadership on national 

trade and investment policy; these are not areas to be 

“contracted out .” At the same time, international trade 

and investment is a fully integrated part of national  

economic performance . Canada will require much 

closer linkages between what we think of as domestic 

policy—non-tariff barriers, limits on competition, regu-

lation, our investment climate, skills and education, 

innovation—and international trade policy .

We need to embrace integrative trade . Growing imports 

from China and India can reduce production input prices 

without necessarily sacrificing quality, thereby making 

Canadian business more internationally competitive .  

EDC should have the legislative capacity to ensure that 

key production imports can be financed or insured on 

competitive terms . It is also true that some imports do put 

Canadian manufacturers at risk . Canada needs to review 

its system of “trade remedy”—the processes relating to 

dumping, countervail, safeguards, export restraints—to 

ensure that it does not impede critical imports, while pro-

tecting domestic manufacturers from unfair competition 

and giving them breathing space to adjust .

To be taken seriously as a free and open trader, we  

must address the pockets of protectionism in agricul-

tural supply management and other sectors of our econ-

omy . Protection in agriculture is not only indefensible 

in the larger context of our international trade strategy, 

but it also works against the interests of Canadian con-

sumers, while protecting a small and shrinking number 

of producers and workers .

Our trading partners are already actively pursuing new 

bilateral and regional free trade agreements . We risk 

being left behind if we do not aggressively and actively 

engage in advancing our bilateral and regional trade and 

investment interests . The U .S . must always be regarded 

as Canada’s top priority in bilateral trade, consistent with 

its importance in Canadian foreign policy generally . 

Nevertheless, NAFTA has been fully implemented, 

and the growth of Canadian trade within NAFTA has 

largely stalled . Using rigorous analysis and stakeholder 

engagement, Canada must focus its energies on com-

prehensive bilateral and regional trade and on invest-

ment agreements with countries that are important to 

our economic interests—beginning with the deepening 

of NAFTA . Otherwise, Canada will increasingly find 

itself a spoke in a larger U .S . wheel of preferential 

trade, with our preferential access diluted and without 

the same degree of favourable access in third markets . 

We need to ensure that there is improved coordination 

and synchronization among our international trade and 

investment policies, as well as trade and investment 

promotion efforts and domestic policy reform .

recommendations to revitalize International 
Investment and trade
The Conference Board of Canada recommends that:

The federal government pursue a coherent, deliberate 

international trade and investment strategy:

Position Canada as a leader once again in multi-

lateral trade and investment liberalization through 

the World Trade Organization .

11 .

–
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Deepen and improve the North American Free 

Trade Agreement . 

Pursue other bilateral and regional trade and 

investment agreements with countries that are 

important to our economic interests .

Ensure that we are not undercut in markets 

through agreements struck by our competitors and 

partners, or through other special arrangements .

Governments recommit to making Canada an 

attractive destination for new productive foreign 

investment by addressing factors that deter foreign 

investors—the regulatory environment, tax com-

petitiveness, the quality of the labour force, and 

constraints at the border—and by bringing greater 

clarity and transparency to the legislation and rules 

governing FDI .

The federal government facilitate outward Canadian 

FDI where there are material benefits to Canada 

through actions that reduce the risk of investing 

outside Canada, like Foreign Investment Protection 

Agreements, and by strengthening facilitation 

of outward FDI through agencies like Export 

Development Canada .

Governments and business promotion organiza-

tions energize trade in services through an improved 

domestic structural and regulatory environment for 

services, more effective promotion of exports and 

investment for services-producing industries, and 

improved market access for services trade .

reFoCus ForeIGn PoLICy PrIorItIes
We have too many priorities and not enough strategic 

focus—as well as too little coherence between our 

domestic and international priorities . Above, this sum-

mary argues that NAFTA has stalled and the growth in 

our trade with the United States, at least for the moment, 

is not as promising as export growth to other markets . 

Nevertheless, our volume of trade with the U .S . is so 

significant and our two economies so intertwined that 

our dominant priority remains our relationship with our 

southern neighbour .

–

–

–
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American attention has increasingly turned to other 

markets, particularly China . Canada is now compara-

tively less important to the global production and distri-

bution systems of U .S .-based transnational companies . 

U .S . global interests have moved from trade to a pre-

occupation with energy and security . Finally, although 

the NAFTA dispute panel system has been working well 

in general, the long-standing dispute over softwood lumber 

raised serious questions about U .S . respect for the inter-

national commitments it makes in trade agreements .

Canada has too many foreign policy priorities  
and not enough strategic focus .

The Conference Board of Canada recommends that we 

bring clarity to our critical relationship with the United 

States, based on a coherent, practical, step-by-step 

approach . Canada needs to make major investments in 

border-related infrastructure to streamline transborder 

clearance . Putting in place a system of intelligent tech-

nology to move the process of customs pre-clearance 

away from the border area would significantly reduce 

transportation costs, customs-processing times and wait 

times . Customs and revenue agencies also need to sim-

plify their reporting processes .

Canada needs to align and even to harmonize regula-

tions with the U .S . where harmonization makes sense 

and does not sacrifice Canadian regulatory objectives . 

Remaining tariff differences between Canada and the 

U .S . must be reduced or phased out . Doing so will 

also help to address the rules-of-origin problem for 

imports from third countries . We can reduce the scope 

for disputes through greater regulatory cooperation and, 

where it makes sense, policy cooperation, recognizing 

nevertheless that greater convergence will not necessar-

ily prevent disputes . Canada should continue to make 

rules-based dispute resolution a priority, both bilaterally 

and multilaterally . Otherwise, we must prepare to live in 

a less-than-rules-based trade world, where disputes get 

resolved the old-fashioned way—through negotiation 

(which inevitably favours the more powerful partner)  

or through taking our chances in the U .S . courts .
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NAFTA contained only limited provisions for services, 

which now offer considerable scope for rationalization 

and integration . Transportation should be targeted for 

bilateral liberalization—not only the commercial air 

sector, but also the trucking and marine subsectors .  

The objective is to create a seamless North American 

transportation corridor .

Canada should pursue diversification beyond the  
u .s . market, primarily for economic reasons that  
are driven by global market trends .

At a time of growing international competition for 

investment, we need to find ways to secure a larger 

share of foreign investment in North America, while  

at the same time capturing more trade-expansion 

benefits from our expanding FDI into the U .S . 

Yet even as we manage the critical U .S . relationship, 

Canada must now focus more strategically on China and 

other leading emerging markets . Canada should pursue 

diversification beyond the U .S . market, primarily for 

economic reasons that are driven by global market trends .

Canada must take better advantage of integrative trade 

with China: supply chains, trade-creating FDI flows to 

China, sales from Canadian affiliates in China, and off-

shoring . We need to see China as a market for services, 

and we need to take advantage of low-cost Chinese imports 

to reduce Canadian costs . Attracting appropriate kinds 

of FDI from China is key; a review of the Investment 

Canada Act is badly needed to ensure that we are attract-

ing FDI that is sustained, economically driven, and not 

politically motivated . China’s impact on Asia must be 

understood . Japan and Korea now have closer economic 

ties with China than with the United States, and Southeast 

Asia is becoming more tied into Chinese production . 

Taken together, the huge and increasingly integrated 

East and Southeast Asian region has a current combined 

GDP of around $8 .7 trillion—only slightly smaller  

than that of the European Union (EU), and growing 

considerably faster .

Selling into the region is another way to capitalize on 

the opportunities that China is creating . Canada has a 

significant potential advantage: the large number of 

Chinese immigrants in Canada, many of them entre-

preneurs . Every serious Canadian company of material 

size should be attracting in-house expertise from this 

country . And building a more trusting bilateral relation-

ship will contribute to Canada’s ability to nudge China 

toward greater respect for human rights . Their emerging 

middle class will be our strongest ally in pursuing 

ongoing political and social reform .

China’s population growth rate is expected to slow con-

siderably after 2020, contributing to slower growth in 

output and trade . However, as its growth declines, India 

and other Asian economies are likely to sustain Asia’s 

rise . If India ever fully opens and reforms its economy, 

it could achieve a sustainable annual growth rate rival-

ling or even surpassing that of China . Canada needs to 

do in India what it failed to do in China: take advantage 

of historic connections, move quickly, and get in on the 

ground floor .

Canada’s traditional economic partners, Japan and 

Europe, are still important to our interests . While our 

exports to Japan are heavily weighted toward our trad-

itional resource trade, Canadian businesses are increas-

ingly using investment to serve the Japanese market, 

and are providing high-end services and technology-

based products . Canada needs to see its economic rela-

tions with Japan in the broader context of supply chains 

and investment links into and out of China, Korea and 

the rest of Asia .

The nature of the Canada–EU economic relationship is 

changing . Canadian investment in Europe is growing 

as increasing numbers of Canadian businesses establish 

a presence there, in many cases based upon sales from 

their affiliates . Canada now sells much more in Europe 

than it does to Europe: in 2004, sales from Canadian for-

eign affiliates in the EU were twice the level of Canadian 

exports to the EU . Yet, our relationship with Europe is 

drifting and underdeveloped, with little sense of urgency 

on the part of either the business community or govern-

ment about developing deeper economic integration . 
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Opportunity in Europe is being lost through neglect . 

Strong leadership is needed to push reforms that will 

generate the biggest gains: aggressive reductions to the 

array of non-tariff barriers on both sides of the Atlantic, 

as well as to tariffs; a commitment to improved regula-

tory synchronization, if not harmonization; a serious 

effort to attract EU foreign direct investment; and expan-

sion of services trade .

In Canada, foreign policy has generally not been  
considered as a contributor to our national productivity . 
this is an oversight .

We have gone from punching above our weight in the 

world to punching below it . Unless we think in a more 

focused and strategic way about our future place in 

the world, we will increasingly become policy-takers, 

not policy-makers . One area for Canada to take leader-

ship is risk management . Three principal kinds of risk 

arise from globalization: the risk of conflict, including 

weapons of mass destruction, terrorism and failed and 

failing states; social and health risks and increased 

vulnerability to disease and crime; and economic and 

technological risks that would flow from disruptions to 

economic and resource infrastructures . Canada can and 

should be a catalyst in intensifying international action 

and coordination in particular areas of risk . We need to 

choose a small number of areas where we have strong 

interests and capabilities and become known globally  

as exceptional risk managers .

In Canada, foreign policy has generally not been con-

sidered as a contributor to our national productivity . 

This is an oversight . Strong international relationships 

set the stage for dynamic and effective trade and invest-

ment policies that must be at the core of any Canadian 

strategy to increase our productivity . And increasing our 

productivity so that we can achieve and maintain sus-

tainable growth is central to our future .

recommendations to refocus Foreign Policy Priorities
The Conference Board of Canada recommends that:

The federal government advance foreign policy 

along two primary tracks: 

Focus on the critical foreign policy relationship 

with the United States .

Give priority treatment to China and other key 

emerging powers . 

Nurturing our relationship with our traditional partners, 

Europe and Japan, is an important secondary track .

The federal government pursue more pragmatic 

multilateralism as a means, not an end in itself:

Work to engage the U .S . in credible multilateral 

initiatives and programs . 

Anticipate the future by working within the G7/8 

to engage the leaders of the emerging world .

Take leadership in selected areas of future global 

risk and insecurity .

15 .
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HIGHLIGHts

Canada is well positioned 

to benefit from the growing 

world demand for natural 

resources—if it can address 

some key challenges .  

We must make strategic 

investments in our natural 

resource industries that 

allow us to gain in times 

of growth; to be resilient 

in times of contraction; and 

to safeguard the health of 

communities, workers and 

the environment . 

We must renew the forest 

industry by shutting uncom-

petitive mills, investing in 

new larger mills, and 

developing biochemicals 

and bio-energy products .

•

•

We must make the agri-food 

sector more competitive 

by developing new value-

added products and by 

removing trade barriers, 

without undermining food 

safety and environmental 

protection .

We must increase the 

amount of mineral explor-

ation in the country and 

improve the approvals 

process, so that more 

mines can be opened . 

Changes to the approvals 

system should maintain 

protections for the environ-

ment and communities .

Canada can become a 

clean energy superpower 

by taking advantage of  

its rich energy resources 

while being a leader in 

environmental perform-

ance through techno-

logical innovation .

•

•

•

Governments must stream-

line regulatory regimes to 

speed up the approval of 

new projects, products 

and technologies without 

compromising the environ-

ment and human health .

The resource industries 

must work with govern-

ments and educational 

institutions to overcome 

skills shortages by provid-

ing incentives for skilled 

workers to relocate to 

resource communities; 

improve Aboriginal educa-

tion outcomes; promote 

resource-based jobs to 

youth and women; and 

boost apprenticeship  

programs . 

•

•

2



IntroduCtIon

Canada is well positioned to benefit from growing 

world demand for natural resources—if it can 

address some key challenges . If we are to real-

ize the potential of our resource base, we must make 

strategic investments in our natural resource sectors so 

that not only do we gain in times of growth, but are  

also resilient in times of contraction . These investments 

must protect the natural environment and the public . 

The goal is sustainable prosperity . Volume II of Mission 

Possible addresses the dilemmas of sustainable prosper-

ity in four of Canada’s major natural resource sectors: 

forest products, agri-food, mineral products and energy . 

How can Canada maximize the opportunities from the 

projected growth in demand for natural resources over 

the next 10 to 15 years to achieve longer-term sustain-

able prosperity and well-being?

This volume turns first to Canada’s forest products sec-

tor, which produces wood products, and pulp and paper 

products . This sector must renew itself to compete in 

the global marketplace and capture new market oppor-

tunities . The major challenge for Canada’s forest prod-

ucts sector will be addressing the situation of pulp and 

paper mills, which tend to be older and smaller than 

their global competitors . We look especially at these 

mills and what Canada must do to be successful .

Next, we turn to our agri-food sector, which could benefit 

greatly from robust global demand for specialized agri-

food products . However, trade barriers and market 

structures currently prevent Canada’s agri-food sector 

from achieving its potential . This sector can also provide 

solutions to environmental challenges through new clean 

energy sources . This volume focuses on these opportun-

ities and barriers, and it looks at what we need to do to 

develop a vibrant agri-food sector .

Buoyant conditions in the mining and energy sectors 

contrast starkly with those in the forest products and 

agri-food sectors . With high prices driven by increas-

ing world demand for metals and mineral fuels, the two 

sectors are booming, with no end to this cycle yet in 

sight . We therefore focus on the challenges of meeting 

burgeoning demand in these sectors .

Canada is well positioned to benefit from growing  
world demand for natural resources .

The Canadian mining sector needs to replenish its 

inventory of operating mines . Exploration has lagged in 

the past decade, and the current wave of consolidation 

sweeping the sector is not helpful . When new mines are 

discovered, the lead time to production is long, in part 

due to environmental reviews that could be far more 

timely . We look at what we need to do for our mining 

sector to flourish .

In examining the energy sector, we chose to focus on the 

oil and gas, coal, and electricity industries . To benefit 

from our rich oil and gas resources, substantial new 

Mission Possible: A Canadian 
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investments in production will be required . Moving 

these energy products to market will require adequate 

transportation infrastructure . Electricity supply will 

need to expand to respond to growing domestic and 

U .S . demands . There are particular hotspots, such as 

Toronto and Vancouver Island, where electricity supply 

is problematic and solutions are urgently needed . Quebec 

and Newfoundland and Labrador want to develop their 

hydro power as they seek to expand their presence in 

New England’s electricity markets . However, all new 

energy projects require lengthy regulatory approvals 

and will face major constraints, such as skilled labour 

shortages . Furthermore, the energy sector must meet 

environmental challenges, such as keeping the air clean 

and reducing greenhouse gas (GHG) emissions . This 

report examines how Canada’s energy sector can bene-

fit from the projected growth in demand, overcome its 

challenges, and meet environmental policy objectives .

the energy sector must meet environmental challenges, 
such as keeping the air clean and reducing greenhouse 
gas emissions .

In the four natural resource sectors, we look at what 

Canadian resource companies and governments need to 

do over the next 10 to 15 years to maximize the opportun-

ities from the projected growth in demand and to achieve 

longer-term sustainable prosperity and well-being .

Canada’s environmental performance is less than stellar . 

The Conference Board’s Performance and Potential 

2005–06 report ranked Canada’s performance in this 

area as middle of the pack among a peer group of coun-

tries . Others have been more critical: they observe that 

on a per capita basis, Canada is among the largest emit-

ters of greenhouse gases, generators of solid waste, 

users of water and users of energy . These judgments are 

empirically correct, but they give no credit to the major 

reductions in environmental emissions that have been 

achieved and to the improved practices that have been 

put in place by industries and governments . Despite the 

progress, however, much more needs to be done and can 

be done . In this volume, we address this challenge 

through the lens of sustainable prosperity .

Forest ProduCts seCtor: oPPortunIty 
knoCks, But renewAL must oPen tHe door

Canada’s forest products sector consists of two subsectors: 

wood products, and pulp and paper . When the numbers 

are aggregated, the sector is experiencing a period of 

overall growth . However, the pulp and paper subsector 

continues to experience an economic malaise that has 

persisted for the last decade and is aggravated by com-

petitive, technological and environmental challenges . To 

address these challenges, pulp and paper producers have 

made difficult decisions about their futures: consolidating 

or closing operations, shifting newsprint production to 

higher-end products, making high-technology upgrades 

to aging pulp and paper mills, or transforming oper-

ations to produce new products . In the wood products 

industry, the long dispute over softwood lumber with 

the United States has tested the industry and resulted  

in lost jobs and profits . Although the recent agreement 

will give the industry better access to the American 

market for the next seven years, a decline in housing 

demand in the United States is already having an effect . 

More sawmills closed in fall 2006 .

How will Canada’s forest products sector, its employees, 

and the provinces and communities that currently depend 

on it face these competitive, trade and environmental 

challenges and ensure their long-term prosperity?

GLoBAL ComPetItIon
Canada continues to be a major player in the world  

forest products export market . In 2005, Canada was the 

world’s largest exporter of newsprint, softwood lumber 

and wood pulp . However, Canada is facing increased 

competition from other temperate-zone producers,  

as well as from producers in the southern hemisphere .  

As a result, our share of world pulp and paper exports 

has dropped for both newsprint and pulp in recent years .

China is expected to be a net importer of forest products, 

as its domestic demand will soon exceed local supplies 

and its market for industrial timber and pulp and paper 

will become second only to that of the United States . 

Developing countries with a competitive advantage 

owing to cheap land, adequate soil and rainfall, and a 

year-round growing season will become key suppliers  

to the Chinese market .
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Although Canada’s forest products sector is subject to 

increasing global competition, the qualities of Canada’s 

wood fibre are more diverse than those of many rival 

countries . Canada’s high-quality softwood pulp can sup-

port a wide variety of value-added paper products, but 

the cost structure of the forest products sector has made 

Canadian firms high-cost producers . A higher Canadian 

dollar, rising energy costs, and increased fibre prices have 

contributed to numerous mill closures across the nation .

The forest products sector’s competitiveness has lagged 

due to Canada’s relatively old and small pulp and news-

print mills, which have higher operating costs compared 

with those of newer, larger mills in competing countries . 

Provincial governments have historically intervened to 

retain older, higher-cost mills in the hope of sustaining 

forest communities . Partly as a result of this, the sector’s 

overall competitiveness has decreased . Additionally, the 

forest products sector is falling behind in research and 

development (R&D), and the return on capital employed 

is lower in Canada than in other producing regions . 

Consequently, the sector is struggling to attract capital, 

and mills are not being renewed .

envIronmentAL CHALLenGes
The forest products sector generates significant atmos-

pheric emissions, which adversely affect air quality . Over 

the past 15 years, the sector has greatly improved its 

environmental performance, but air emissions remain one 

of its greatest environmental challenges . Since 1990, the 

forest products sector has reduced its GHG emissions by 

30 per cent, and has committed to reducing them a further 

15 per cent by 2010 . Air quality in mill towns remains its 

most significant environmental issue, and the sector has 

initiated a multi-stakeholder process to coordinate air 

quality initiatives with mill renewal programs .

Because significant discharges emanate from produc-

tion facilities, the forest products sector is highly regu-

lated . Streamlining the operational regulatory system  

is always on the agenda for the sector, particularly at 

times such as these, when profitability is lagging . As 

the sector strives to renew itself, effective regulation 

and timely regulatory decisions that affect the develop-

ment and redevelopment of manufacturing sites will 

become even more relevant .

strenGtHenInG tHe Forest ProduCts seCtor
Canada’s forest products sector will require invest-

ments in new or upgraded equipment to produce the 

same or nearly the same products more efficiently and 

consistently . The sector also needs new technologies to 

lower production costs, to improve quality for traditional 

products, and to create new biochemical and biofuel 

products .

Our fibre and wood supplies are ample for our current 

and future needs . Available resources could be processed 

in very large “super mills” to compete with large-scale 

producers elsewhere in the world, or in a “bio-refinery” 

to extract the maximum value from the wood resource . 

The majority of forest mill residues originate from saw-

mills . In 2004, it was estimated that 2 .7 million bone-dry 

tonnes of mill residue were available in Canada for pos-

sible use in producing bioproducts . Making use of this 

resource can help revitalize the forest products sector .

Available forest resources could be processed in very 
large “super mills” to compete with large-scale producers 
elsewhere in the world .

Scale matters . To compete with the newer, international 

million-tonne super mills, Canadian companies must 

be able to build mills of similar scale . To do so, gov-

ernments will have to change the incentives . They will 

need to change their timber allocation process and elim-

inate interprovincial trade barriers so that larger mills 

can access the needed wood supply . Provinces will also 

have to permit older, smaller mills to close and larger 

consolidated mills to be built . This will not be easy, 

given current competition policy .

In addition to conventional wood and paper products, 

the available forest resource can produce a wide range 

of non-traditional products to increase the sector’s com-

petitiveness . Industry groups have been actively involved 

in identifying and researching emerging technologies 

that have the potential to diversify the conventional lum-

ber and pulp and paper industries . Although Canada’s 

typically small pulp and paper mills hinder competition 

in conventional pulp and paper products, small mills 
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may be an asset in producing biochemicals and biofuels 

because they have greater flexibility to move from fibre 

to chemical processing . Various industrial sectors and 

the business community will have to collaborate . Forest 

product companies will need to partner with compan-

ies that have experience in biochemical and biofuel 

production, and will also have to develop the specialty 

skills that are currently lacking in the workforce . Both 

the federal and provincial governments have committed 

to funding programs and initiatives to encourage forest 

industry renewal .

GoInG ForwArd
The current state of the forest products sector in Canada 

is challenging . Numerous mill closures have caused 

social and economic strain for rural communities across 

the country . A significant number of workers have been 

displaced due to mill closures in the past five years . 

Provincial governments have responded by implement-

ing employment and economic diversification strategies 

in ailing rural communities . The social consequences 

of closure have been aggravated by the aging of the 

workforce in the forest products sector; workers find it 

difficult to successfully retrain and become re-employed . 

Industry and government must detect the early warning 

signs of mill closures and determine whether a closure 

will occur . Open communication will allow communities 

and workers to prepare for a closure so that effective 

economic redevelopment strategies can be put in place .

the forest products sector requires a policy  
environment that allows it to renew itself .

To renew and transform the forest products sector, 

industry needs to develop and implement new tech-

nologies, secure investor confidence, and build strong 

partnerships with other industrial sectors . Government 

regulations and approvals will have to move quickly to 

reflect the sense of urgency felt by the forest products 

sector . At the same time, governments cannot com-

promise the public interest or environmental protection .

make Policy more Flexible 
The forest products sector requires a policy environ-

ment that allows it to renew itself with existing and  

new products . Given favourable economic conditions,  

a small number of super mills may be a viable option 

through which the Canadian forest products sector can 

compete with large-scale producers . Provinces need to 

change their forest allocation and timber tenure systems, 

remove interprovincial trade barriers and permit smaller 

mills to close . Both government and industry should 

complete the work they have begun to improve air  

quality in mill towns using flexible, multi-stakeholder 

approaches .

update the Forest management Process
Forest allocations and timber tenure systems could also 

be updated to permit log use outside of the traditional 

lumber, panels, pulp and paper mills . Large quantities 

of forest biomass are available for alternative uses; 

however, we currently lack a national biomass inven-

tory . A government and private sector partnership 

should be formed to conduct a national forest biomass 

inventory that includes fibre characteristics and other 

qualities . This information will allow forest producers 

to use the resource for tailored end products, such as 

biofuels and biochemicals, and to locate renewed and 

transformed facilities appropriately .

Invest in research and development
Transformative technology research and development 

has been extensive at this stage, but governments need to 

help move the technologies into the sector . An immense 

opportunity exists in British Columbia for the provincial 

and federal governments to assist the forest products 

sector in the transformation process . In this region, with 

the mountain pine beetle infestation devastating large 

tracts of timber, the industry’s efforts to salvage the logs 

has rendered the current supply of logs far in excess of 

that which is required to maintain local processing oper-

ations . The public and private sectors should use this 

opportunity to develop and construct a forest-based bio-

refinery . The Canadian Forest Service, in collaboration 

with the provincial government, should create a private 

sector partnership to develop a bio-refinery in British 

Columbia to utilize the additional fibre from the harvest 

of trees killed by the mountain pine beetle .
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encourage Capital Investment
The forest products sector requires capital investment  

if it is to develop larger facilities to compete in the 

international market . Additionally, in a renewed and 

transformed sector that produces a wide range of new 

bioproducts and bioenergy, significant capital investment 

in new technologies will be necessary . Currently, poor 

returns and government policies that place high marginal 

tax rates on capital investment make investors reluctant 

to bankroll the sector . Government policies should 

therefore be amended to eliminate provincial capital 

taxes and enhance the federal capital cost allowance .

the federal and provincial governments can anticipate 
a mill closure by monitoring the factors that shape 
industry operations .

Anticipate mill Closures 
Generally, provincial governments have taken a reactive, 

not proactive, approach to mill closures . Measures could 

be taken to lessen the impact on displaced workers and 

communities if mill closures were foreseen . Long-term 

economic planning to diversify the industry base should 

guide sustainable economic development for the com-

munity . Overall, the federal and provincial governments 

can anticipate a mill closure by monitoring the factors that 

shape industry operations: industry trends, commodity 

prices and government decisions . Monitoring will allow 

preliminary work to start among local governments, 

communities and industry . In addition, industry should 

collaborate with the community and government to 

anticipate and announce closures in advance; doing  

so will maximize the community’s ability to adjust .

recommendations to renew  
the Forest Products sector 
The Conference Board of Canada recommends that:

Provincial governments allow industry to close 

uncompetitive mills, but industry must collaborate 

with government and affected communities to make 

the transition .

17 .

Governments eliminate interprovincial barriers to the 

movement of logs, reform the timber tenure system, 

and modify taxation and competition policy to sup-

port investments in much larger mills than currently 

exist in Canada .

Governments and industry increase investments in 

research and development to develop new products, 

including biomass energy, biofuels and biochem-

icals .

Governments provide financial incentives like those 

provided for wind power to expand biomass energy 

in Canada and governments reform energy policies 

so that excess power generated from forest biomass 

can be sold at competitive prices .

Governments and industry continue the work they 

have initiated to improve air quality in mill towns .

AGrI-Food seCtor: unLeAsHInG 
InnovAtIon, ImProvInG ComPetItIveness 

The agri-food sector is a large and integral part of the 

Canadian economy . It provided one in eight jobs across 

the country and contributed 8 .1 per cent of gross domestic 

product in 2005 . The sector comprises food services, 

food retail and wholesale, food processing, primary 

agriculture, and input services suppliers .

The agri-food sector is a tale of two subsectors . Pro-

ducers of protected products, such as dairy and poultry 

farmers, are enjoying stable prices and relative prosperity . 

In contrast, farmers who are heavily dependent upon 

export markets—those producing wheat and raising  

cattle—face the challenge of competing with heavily 

subsidized American and European farmers . The pros-

pect of a stable long-term international trading regime to 

reduce these farm subsidies and open up markets dimmed 

when the World Trade Organization’s (WTO) Doha 

Round of negotiations stalled in July 2006 .

18 .

19 .

20 .

21 .
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The environment in which Canadian commercial farmers 

and the agri-food supply chain compete is changing 

rapidly . Several converging forces will influence this 

sector in the future: continued global economic growth, 

trade policies, segmentation of consumer food markets, 

and growing demand for biofuels . Canada has one of the 

highest ratio of arable land to population in the world, 

and export opportunities are essential to the growth of 

the sector .

Canada’s agri-food sector faces a growing demand, 
especially from developing countries, for higher value 
food products .

Growth in the global agri-food market has transformed 

the agriculture and food industries in Canada . Improved 

transportation and packaging have extended the shelf 

life for perishable products . Canada’s agri-food sector 

faces a growing demand, especially from developing 

countries, for higher value food products . It also faces  

a consumer market that is segmenting; the agri-food 

sector can now compete for market share based on cri-

teria other than lowest cost . And there is rising interest 

in the production and use of biofuels such as ethanol 

and biodiesel . Biodiesel production in Canada is much 

less developed than that in Europe and the United 

States . Developing these markets may provide the  

agri-food sector with new sources of revenue from 

increased demands for feedstocks .

oPPortunItIes And CHALLenGes
Canada’s agri-food sector also faces serious environ-

mental challenges and real opportunities . The first 

and likely the most critical environmental issue is the 

sustainability of the water supply, which is vital to 

Canada’s industries, ecosystems, and citizens’ quality 

of life . Canada has a relative abundance of fresh water, 

but increasing population density, particularly along 

the U .S . border, has placed a heavy burden on water 

supplies in Canada . As a result, both the quality and 

quantity of water resources are under pressure for all 

users, including the agri-food business . There is grow-

ing recognition among farmers, governments and other 

stakeholders that ecological goods and services are vital 

to Canada’s economic and social well-being . Canada 

is beginning to think seriously about the concept of 

paying agricultural producers to protect environmental 

goods and services . 

The trade environment is also changing . Much of the 

Canadian agri-food sector depends on access to export 

markets for its prosperity . Canada has two distinct sets 

of commodities that affect its interest in subsidies and 

tariffs and, therefore, in trade agreements: internation-

ally traded products (grains and beef) and domestic sup-

ply-managed products (dairy, eggs and poultry) . Canada 

supports improved market access for its internationally 

traded products while simultaneously trying to protect 

its supply-managed industries in international trade 

negotiations . Supply management represents only about 

22 per cent of gross farm income . There is therefore a 

clear trade-off between maintaining the wealth of the 

few and the opportunity of the majority, especially since 

tariffs are generally higher on value-added products than 

on raw products . In addition, subsidies paid to U .S . 

grain growers lead to excess production and lower prices 

for subsidized products; U .S . farmers who receive the 

subsidies have no incentive to reduce production when 

market prices fall . Consequently, prices fall in Canada 

and contribute directly to the decline in Canadian net 

farm income .

the trade environment is also changing . much of the 
Canadian agri-food sector depends on access to export 
markets for its prosperity .

If the Doha Round of negotiations had succeeded, it 

likely would have provided significant benefit to the 

Canadian agri-food sector by giving Canadian farmers 

more access to export markets and reducing unfair com-

petition by removing export and domestic farm subsid-

ies in other countries . At the same time, it would have 

provided a degree of protection for particularly sensitive 

products . Now the sector will have to wait at least until 

2009 for the next round of trade negotiations .

Canadian producers face significant competitive chal-

lenges . The sector lags behind its U .S . counterpart 

in productivity . In the food manufacturing industry, 

Canada’s labour productivity lags behind that of the 
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United States . And while exact measures at the farm 

level are difficult to find, there is some evidence that 

Canada is losing ground to its competitors in productiv-

ity in feed grain production .

the agri-food sector faces frequent conflict between  
the need for innovation and the regulated market .

Canada’s current regulatory environment stifles innova-

tion and investment . Consumers are constantly seeking 

greater variety in food offerings and are becoming more 

discerning about the types of food they want to buy . To 

take advantage of these global agri-food opportunities, 

the Canadian agri-food sector must be able to develop 

and commercialize new food products . As it reviews new 

products and agricultural inputs, the food-regulation 

system must be sufficiently robust to assure that food  

is safe and the environment is protected . However, the 

current pace of innovation is so fast that regulatory 

approval processes cannot stay current, given their exist-

ing capacity . In addition, food classification standards 

have not kept pace with changing consumer demands . 

The sector also faces frequent conflict between the need 

for innovation and the regulated market . Most marketing 

boards develop regulations aimed at reducing cost and 

enhancing markets and equity of treatment for producers 

of homogeneous commodities . But markets are increas-

ingly looking for differentiated products and services . 

As a result, many producers with new ideas want to 

do things differently than they have been done in the 

past but are stifled by regulatory practices that enforce 

homogeneity . Canada needs to improve both the effi-

ciency and effectiveness of its regulatory systems to 

reduce costs and encourage innovation .

Food safety depends on effective and efficient regulations . 

But regulatory systems cannot eliminate all risks . When 

a health issue arises due to a food product, it is critical to 

identify the source through excellent tracing systems and 

to warn the public as quickly as possible .

The ability to create new products is also constrained 

by the adversarial and commodity-based trading rela-

tionships that typify the agri-food sector . These types 

of trading relationships along the value chain prevent 

effective communication and collaboration among all 

those involved, from organizations that do marketing 

research and sales of final products to the farmers who 

produce the basic commodities used in production .  

To develop new food products, all elements along the 

value chain need to be part of the innovation process .

GoInG ForwArd
The Canadian agri-food sector is at a crossroads . New 

opportunities from the growing global demand for 

agricultural and food products, and increasing recogni-

tion of the value of ecological goods and services, can 

transform the sector . Transformation will happen only 

if Canada creates and adapts institutions, policy and 

regulations, and if it fully participates in crafting inter-

national agreements that will realize available opportun-

ities and address the issue of farm income .

encourage Gains in Productivity
Governments should promote improved productivity 

through tax incentives for R&D and a tax system more 

conducive to investment . Investment and productivity 

growth in the sector would also improve if the existing 

high regulatory burden were reduced .

reform the regulatory system
Reforming the regulatory system must not impair food 

safety . Governments must continue to be vigilant in pro-

tecting the public and the environment . It must do so, 

however, in a more timely way so that Canada’s agri-

food sector can invest, innovate and compete in world 

markets . Food safety is critical to protecting Canada’s 

exports and the Canadian public .

Reform of the regulatory system should be designed to 

reduce costs and encourage innovation, not to remove 

protection . Canadian farmers and processors want a rigor-

ous system that is tough and fast and that efficiently uses 

scientific resources, both domestic and international . On 

the international front, Canada should avoid duplicating 

robust analyses that have already been done by other 

credible regulators . On the domestic front, multiple food 

and input regulations are hampering the sector’s capacity 

to introduce new inputs that could improve environ-

mental or productivity performance . They are also caus-

ing delays in the approval of new additives and products, 
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and hindering interprovincial food sales . Regulatory pro-

cesses must be streamlined, and unnecessary duplication 

and overlap eliminated . Finally, best management practi-

ces under the federal Agricultural Policy Framework 

should continue to be implemented so that environmental 

performance can progress .

Improve value Chain management
Opportunities are there for the taking in an increasingly 

segmented marketplace, but Canada will be unable to 

take advantage of these opportunities if we continue 

to operate as we have in the past . We need to improve 

the management of value chains through alliances and 

collaboration to produce differentiated products . The 

attributes of new products sought by consumers must  

be communicated throughout the chain of production, 

from marketing research organizations and retailers to 

farmers . The food production systems need to identify 

and preserve these attributes throughout the value chain 

at the lowest possible cost . Improved value chain man-

agement is the industry’s responsibility; achieving this 

will require better business and management skills .

develop Human resources
Both agriculture and food manufacturing industries face 

some critical human resource challenges: an aging work-

force, difficulty recruiting and retaining people, a lack 

of awareness of the opportunities in agri-food, negative 

perceptions about working conditions in the sector, the 

need for more training, and the need to develop manage-

ment and leadership skills within the sector . Agri-food 

(and especially agriculture) finds itself in a cycle where 

low profitability leads to low investment in human cap-

ital, which in turn reinforces low profitability .

The increase in opportunities for value-added, environ-

mentally sustainable new-product development provides 

a more exciting and attractive future for the sector, but 

new technological and management skills are necessary:

integrating human resource planning more closely 

with strategic business planning;

providing opportunity for continuous workforce 

development to upgrade technical and operational 

skills; and 

making agri-food management and leadership 

courses more easily available .

•

•

•

These changes could help to make the farm and agri-

business sector a knowledge-based, innovative, biologic-

ally based, and forward-looking industry .

Governments could boost the declining workforce by 

improving the sector’s ability to innovate and develop new 

products and processes through better product approval 

and marketing regulations . Were this to happen, the 

prospect of developing and producing new farm, food 

and bioproducts might attract a younger workforce . 

Facilitate the Provision of ecological Goods and 
services (eG&s)
The Canadian agri-food sector will need to work with 

industry and government to:

define ecological goods and services; 

measure and value the quantity of EG&S and their 

changes over time; and 

design strategies and policies that will encourage 

conservation of natural capital .

Improved value chain management is the  
industry’s responsibility .

To ensure environmental sustainability of agricultural 

practices, some combination of regulation and economic 

incentives is needed . Canadian governments have typically 

used regulation as the principal policy tool to achieve 

environmental objectives . However, pricing EG&S, as 

well as structuring economic incentives for farmers to 

provide these goods and services, would likely result in 

better adoption of best management practices and environ-

mental conservation . An improved public planning pro-

cess would incorporate the concept of valuing EG&S  

to pay for the benefits that accrue to society . Thus, agri-

cultural environmental policy will have to do much 

more than use the best available management practices 

at the farm level . New and innovative approaches are 

needed to protect EG&S that would not otherwise be 

protected as part of standard farm operating procedures . 

•

•

•
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Focus on market Access at the wto
As an exporting nation, Canada must be concerned 

about market access and unfairly subsidized competi-

tion from other countries . Proposals submitted to the 

WTO by the U .S ., European Union (EU) and Group  

of 20 (G20) countries would have, in varying degrees, 

reduced distorting subsidies and improved market 

access for Canadian products . From a Canadian per-

spective, the major issue is protection of our supply-

managed products versus the benefits of more access 

around the world and fewer distorting subsidies, espe-

cially by the U .S . and EU . 

Canadian companies are now major global mineral 
developers and significant ambassadors for Canada .

In the past, Canada has exerted little pressure to move 

the WTO talks to a successful conclusion . Rather, pro-

tecting dairy and poultry appears to have been a higher 

priority, given the Canadian Parliament all-party resolu-

tion of late 2005 . This is curious, given:

the reliance of almost 80 per cent of primary agri-

culture revenue on export markets;

the opportunity to designate goods as “sensitive” 

means that a number of dairy and poultry products 

could retain some protection .

recommendations to make the Agri-Food sector more 
Innovative and Competitive 
The Conference Board of Canada recommends that:

Industry improve value chain management through 

alliances and collaboration that improve efficiencies 

and quality control .

Governments remain vigilant in ensuring food safety 

to protect Canada’s food exports and Canadians, but 

do so without putting undue burden on the sector .

Governments facilitate the protection of the environ-

ment by not only regulating the sector, but also sup-

porting farmers who protect environmental assets 

such as wetlands .

•

•
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The federal government take a strong stand in favour 

of further trade liberalization in food, and that it work 

with other national governments to pursue such an 

agenda . The suspension of the Doha Round of nego-

tiations should not deter the government from seek-

ing trade arrangements with other countries .

mInInG seCtor: BoostInG exPLorAtIon 
to oPen new mInes 

This is a prosperous time for Canada’s mining sector 

because of high commodity prices and stable market 

conditions . Substantial interest from foreign investors 

reflects the strength of Canadian mining companies . 

Canadian financial markets dominate mining finance 

globally; 60 per cent of the world’s public mining com-

panies are listed in Canada . The sector’s strong points 

are its entrepreneurial culture, its system for raising risk 

capital, its technology, its expertise and its best practi-

ces . In Canada’s North, extensive exploration activities  

will likely lead to substantial mineral discoveries, with 

exciting prospects for additional mines in the future .

sixty per cent of the world’s public mining companies  
are listed in Canada .

While existing mines are generally doing well, a lack  

of exploration over the last several years has meant that 

few new mines are being developed . In the last decade, 

mineral exploration activity decreased in Canada . Pres-

sures on capital expenditure during the 1990s due to 

declining commodity prices led industry and govern-

ment to cut back on exploration and R&D . Academic 

institutions with mining programs and R&D then found 

those programs to be at risk . The depletion of our min-

eral and human capital, as well as the erosion of our 

entrepreneurial, technical and financial leadership, has 

been significant . Nevertheless, the sector managed to 

maintain a critical competitive capacity .
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At the same time as mining activity declined in Canada, 

Canadian companies became increasingly involved in 

offshore exploration, seeking ready access to world-

class deposits in countries with a more attractive invest-

ment climate . Canadian companies are now major 

global mineral developers and significant ambassadors 

for Canada . The global mining sector, responding to 

expectations of environmental and social responsibility, 

began to change the way it does business . 

Now that commodity prices have increased significantly, 

Canada’s mining sector is poised to regain its prior level 

of domestic activity . Domestic mineral exploration has 

already increased significantly . The depleted domestic 

mine inventory, however, can and must be restored 

beyond historic levels if the sector is to exploit a long-

term market upturn . This will require a greater explora-

tion effort than ever before .

Exploration needs government incentives and improve-

ments in regulatory efficiency to foster a vibrant junior 

industry and ensure that exploration successes can be 

translated into new viable and responsible mines . The 

development of our exploration technology and geo-

science database needs support . Government investment 

in infrastructure and initiatives to resolve issues of land 

planning and access are also important . Government and 

industry collaboration in developing new relationships 

with Aboriginal peoples, such as through Impact and 

Benefit Agreements, is essential to resolving issues related 

to rights and title . Progress on rights and title will enable 

Aboriginal participation in mining development and estab-

lish a healthy exploration and investment climate .

GoInG ForwArd 
The critical question is: how can industry and govern-

ment develop a strategic plan for the mining sector 

that will serve Canada’s long-term prosperity and 

well-being? Such a strategy must continue to enhance 

corporate culture fundamentals of environmental and 

social responsibility . It must also enable a deeper com-

mitment to innovation, through R&D and education, for 

the benefit of the sector, its related communities and 

the environment . The mining sector must also become 

resilient enough to accommodate global competition 

and the inevitable cycles in commodity prices . 

stimulate mineral exploration 
Major companies finance their exploration activity 

mainly from income generated by their operating 

mines . Financing for junior companies comes from  

the financial markets or from joint ventures with major 

companies . Governments can play a significant role in 

supporting both groups of companies through tax pol-

icy, land use decision-making and access, and the per-

mitting process .

Governments at all levels and the financial market need 

to work together to ensure that reporting protocols and 

regulations are coherent and transferable across Canada 

to minimize the time and money required to comply . 

This will require some agencies to cede control of func-

tions to other agencies .

Governments should simplify the process of securing 

permits, while ensuring full compliance and adherence 

to best practices . Industry should work closely with 

government agencies at all levels to develop a uniform 

permitting process, adhering to a rigorous set of guide-

lines agreed to by all stakeholders .

the mining sector must become resilient enough to 
accommodate global competition and the inevitable 
cycles in commodity prices .

Canadian industry associations and governments should 

continue their efforts to lead in establishing safe and 

environmentally and socially responsible best practices 

for exploration . Canadian exploration guidelines, such as 

the Environmental Excellence in Exploration (E3) Best 

Practice Guidelines, should be promoted to all compan-

ies from the juniors to the majors, and to developed and 

emerging nations where Canadian firms are engaged . 

Exploration and mine development will depend on 

reinvigorating government funding of basic geoscience, 

both within government research departments and in 

academia . These data and information generated from 

efforts in this area are very important to the choice of 

exploration targets .
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renew Human Capital
New recruitment must be a high priority through gov-

ernment and industry initiatives targeted at Aboriginal 

peoples, youth, women and immigrants . Partnerships 

among governments, industry and educational institutions 

need to be fostered to increase recruitment and training . 

Fortunately, Canada retains a critical mass of academic 

support that can be rejuvenated and coordinated through 

prompt investment by both government and industry, pos-

sibly in clusters for research and education networking . 

Mining companies need to adapt their human resources 

policies to enable older workers to continue to add 

value, through, for example, mentoring and less struc-

tured employment . The continued involvement of older 

workers facilitates the transfer of skills and knowledge 

to new entrants and temporarily fills gaps until the 

younger workforce is ready to lead .

Industry, with government support, needs to continue to 

develop improved employment and educational oppor-

tunities for Aboriginal people to increase their partici-

pation in mining . Industry has a role to play in setting 

up mechanisms such as Impact and Benefit Agreements 

with local Aboriginal bands and job-training programs at 

the facilities . However, for a sustainable long-term solu-

tion, governments must improve the on-reserve education 

system so that the Aboriginal population can prepare for 

the challenging roles that will be available . Federal and 

Aboriginal governments need to work together to improve 

the on-reserve education system so that high school com-

pletion rates begin to approach the national average . Both 

should cooperate with the provincial education depart-

ments and the private sector to find creative solutions .

secure Financial Leadership
Small and medium-sized companies need to be nurtured 

so that they can become the next generation of Canadian 

majors . To sustain competitiveness, the Canadian mining 

sector must foster its entrepreneurial spirit and capital 

base to continually provide new players to the market . 

Companies must maintain key positions in the mining 

capital markets, and be of sufficient size and financial 

capability to find and build major mines .

Create an r&d Powerhouse 
Industry, in cooperation with government and academia, 

should set up a global centre of excellence in R&D on 

topics of interest to the Canadian mineral industry . Such 

a centre would facilitate world-class research and support 

the development of a cadre of professionals who can  

sell their services to the world . Government support of 

academic research related to mining and metallurgy would 

facilitate recruitment of professors and draw students inter-

ested in a vibrant and progressive mining sector . 

voluntary initiatives by industry are important to 
increased environmental and social responsibility .

Improve the Assessment Process for new Projects
The new stream of mining projects will need to be 

screened by an efficient and integrated environmental 

and socio-economic assessment process that protects the 

public interest and the environment and reduces the time 

needed to approve acceptable projects . Industry and gov-

ernment should encourage full participation by commun-

ities that are affected by the project in search of a “social 

licence to operate .” Governments must work rapidly to 

resolve ongoing issues relating to Aboriginal title and 

rights . From the outset, careful and effective assessment 

of environmental effects must be integrated into mine life 

cycle planning and the assessment-permitting process . 

measure up to social responsibilities
Voluntary initiatives by industry are important in the 

difficult transition to increased environmental and social 

responsibility . Over the longer term, Canada needs to 

move to sustainable mining that reconciles mining’s 

business practices with the principles of sustainable 

development .

recommendations to Boost mineral exploration to 
open new mines 
The Conference Board of Canada recommends that:

Governments support mineral exploration by pro-

viding tax incentives and establishing one set of rules 

and regulations that is coherent and transferable across 

provinces and territories .
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Governments provide adequate funding to public lab-

oratories and universities for the development of the 

geoscience information that is critical to exploration .

Governments and industry assess the cumulative 

environmental effects of new mining activities and 

take appropriate measures to minimize environ-

mental impacts .

Industry engage with Aboriginal communities as 

economic and environmental stewardship partners .

enerGy seCtor: BeComInG A CLeAn 
enerGy suPerPower

The energy sector in Canada is well positioned to prosper 

in the coming decades . The North American and world 

energy outlooks for the next 10 to 15 years are promising 

for Canada’s energy sector . Global energy demands are 

expected to double by 2030 . More than two-thirds of the 

demand will come from expanding economies in the 

developing world . If China and India reach expected 

growth rates, they will help to keep energy prices high 

for the foreseeable future .

Continued high fuel prices are spurring exports and 

investments in new production methods in Canada, 

especially in Alberta’s oil sands . Oil sands production  

is expected to more than double by 2015 and could  

provide US$40 billion of revenue per year .

the north American and world energy outlooks for  
the next 10 to 15 years are promising for Canada’s 
energy sector . 

Pressures on tHe enerGy seCtor
The sector must address critical issues despite this prom-

ising outlook . First, the production of oil from the oil 

sands is energy-intensive and will require new sources 

of energy . Natural gas currently provides the heat used 

to process bitumen from oil sands, and projected tight 

natural gas supplies will increase operational costs . 

Furthermore, it is questionable whether natural gas, a 
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clean-burning fuel, should be used for such purposes . 

Alternative sources such as bitumen, coke and nuclear 

will need to be considered .

A second major issue is the use of water in oil sands 

operations . Massive expansion of these operations will 

put significant pressure on water resources . Management 

of this water resource will be critical, and governments 

will need to work with industry and Aboriginal com-

munities to find appropriate solutions .

Greenhouse gas emissions are a third major issue . 

Emissions per unit of oil produced from oil sands are 

more than double those of conventional oil production . 

Given the projected increase in oil sands production, we 

will need to curtail emissions if we are to reduce our 

overall GHG emissions in the future . New technologies, 

such as carbon sequestration, may prove to be effective . 

But further R&D is needed to make these new technolo-

gies economically feasible .

Natural gas markets in North America will require new 

supply . This will come from Canada’s less-developed 

natural gas resources—including offshore and northern 

deposits, and coal-bed methane—and imports of lique-

fied natural gas . All face significant challenges, such  

as pipeline approval processes to ship northern frontier 

gas to southern markets, site approvals for liquefied 

natural gas plants, and environmental assessments in 

the production of coal-bed methane . Canada needs to 

address these issues expeditiously to increase supply  

of this clean-burning fuel .

Coal-fired generating stations are economically appeal-

ing, but problematic from an environmental point of 

view . Abundant coal reserves are available in North 

America, making coal an attractive fuel source . But we 

will need to develop new technologies and processes to 

cut air pollutants and GHG emissions . Improvements 

have been made in technologies to reduce pollutants, 

and pilot projects are underway to cut emissions signifi-

cantly . Further R&D is necessary, as are investments in 

low-environmental-impact technologies, if coal-fired 

generating stations are to be a viable future source of 

electric power .



The Conference Board of Canada | ��

Canada has enough oil and gas pipeline capacity to 

meet current demands, but capacity bottlenecks could 

begin to develop as early as 2007 without advance plan-

ning and project initiation . Canada’s petroleum industry 

is actively engaged in building capacity in infrastructure 

before the bottlenecks develop . However, it often faces 

public opposition and inefficient approval processes that 

unnecessarily delay these investments .

In the coming years, population increases, economic 

growth and increased use of electrical equipment will 

trigger the need for new electricity generation capacity  

in Canada . In addition, the country’s supply of electricity 

will have to expand to respond to growing U .S . demand .

To meet that rising demand in both Canadian and  

U .S . markets, sufficient transmission capacity must  

be built in advance . Reliable grids are also essential to 

supplying electricity without blackouts and brownouts . 

Grids provide access to a number of power producers 

and therefore facilitate a competitive energy market-

place . Additional investment in electricity transmission 

is necessary to ensure reliable capacity to meet demand 

at competitive rates .

Meeting future demand for energy will require massive 

new investments . The energy sector will continue to be 

constrained by shortages of skilled labour, which affect 

major projects such as oil sands developments . The energy 

sector also faces the environmental challenges of emis-

sions and water resource use . If Canada is to achieve 

sustainable prosperity, it will need to find an appropriate 

mix of energy resources, concentrate on energy con-

servation and efficiency, and develop and implement 

new technologies .

Effective and efficient regulation is essential to facilitate 

the timely construction of the energy projects that are 

vital to the Canadian energy sector and national economy . 

Current approval processes are too long and convoluted . 

Canada needs to reform its regulatory regime to improve 

the efficiency and timeliness of these processes without 

compromising the protection of the environment and 

the public . 

GoInG ForwArd 
Canada is on the cusp of an exciting and potentially 

lucrative energy future . The country has a vast natural 

endowment of energy resources and is currently invest-

ing in leading-edge research . Major challenges, however, 

must be addressed .

establish a national energy Framework
The federal government, in cooperation with the prov-

inces/territories and industry, needs to develop a coherent 

statement of energy policy principles to guide the regula-

tory process and provide a strong sense of direction for 

Canada’s energy sector so that it can increase its produc-

tion and improve its environmental performance . Such a 

statement need not infringe on areas of provincial juris-

diction, but it should articulate the national . A policy 

statement should send clear signals to the energy sector, 

potential investors and the research community about the 

direction of energy policy in Canada . A statement of fed-

eral energy principles should provide a provisional road 

map of how policy goals are to be met, and when .

the energy sector will continue to be constrained by 
shortages of skilled labour, which affect major projects 
such as oil sands developments .

Increase regulatory efficiency for Project Approvals
Governments have made some effort to streamline the 

regulatory process so that energy infrastructure projects 

can be approved more efficiently without compromising 

the protection of the environment and the public . But 

much remains to be done . For example, implementing 

enforced timelines for decision-making for oil, gas and 

electricity project approvals can improve regulatory effi-

ciency and reduce uncertainty . Making adjustments such 

as implementing a standardized independent review of 

approval processes and annual performance targets can 

help ensure the effective operation of Canada’s regula-

tory review processes . The continued development of 

agreements among provincial, federal and territorial 

governments can reduce duplication and overlap in the 

regulatory process . The “one process, one regulator” 

approach is promising . 
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To complement the National Energy Board’s efforts to 

improve regulatory efficiency, a review by an independent 

body should follow every regulatory procedure . This step 

would not only ensure continuous improvement in the 

efficiency of the regulatory process but also reduce 

approval timelines . Provincial electricity regulators should 

also streamline their approval processes so that propon-

ents can expect a regulatory response to submissions 

within a specified period . Regulators may need to add 

personnel to administer the review process effectively .

develop Policy on Climate Change
One of the greatest long-term challenges for the sector 

is climate change . While the problem is of global scale, 

Canada cannot wait until a global consensus on strategies 

is reached before taking action . 

Unfortunately, as the 2006 report of the Commissioner 

of the Environment and Sustainable Development makes 

crystal clear, Canada is not on track to meet its obliga-

tions to reduce emissions, nor is it adequately prepared 

to adapt to the effects of climate change . The report out-

lines reasons for this assessment . Among them, it says 

the federal government is not organized to manage its 

climate change initiatives effectively . Missing are mech-

anisms to coordinate activities across departments and 

to track spending and results for reporting to Canadians . 

It notes, too, that few federal efforts are underway to  

deal with the booming growth in the oil and gas indus-

try . That said, the government has accepted all the rec-

ommendations made in the report . In addition, it has 

proposed the Canada’s Clean Air Act, which includes  

a plan to address climate change . 

In a June 2006 report, the National Round Table on 

Environment and Economy noted that the ambitious goal 

of a 60 per cent reduction in emissions by 2050 is achiev-

able, but only if energy is used more efficiently and if 

energy is produced while emitting less carbon . Canada’s 

Clean Air Act does propose long-term targets for reducing 

GHG emissions, but it does not specify short-term targets 

to initiate actions that will lead to these long-term reduc-

tions . Response to the proposed Act has been tepid, but 

more refinement is anticipated in early 2007 .

Technologies will play a critical role . Technologies exist 

to increase energy efficiency, but how to effectively 

deploy them remains an important policy issue . On the 

energy production front, carbon capture and sequestra-

tion technologies must be perfected in the oil and gas 

sector, and clean coal technology must be developed to 

reduce greenhouse gas emissions in electricity genera-

tion .

Governments must play a major role in ensuring the 

development and implementation of these technologies by:

introducing new regulations (such as stricter energy 

efficiency standards) and fiscal measures (such as 

investment tax credits); 

implementing a tradable emissions permit system 

similar to the one found in the EU; and

increasing public investments in R&D and possibly 

funding environmental technology infrastructure .

Developing an effective program to reduce the quantity 

of greenhouse gas emissions is critical, but developing 

a program of adaptation to ensure that the Canadian 

economy can cope with the effects of climate change 

is equally important . In the decades ahead, Canada 

could experience a level of climate change that would 

increase stress on all of Canada’s ecosystems and phys-

ical infrastructure . To ensure a sustainable future, adap-

tation to climate change effects will need to become 

an integral part of public and private decision-making 

processes and climate change strategies .

one of the greatest long-term challenges  
for the energy sector is climate change . 

make Canada a Clean energy superpower
Canada faces a conundrum . It is set to become a global 

energy superpower—based largely on hydrocarbon 

sources—and yet it aspires to reduce GHG emissions and 

improve air quality and water use . Although current high 

energy prices are exerting some pressure on consumers 

to conserve energy, governments will have to play a 

major role to achieve deeper results . They should focus 

•

•

•



The Conference Board of Canada | ��

their efforts in two distinct areas: providing incentives 

and public education to reduce energy use, and increasing 

standards of energy efficiency . If Canada is to become  

a clean energy superpower, governments will need to 

implement regulations that reduce the impact of energy 

production and consumption on the environment . They 

will also need to provide fiscal incentives for industry to 

develop and implement new low-environmental-impact 

technologies and processes . Funding universities and 

others to do R&D to find technological solutions can help 

to reduce emissions and water use . Finally, the govern-

ment must quickly establish regulations that limit air 

emissions and must create an emissions trading system 

that provides flexibility in achieving environmental goals . 

The strength of any superpower is related to its human 

resource capacities . Governments and the human resource 

sector councils must advance global strategies to secure 

sufficient numbers of highly qualified personnel to sup-

port energy activities . They will need to address issues of 

post-secondary education, apprenticeships, labour mobility 

and international accreditation . Governments will also 

have to promote the migration of skilled workers to where 

they are needed in the country, and to build sustainable 

social and physical infrastructure in the communities in 

which those who work in the energy sector will live .

recommendations to make Canada  
a Clean energy superpower
The Conference Board of Canada recommends that:

Industry invest in new energy supply, pipelines, 

electricity transmission infrastructure, and technolo-

gies and processes that minimize environmental 

impacts on watersheds, air and climate .

The federal government work with the provinces/

territories and industry to develop a national energy 

framework of coherent policy principles that integrate 

energy security, increased trade, improvements in air 

quality and reductions in greenhouse gas emissions .

Governments develop and implement comprehen-

sive climate change strategies that will significantly 

reduce greenhouse gas emissions and help Canada 

adapt to the effects of climate change .
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Governments encourage investments in environ-

mental technologies through effective regulations 

and implementation of emissions trading systems 

and fiscal incentives .

Industry and governments devote more funding to 

research and development to find technological solu-

tions that will reduce emissions from the production 

and consumption of fossil fuels, including the cap-

ture and safe disposal of greenhouse gas emissions .

Common Issues 

Two issues—the shortage of qualified people and 

improvements to regulatory regimes—are common  

to all resource sectors .

If Canada is to become a clean energy superpower, 
regulations that reduce the impact of energy production 
and consumption on the environment are needed .

AddressInG skILLs sHortAGes
Our resource sectors generally have an older workforce 

than the national average . They face shortages, not only  

in operational personnel, but also in the construction or 

development of new infrastructure . The future prosperity 

of the resource sectors will depend on their capacity to 

attract, develop and retain skilled people . Together, busi-

ness and government will have to promote labour mobil-

ity, draw skilled immigrants to resource communities, 

increase the participation of women and younger workers, 

develop and implement a strategy to increase the numbers 

of Aboriginal skilled workers, and retain top talent .

recommendations to Address skills shortages
The Conference Board of Canada recommends that:

All resource sectors and the federal and provincial/ 

territorial governments provide incentives for skilled 

workers, including immigrants, to relocate to 

resource communities .

33 .
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The federal government work with Aboriginal  

governments, and in cooperation with industry  

and provincial educational authorities, to improve  

on-reserve education outcomes .

Industry and governments collaborate with 

Aboriginal communities to provide better skills 

training to Aboriginal people .

Post-secondary educational institutions collaborate 

with industry to boost apprenticeship and internship 

programs for the resource sectors . Governments will 

need to support the increase in these programs .

Industry, educational institutions and governments 

promote the value of resource-based jobs to youth 

and women, to increase their participation in the 

resource sectors .

Industry and resource-based communities provide a 

healthy and enjoyable work and social environment, 

plus opportunities for learning, in order to retain 

skilled workers in the resource sectors .

Canada needs to streamline, harmonize and integrate 
regulatory approval processes, where appropriate, with 
careful attention to the protection of the public and  
the environment .

ImProvInG reGuLAtory reGImes
A well-functioning regulatory system is central to the 

protection of the public interest and the environment, and 

ensuring public safety . Governments must continuously 

ensure that regulations are adequate to meet these goals 

in the most efficient and effective way . They and their 

regulatory approval bodies must provide timely approv-

als while also protecting the environment and public . 

Further progress on environmental performance and 

public safety will be critical, so governments must play 

a major role in setting the business environment, rules 

and regulations .

Current systems of regulatory approval are complex . 

Provincial and federal governments must eliminate 

unnecessary overlap and duplication of regulatory  
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processes . Each level of government must be sure its 

own departments do not create undue complexity in 

their approval systems . Canada needs to streamline, 

harmonize and integrate regulatory approval processes, 

where appropriate, with careful attention to the protec-

tion of the public and the environment .

Scientific and technological developments are occurring 

rapidly, and regulatory agencies are falling behind in 

reviewing the growing numbers of new substances, prod-

ucts and technologies . The protection of the environment 

and the safety of the public are vital, but regulatory test-

ing and approval must be timely so that new, and possibly 

better, products may come to market . Governments should 

therefore increase the capacity of regulatory approval 

processes by maintaining an adequate number of technical 

staff who are up-to-date with advances in science and 

technology and who have the proper testing equipment .

recommendations to Improve the regulatory regimes 
for All resource sectors while Protecting People and 
the environment
The Conference Board of Canada recommends that:

Governments eliminate interprovincial regulatory 

barriers, making resource sectors more competitive 

in world markets and providing greater access to 

domestic markets .

All government departments and regulatory agen-

cies implement “smart regulations” that protect the 

environment and the public and that have efficient 

and timely approval processes for new projects, prod-

ucts and technologies . The federal and provincial gov-

ernments should harmonize their regulations . When 

harmonization is not possible, cooperative arrange-

ments should be pursued to eliminate unnecessary 

overlap and duplication of regulatory processes . 

Canadian regulations should be harmonized with 

international standards, wherever feasible .

41 .
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Governments boost the capacity of the regulatory 

approval processes with adequate technical staff and 

training so that they can keep pace with developments 

in science and technology .

Governments enforce timelines for regulatory  

and environmental approval processes, and impose 

annual performance targets for regulatory bodies .

ConCLusIon 

The expansion of the world economy and the rise of 

the middle class in China and India are increasing the 

demand for energy, food, forest and mineral products . 

Current growth in global demand for resource-based 

products is creating significant opportunities, but it is 

also presenting major challenges for Canada . Business 
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and government must address these challenges . We need 

significant private and public investments to capture a 

larger share of global commodity markets, while pro-

tecting the environment and the public . The investments 

we make over the next decade will have consequences 

far into the future . Thus, we must look not only at  

the gains we can achieve over the next decade, but  

also at their long-term consequences for Canada’s  

sustainable prosperity .

We must, above all, be prudent . We cannot pillage  

our resources to make short-term gains at the expense 

of sustainable prosperity . We must find ways to expand 

our productive capacity without causing irreparable 

environmental damage . We must be able to produce 

new products that benefit—not harm—humans, animals 

and ecosystems . The recommendations in this volume 

speak to these challenges .



HIGHLIGHts

In today’s knowledge-based 

global economy, cities are 

drivers of national and inter-

national prosperity: the 

platforms for the export of 

goods and services; the 

centres of the knowledge 

economy; the generators 

of extensive environmental 

activity; and the sites of pro-

found social challenges .

Canada’s prosperity 

depends on the success  

of our cities—particularly 

our major cities, whose 

economic growth, accord-

ing to recent Conference 

Board research, generates 

even faster rates of growth 

in their respective regions .

•

•

However, the resources at 

major cities’ disposal do 

not match their importance 

as engines of national pros-

perity or their challenges . 

Municipal fiscal and gov-

ernance constraints limit 

their ability to deal with 

infrastructure, growth man-

agement, environmental 

and social challenges .

The success of our major 

cities is a national priority 

that requires a major sea 

change in attitude . We must 

understand that helping 

our major cities succeed  

is a win-win proposition 

for all Canadians .

Federal and provincial gov-

ernments must end their 

largely per capita approach 

to funding and allocate 

investments based on dis-

tinctive needs and potential .

•

•

•

Canada must strengthen 

the four cornerstones of 

cities’ success—a strong 

knowledge economy;  

connective physical infra-

structure linking people, 

goods and ideas; environ-

mentally sound growth; 

and socially cohesive 

communities . 

Three enabling conditions 

create the environment 

needed to propel Canada’s 

major cities to sustainable 

prosperity: effective gov-

ernance capacity, adequate 

fiscal resources and strong 

political leadership .

•

•

3



IntroduCtIon 

This volume of Mission Possible is based  

on the premise that Canada’s prosperity 

depends on the success of our cities—par-

ticularly our major cities . Twenty-first–century cities 

and city-regions are increasingly recognized as driv-

ers of national and international prosperity in today’s 

knowledge-based global economy . The interest in cities 

and city-regions is worldwide, whether the focus is on 

exploding growth in India, China or Brazil; on regener-

ating historic industrial regions in Europe; or on build-

ing multicultural cities and suburbs in Canada .

Canada’s prosperity depends on the success  
of our cities—particularly our major cities .

There are four primary reasons for the growing focus  

on urban regions . The first is that as the platform for the 

export of goods and services in a global economy, cities 

are at the leading edge of regional and international inte-

gration . Major city-regions, rather than nations, now com-

pete against each other as centres of economic growth .

A second reason for cities’ prominence is that in today’s 

market economies, “knowledge and learning have 

become predominant in the creation of economic value 

and the determination of competitive success .” Given 

the importance of face-to-face interaction in fostering 

knowledge, cities and city-regions are the prime locations 

for innovation and the production of knowledge-intensive 

goods and services . Large city-regions have the further 

advantages of mass and diversity, which allow them to 

produce, attract and retain knowledge workers—who 

provide the ideas and imagination that fuel creative 

economies .

Third, cities and city-regions are generators of extensive 

environmental activity, which is expected to intensify 

with increasing urbanization . How urban industrial 

activity is designed and carried out, what becomes of 

its waste products, how the goods produced are linked 

into regional and global supply chains, how city resi-

dents live and travel—all of these issues have profound 

effects on the environment .

Finally, cities are sites of the most profound social  

challenges of our age . In Western countries, cities are 

where diversity in all its aspects is most manifest . Cities 

are also where the extremes of wealth and poverty coincide, 

as economic restructuring produces more sharply divided 

labour markets and the “Porsche-hamburger economy .”

This volume begins with a snapshot of the challenges 

facing Canada’s major cities today . Then it lays out a 

case for making the success of cities a national priority, 

presenting new research on convergence between hub 

cities and surrounding regions, and analyzing the policy 

implications of these findings . It moves on to describe 

four cornerstones needed for cities to thrive: a strong 

knowledge economy; connective physical infrastructure; 

environmentally sound growth; and inclusive communities . 

Mission Possible:  
Successful Canadian Cities

CHAPter 3
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Next, it looks at what Canada can learn from the United 

Kingdom’s approach to maximizing the potential of 

their “core cities .” Finally, it identifies three enabling 

conditions for sustainable prosperity in Canada’s major 

cities: good governance; adequate fiscal resources; and 

far-sighted political leadership .

FACInG tHe Future: CHALLenGes ABound

What are the major threats facing Canadian cities?

Eighty per cent of Canadians live in urban areas, and 

two-thirds reside in the country’s 27 census metropol-

itan areas (CMAs) . In terms of economic significance, 

in 2005 the major cities accounted for 51 per cent of 

national gross domestic product (GDP) . Between 1995 

and 2005, 65 per cent of net new jobs created in Canada 

were located in the major cities . 

three enabling conditions for sustainable prosperity in 
Canada’s major cities are: good governance; adequate 
fiscal resources; and far-sighted political leadership .

In analyzing the current conditions and prospects  

of Canada’s urban areas, we identified the country’s 

10 major cities—cities that are drivers of the nation’s 

economy and the biggest in population—and made 

them the focus of our report . They comprise the CMAs 

of Vancouver, Calgary, Edmonton, Regina, Saskatoon, 

Winnipeg, Toronto, Ottawa–Gatineau, Montréal  

and Halifax .

Currently, these cities are caught in fiscal pincers:  

on the one hand, they are bearing the costs of services 

off-loaded by federal and provincial governments over 

the past two decades; on the other, they are acutely 

underfinanced by available sources of revenue . Of total 

government revenue, the federal government receives  

39 per cent, provincial and territorial governments just 

under 50 per cent, and municipal governments less than 

12 per cent . What’s more, the gap in revenues is growing: 

between 2000 and 2004, while federal and provincial/

territorial revenues grew by 17 and 22 per cent respectively, 

revenues collected by municipal governments grew by 

only 14 per cent . Even if municipalities tried to close the 

fiscal gap by raising user fees and property taxes, these 

measures would be insufficient to meet their needs .

the new economy has set in motion a range of social 
problems afflicting Canada’s urban areas .

Much of Canada’s public infrastructure—such as transit 

systems, roads, and water and sewer systems—is at or 

approaching the end of its 40- to 50-year lifespan, and 

must be replaced . While 2003 estimates of the national 

infrastructure gap ranged from $50 billion to $125 bil-

lion, local governments “own” the largest stake in this 

gap, holding over 50 per cent of infrastructure assets  

(as compared with 40 per cent for provincial/territorial 

governments and 10 per cent for the federal government) .

It is vital that local governments invest in infrastructure, 

not just to provide citizens with services and to safe-

guard public health and safety, but also to create the con-

ditions for economic productivity and competitiveness .

Cities around the world are struggling with how to 

adapt their governance systems to the new scale of city-

regions and the realities of globalization . The solutions 

here are not obvious, but it is clear to many observers 

that Canada’s cities are in need of new ways of gov-

erning: different structures for local governments or  

different ways of bringing together stakeholders to 

make change happen .

The new economy has set in motion a range of social 

problems afflicting Canada’s urban areas: the loss of 

secure manufacturing jobs in cities and their replacement 

with low-paying jobs in the retail or hospitality sector; 

displacement of the poor from affordable housing as 

downtowns become gentrified, resulting in concentra-

tions of poverty in inner suburbs; and concentration 

of jobs in wealthy downtowns and rich suburbs, away 

from where the poor can afford to live

 .

 Thus, we have 

concentrations of urban poor with little attachment to 

the labour market

 .
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Furthermore, changes in the economic fortunes of 

immigrants to Canada—who overwhelmingly choose  

to settle in major cities—are worsening the problems  

of urban poverty and underemployment . Immigrants  

in recent decades have enjoyed less economic success 

than previous generations of immigrants to Canada .  

Citizens and leaders must accept that Canada’s  
sustainable prosperity depends on national investment 
and involvement in major cities .

Our urban societies are typically associated with high 

rates of consumption and waste generation . A high con-

centration of urban housing, transportation and business 

produces greater environmental impact (on local air and 

water quality, for example) than that produced by smaller 

rural communities . The pollution produced by urban 

concentration poses environmental problems different  

in nature from the single-point sources of pollution asso-

ciated with natural resource extraction in remote areas .

The decisions cities make in the coming years—about 

development patterns and charges, transportation, utilities 

standards, infrastructure and industrial planning, among 

other things—will have profound effects on their resi-

dents’ health and quality of life . Indirectly, this will 

be a major determinant of cities’ competitiveness in 

attracting investment and talented workers .

From Tokyo and Barcelona to Glasgow and New York 

City, there is a heated race to develop industry clusters; 

form networks among researchers, business and policy-

makers; revitalize historic downtowns and waterfronts 

to attract tourism and culture; regenerate decaying 

neighbourhoods; diversify the industrial base; produce 

highly skilled workers; develop affordable housing to 

retain middle-class workers in urban cores; and build 

integrated mass transit systems . To compete, Canada 

needs to muster the national, provincial and municipal 

willpower and coordination necessary to generate the 

kinds of massive urban projects that major cities else-

where are undertaking . 

mAJor CItIes As A nAtIonAL PrIorIty

Making the success of major cities a national priority  

is a tall order . For that to happen, four sea changes in 

attitude will have to take place:

Canadians must realize that Canada has changed 

from a rural to an urban nation . 

We must recognize the distinctive needs and poten-

tial of Canada’s major cities .

We must understand that helping our major cities 

succeed is a win-win proposition for all Canadians .

Citizens and leaders must accept that Canada’s sus-

tainable prosperity depends on national investment 

and involvement in major cities .

The particularly Canadian approach to funding—“equal 

treatment for all”—is stifling our cities . Chronically 

short of resources and with inadequate powers of gov-

ernance, Canada’s major cities are struggling to fulfill 

their potential as engines of national prosperity . 

Chronically short of resources, Canada’s major cities 
are struggling to fulfill their potential as engines of 
national prosperity .

Furthermore, major cities have distinctive needs . In 

comparison with rural regions and smaller communities, 

the populations of major cities are younger and more 

diverse . Major cities have a much higher proportion of 

immigrants, more single-parent families, more housing 

renters, and more poverty as well as affluence . Conse-

quently, major cities must spend more per capita than 

other municipalities on social services, education and 

immigrant settlement . They face higher per-capita costs 

for specialized police and fire services to serve dense and 

diverse populations; they face higher infrastructure costs 

for hugely expensive mass transit systems and for the 

extra costs of servicing sprawling new suburbs; and they 

bear the costs of providing large cultural facilities that 

only big cities can sustain . Tackling these challenges—

which become more complex and wide-ranging each 

year—cannot be done effectively unless big cities  

and city-regions have the governance capacity to set 

•

•

•

•
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long-term agendas, coordinate policy, and provide input 

into other governments’ policies (such as immigration) 

that vitally affect urban futures .

In short, both the needs and the potential of major cities 

speak to the urgency of moving beyond the notion of 

equality as a per-capita allocation of fiscal resources or  

a one-size-fits-all paradigm of municipal governance . 

Adoption of a principle of equally meeting diverse needs—

and tapping distinctive potentials—would bring greater 

benefits to Canada as a whole than do current approaches .

In a 2006 research study, The Conference Board of 

Canada examined the relationship between the success  

of large and small communities across the country .  

It addressed three questions: Is there evidence that the 

growth of Canada’s cities has positive effects on the 

economic performance of smaller communities? How 

widely do these effects ripple out from hub cities to 

smaller communities? If federal and provincial govern-

ments allocate strategic funding for cities to produce a 

pan-Canadian boost in economic growth across big and 

small communities alike, which cities should be tar-

geted for strategic infusions of funds? 

the success of hub cities boosts the economic  
performance of surrounding smaller communities .

We found a significant and surprising result . As hub cities 

(those that lead economic performance in their province 

or region) grow economically, their success boosts the 

economic performance of surrounding smaller commun-

ities . When we examined nationwide convergence among 

municipalities, we found that convergence is not occurring 

between Calgary (the national leader in GDP per capita) 

and the eight other hub cities (the major cities listed earlier 

except Ottawa–Gatineau); that gap is growing, not shrink-

ing . Although smaller Canadian communities are conver-

ging relatively quickly toward the country’s 27 CMAs as  

a whole, the gap between Calgary and all other municipal-

ities is closing slowly at best . 

The pattern is very different, however, at the provincial 

(or in the case of the Atlantic Provinces, regional) level . 

The real GDP per capita of Halifax and that of other 

communities in the Atlantic Provinces are converging . 

Similarly, in each of the other Canadian provinces, con-

vergence is occurring between the economic growth of 

hub city CMAs and that of smaller cities and commun-

ities in their respective provinces .

The Conference Board found that economic growth in 

each of the nine Canadian hub cities generates an even 

faster rate of economic growth in other communities 

within their province or region . A strong case can be 

made for concentrating national and provincial funds in 

10 major cities: the nine hub cities of Vancouver, Calgary, 

Edmonton, Regina, Saskatoon, Winnipeg, Toronto, 

Montréal and Halifax, plus the nation’s fourth-biggest 

CMA, Ottawa-Gatineau . An increase in resources allo-

cated to these cities would have a substantial impact on 

accelerating economic growth in other communities 

within their respective provinces and regions .  

The Conference Board is suggesting that government 

shift its investment from the typical per-capita approach 

to one based on the distinctive needs of major cities and 

their unique potential to contribute to national prosperity . 

A new approach to investment in cities must be guided 

not just by urgent needs, but also by the principle of 

maximizing the benefits of public dollars spent .

Important policy questions remain: What should new 

funding for major cities be spent on? Recent research 

indicates that cities’ economic performance depends not 

just on business activity per se, but also on the quality-

of-life assets that attract mobile workers and affect cor-

porate decisions on business location and expansion .  

It critically depends on the existence of infrastructure 

adequate to support modern communications, trans-

portation and utilities . The backlog in maintenance  

of existing infrastructure, as well as the need for new 

infrastructure to accommodate growth, imposes a huge 

burden on Canada’s major cities, where infrastructure 

needs are the most extensive and costly .
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What proportion of new funding for cities should be 

concentrated on major cities? While convergence research 

supports strategic funding of major cities as the best 

way to spur economic growth, it does not establish how 

intensively this funding should be concentrated—and 

hence the findings are compatible with strategies that 

allocate resources to other fast-growing cities and towns . 

Smaller cities and towns with exceptional economic 

potential may also require strategic investment .  

Convergence research supports strategic funding of 
major cities as the best way to spur economic growth .

Will a policy of strategic investment in major cities 

benefit every small community in Canada? Helping 

Canada’s big cities reach their potential is a win-win 

proposition for all citizens . Smaller cities and towns—

and indeed the country as a whole—will do best and 

thrive fully when their growth is fuelled by that of  

the country’s major cities .

And who should be responsible for making these invest-

ments? The success of Canada’s major cities is too 

important to national prosperity to be regarded as solely 

a matter of provincial jurisdiction . Despite the Canadian 

Constitution’s treatment of cities as “creatures of the 

provinces,” Ottawa too must act deliberately to advance 

the health of our urban areas .

Cornerstones oF ComPetItIve CItIes

Major cities are complex, messy and wonderfully diverse 

places, but the basic requirements for successful, com-

petitive cities are simple and universal . Four building 

blocks are the cornerstones of a strong foundation for 

success:  

a strong knowledge economy;

connective physical infrastructure linking people, 

goods and ideas;

environmentally sound growth; and 

socially cohesive communities .

•

•

•

•

A stronG knowLedGe eConomy
If Canadian cities are to succeed as linchpins of the 

country’s economic and social prosperity, they must 

be able to attract the business, investment and talented 

workforce characteristic of today’s knowledge econ-

omy . In a global economy oriented toward investment, 

trade, services, knowledge and innovation, we are at 

risk of falling short on all of these fronts . Our share of 

inward foreign direct investment (FDI) is falling behind 

that of our competitor countries at a time when FDI is 

growing rapidly around the world, outpacing growth 

in production and international trade . We are not doing 

enough to develop deeper and more efficient trade inte-

gration with the United States, our largest trading part-

ner; nor are we taking full advantage of the enormous 

potential of other key emerging markets such as China 

and India . Despite the high services profile of Canada’s 

economy, our services exports lag well behind those of 

the global competition . We do well internationally on 

measures of higher education, innovation diffusion and 

high-tech connectivity—but our presence in the global 

knowledge economy is hampered by relatively weak 

performance in business investment in research and 

development (R&D), as well as in commercialization .

of particular concern for an urban economic agenda is 
the fact that the productivity sectors that lag are largely 
urban-based .

Of particular concern for an urban economic agenda 

is the fact that the most productive Canadian sectors 

(resource-based industries, construction, transporta-

tion and motor vehicles) contribute only one-quarter of 

our national GDP . The productivity sectors that lag are 

largely urban-based . They include the services sector, 

information and culture, wholesale and retail trade,  

and various forms of manufacturing .

As the knowledge economy continues to reshape patterns 

of economic production, growing attention is being 

given to the idea that universities, with their advanced 

research capacities, have a key economic role to play in 

cities’ success . Urban universities also have a powerful 

impact on attracting agglomerations of talent, companies 
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and investment . Urban universities draw faculty, admin-

istrators and their families, as well as many students who 

put down roots . High-tech firms and investment are 

attracted in turn by the concentration of skilled talent 

available . Their capacity to attract talent and investment 

make universities central to the productivity of urban 

economies and the development of “clusters” (dense 

agglomerations of companies and associated institutions 

in a common economic field) .

As well as generating spin-off companies, universities 

are extremely important as sources of research for, and 

collaborators with, private sector firms . As of 2004, 

universities performed 38 per cent of all research in 

Canada . Canadian universities conducted over $5 bil-

lion worth of research for the private sector’s innovation 

process in the past decade, with private sector invest-

ments in university research doubling over the last 

seven years . Strikingly, of all the G7 countries, Canada 

has the highest share of private sector R&D investment 

attracted by universities .

their capacity to attract talent and investment make 
universities central to the productivity of urban economies 
and the development of “clusters .”

Collaboration between research and industry is vital to 

the Canadian economy’s capacity to innovate, which the 

Conference Board defines as “a process through which 

economic or social value is extracted from knowledge—

through the creation, diffusion and transformation of 

ideas—to produce new or significantly improved prod-

ucts or processes .” Innovation is a key contributor to high 

economic productivity . The diffusion, transformation and 

application of new knowledge—all important steps in the 

process of innovation—benefit from collaboration among 

partners with scientific expertise, funding and business 

know-how . It is not surprising, therefore, that firms that 

collaborate with partners such as universities do better at 

innovating and reaping revenues from innovation . 

The urban location of universities is central to their role 

in collaboration and innovation, since collaboration most 

often takes place where there is physical proximity among 

the partners involved . While universities’ engagement 

in R&D collaborations with industry should not sup-

plant their primary role as educators of talented human 

capital and producers of engaged, informed citizens, 

R&D collaborations will be an increasingly significant 

element of their contribution to the competitiveness of 

Canada’s cities . Universities also engage in city-building 

through community development and by partnering 

with other institutions to seek local improvements 

through public policy advocacy .

A looming demographic crunch threatens to generate 

labour shortages in Canada and other industrialized 

countries . This is of acute importance for economically 

vibrant cities . Getting enough workers (and the right 

kind) in decades ahead will require a multi-pronged 

approach, beginning with a “new deal” for immigrants . 

In the face of growing competition abroad for talented 

immigrants, Canada must improve immigrant selection 

and processing; implement more comprehensive cre-

dentials recognition; and increase intergovernmental 

and public–private sector coordination to focus immi-

grant selection, improve settlement and integration, and 

ease labour market entry .

A looming demographic crunch that threatens to generate 
labour shortages in Canada and other industrialized 
countries is of acute importance for cities . 

Finally, strong urban economies depend on Canada’s 

ability to emphasize education and skills . With spending 

on public education at risk of being crowded out by other 

priorities, particularly health care, governments must 

give more weight to education funding . 

Our performance in three important interrelated measures—

productivity, the domestic operating environment and 

workforce skills—is not keeping pace with the quality-

of-place assets that our cities boast . Canadian cities con-

sistently perform well in international quality-of-life 

surveys, but their performance lags on more direct eco-

nomic measures, such as urban GDP per capita, the 

presence of global service firms, and innovation . 
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recommendations to Build a strong  
knowledge economy 
The Conference Board of Canada recommends that:

The federal government, in consultation with the 

provinces, major cities and other stakeholders, pre-

pare a national productivity plan to address the gap 

in productivity in those industries and sectors that are 

largely urban-based, taking into account the need to:

improve the domestic operating environment by 

re-examining regulations and other trade barriers, 

and by investing in better transportation and  

border infrastructure; and

improve immigrant selection and recognition  

of credentials to ensure an adequate workforce .

All levels of government collaborate with academic 

institutions and industry to investigate the policy, 

research and education strategies required to drive 

high-value job creation . 

All levels of government work with businesses, 

education institutions and cultural organizations 

to identify and enhance quality-of-life factors that 

make Canada’s major cities attractive for business 

and knowledge workers . 

ConneCtIve PHysICAL InFrAstruCture to LInk 
PeoPLe, Goods And IdeAs  
Successful 21st-century cities depend on linking up 

people, ideas and goods . Regional networks are essen-

tial to the effectiveness of cities as drivers of economic 

growth and centres of social well-being . No modern 

city can thrive without an efficient urban transportation 

system that moves people and goods safely, while mini-

mizing environmental consequences . Yet the challenges 

of urban transportation—congestion, greenhouse gas 

emissions, auto dependency and aging infrastructure—

continue to plague cities and city-regions in Canada . 

Canada has become one of the most urbanized countries 

in the world . Fully 80 per cent of Canadians now live in 

urban centres . Road networks are failing to keep up with 

growing volumes of cars and trucks, and public transit 

systems are struggling to attract riders . As in other regions 

of the world, economic change and immigration flows 

continue to bring new residents to urban areas . 

45 .

–

–
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While the majority of Canada’s population and employ-

ment growth in absolute terms still occurs inside the 

existing urbanized areas, growth is now occurring 

fastest in the parts of the country’s CMAs outside of 

existing urbanized areas . The resulting low residential 

densities and sprawl have major implications for urban 

transportation, the environment, the economy and 

health . Not only are people choosing to live in suburbs 

farther afield, they are also working in suburbs .

Canada’s urban infrastructure needs far exceed the  
capacity of the country’s traditional sources of funds 
and will therefore require new funding sources .

Canada’s cities need regional transportation systems .  

The Greater Vancouver Transportation Authority, also 

known as TransLink, is unique in Canada . It provides 

an integrated approach to managing and operating the 

regional transportation system, including transit, roads, 

transportation demand management and air quality . 

A recent Conference Board report found that in most 

respects, TransLink represents a model of a regional 

governance agency that could be adopted more widely 

in Canada to promote sustainable urban transportation 

systems .

Canada’s urban areas face large public infrastructure 

investment needs for maintenance, renewal and expan-

sion to accommodate growth . Recent estimates of the 

infrastructure gap for Canada as a whole range from  

a low of about $50 billion to a high of $125 billion . 

More specific estimates for urban transit show a need 

for approximately $22 billion between 2004 and 2013 . 

Canada’s urban infrastructure needs far exceed the  

capacity of the country’s traditional sources of funds 

and will therefore require new sources and methods  

of funding .

The provinces and territories have estimated that the 

federal government will have $32 .9 billion of unallo-

cated fuel tax revenue available over the next 10 years, 

and they propose that this be committed to a new 

Strategic Transportation Infrastructure Fund . However, 

Canada’s infrastructure deficit cannot be reduced 
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through government funding alone; road pricing is one 

alternative, as are public–private partnerships, which 

play a significant role in many countries .

In Canada, urban transit differs from other transport 

modes in significant ways . In general, transport policy 

has shifted over recent decades towards deregulation and 

privatization, commercialization and subsidy reduction, 

but urban transit is still delivered mostly by municipal 

agencies and funded mainly through direct subsidies . In 

contrast to other modes of transport, most public transit 

has experienced deteriorating trends in per-capita rider-

ship, productivity and unit operating costs . Improving 

public transportation and making it more attractive must 

have a central place in any strategy to make urban trans-

portation more sustainable .

Not all solutions need to be capital-intensive, however . 

It is sometimes possible to achieve objectives through 

operational improvements (such as giving transit vehicles 

higher priority on roads) . Municipalities (and potential 

funding partners at other levels of government) should 

assess whether proposed large investments in public 

transit can increase ridership, enhance access to poorly 

served populated areas, be coherent with land use plan-

ning, and control costs .

Urban transportation imposes significant detrimental 

effects on the environment, largely attributable to fuel 

consumption . Policy should support short-, medium- and 

long-term measures: improving the energy efficiency of 

trucking by making better use of existing load capacity; 

reducing passenger-vehicle fuel intensity through incen-

tives to purchase lighter, less powerful vehicles; and pro-

moting greater use in public transport of tethered vehicles 

(electrically powered trains, streetcars and electrified 

buses where energy is fed via wire or rail) .

People are interested in more convenient and environ-

mentally friendly transportation alternatives to cars, but 

inter-city rail travel in Canada has long been under-

funded and underdeveloped . High-speed services in  

the Calgary–Edmonton and Québec City–Windsor cor-

ridors must be part of an improved national passenger 

rail system . Even in countries with much higher popula-

tion densities than Canada’s, however, few high-speed 

rail projects are commercially viable without some state 

support for infrastructure or ongoing operation . The level 

of state support for new Canadian high-speed lines should 

be based on feasibility studies that encompass all the 

costs and benefits (both socio-economic and commer-

cial) that would accrue over the life of the project .

Inter-city rail travel in Canada has long been  
underfunded and underdeveloped .

Traffic congestion, a major problem in many urban areas, 

results in lost time and increased energy use, air pollution, 

greenhouse gas emissions and accident risk . It harms 

the competitiveness of urban centres and the national 

economy by delaying the movement of goods and 

people and increasing transportation costs . Measuring 

congestion costs is difficult, but by any estimate they are 

substantial . Instituting disincentives to discourage car 

use (from regulatory measures like parking restrictions 

to pricing measures like user charges) is an essential 

component of a strategy to reduce congestion .

In a world economy dominated by global supply chains 

and international trade, urban goods transport has been 

growing rapidly, and along with it has come increased 

congestion, energy consumption and safety problems . 

As businesses aim to improve the flow of their supply 

chains and optimize their logistics, the transport of urban 

goods has become increasingly integrated with long-haul 

transportation and global supply chains . Efforts are 

underway in some countries to find more sustainable 

solutions using intermodal transport, but requirements 

for just-in-time deliveries make this challenging .

recommendations to Improve urban transportation
The Conference Board of Canada recommends that:

Provincial and municipal governments pursue inte-

grated land use and transportation planning at the 

local and regional levels, aiming to accommodate 

growth through intensification rather than low- 

density sprawl .

Provincial and municipal governments develop  

suitable governance arrangements for urban trans-

portation in areas of multiple jurisdictions .

48 .

49 .
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All levels of government incorporate the improve-

ment of the accessibility and efficiency of airports, 

rail and other methods of inter-city transport into 

infrastructure development plans .

Provincial and municipal governments use a “carrot 

and stick” approach to promote a shift from cars to 

more sustainable modes of transportation:

A sufficiently dense and extensive public transit 

network is a necessary prerequisite .

Disincentives to automobile use—including 

regulatory and road pricing measures—will 

complete the policy framework .

Provincial and municipal governments make greater 

use of alternative sources and methods of funding 

urban transportation .

Provincial and municipal governments and their 

agencies consider low-cost operational and service 

improvements to increase transit ridership and  

efficiency .

Business and all levels of government work together 

to provide incentives for consumers to buy lighter, 

more fuel-efficient vehicles .

Provincial and municipal governments consider pilot 

programs and other incentives to promote higher 

load factors (i .e ., operating trucks at full load cap-

acity) for private and commercial urban trucking .

The federal and provincial governments undertake 

full feasibility studies for high-speed rail transit 

in both the Windsor–Québec City and Calgary–

Edmonton corridors; and quantify the socio-economic 

benefits and costs for each project to determine the 

requisite level of government support . 

The federal and provincial governments work together 

to prepare a national urban transportation strategy 

and consider the recommendations arising from the 

European Conference of Ministers of Transport .

50 .
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envIronmentALLy sound GrowtH: IndustrIAL 
eCoLoGy As An Answer 
More than half of the world’s 6 .3 billion people live in 

urban environments, creating dense concentrations of 

people and economic activity, as well as major sources 

of environmental stress . Cities use only 2 per cent of the 

world’s land but account for roughly 78 per cent of the 

carbon emissions from human activities, 76 per cent of 

industrial wood use, and 60 per cent of the water tapped 

for use by people . Cities are also major contributors to air 

and water pollution as well as overflowing landfill sites 

that in turn cause environmental damage, health problems 

and accelerated climate change . In some places, the natural 

absorption limits of ecosystems are now being tested . 

Cities use only 2 per cent of the world’s land but 
account for roughly 78 per cent of the carbon emissions 
from human activities .

Using ecological principles, the field of industrial ecology 

aims to transform industrial processes from the currently 

dominant open-loop systems (where resources and capital 

investments become waste) to a cyclical, interdependent 

and closed-loop system (where waste products become 

inputs for new processes) . In concrete terms, this means 

making arrangements whereby one company’s waste 

becomes the feedstock for another company . 

Eco-industrial clusters involve economic and environ-

mental interactions between industries in related sectors, 

or industries clustered around an “anchor” facility . This 

is simply an expansion of the industrial clusters concept 

to take into account environmental quality and resource 

conservation . Clustering often results in more efficient 

land use with the co-location of related businesses .

An eco-industrial park is “a community of businesses that 

cooperate with each other and with the local community to 

efficiently share resources (information, materials, water, 

energy, infrastructure and natural habitat) leading to eco-

nomic gains, improvements in environmental quality, 

and equitable enhancement of human resources for the 

business and local community .”  
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Support from governments will be needed to provide 

incentives, regulations, management mechanisms and 

information to create the conditions in which industrial 

ecology can thrive . Leading industrial ecologists have 

identified five types of barriers to the application of 

industrial ecology: technical, information, economic, 

regulatory and motivational . A sixth barrier is institu-

tional resistance to change .

more Canadian cities will need to embrace strategies  
to promote sustainability by putting industrial ecological 
principles into practice . 

Public attention to environmental issues is growing, 

prompting governments to consider ways to manage 

growth so that it is sustainable . Many Canadian cities 

are adopting policies and practices to respond more 

effectively to environmental challenges . Several have 

set goals for becoming eco-communities or sustain-

able communities . More Canadian cities will need to 

embrace strategies to promote sustainability and work 

with other governments and business/industrial partners 

to put industrial ecological principles into practice . 

recommendations to support environmentally  
sound Growth
The Conference Board of Canada recommends that:

All levels of government work with research institu-

tions to undertake extensive research on ways of 

dealing with wastes, including converting wastes  

to inputs for productive processes .

Municipal governments and non-governmental 

organizations (NGOs) work with industry to facili-

tate industry information-sharing on eco-industrial 

networks, clusters and parks .

All levels of government and NGOs raise awareness of 

the economic benefits of industrial ecology to encour-

age greater industry and municipal participation .

The federal and provincial governments review and 

change regulations to support industrial ecology by 

permitting the development and use of by-products 

from wastes .
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All levels of governments use fiscal tools, such as 

charging higher wastewater disposal fees and solid 

waste tipping fees, to support environmentally 

sound practices . 

Municipal governments either provide the appropri-

ate infrastructure and design for industrial parks or 

retrofit them to facilitate the co-sharing of areas and 

the exchanges and transformation of wastes into by-

products .

Businesses consider changes in management and 

leasing policies to accommodate co-use of facilities .

soCIALLy CoHesIve CommunItIes
Cities are most successful when citizens of all socio-

economic backgrounds participate in economic, political, 

social and cultural institutions . A strong social fabric  

is an essential component of economic prosperity . Any 

strategy of sustainable growth for cities must include a 

focus on the standard of living and opportunities avail-

able to lower-income and vulnerable members of society 

living in cities . An emphasis on social cohesion is con-

sistent with the Canadian commitment to social justice . 

City leaders who pay attention to social cohesion and  

to increasing the opportunities for urban residents to 

lead meaningful and productive lives, are likely to see 

improvements in economic growth and governance .

It is clear that the new urban-based knowledge economy, 

together with the loss of well-paying industrial jobs, is 

producing growing income disparities in cities around the 

world in the midst of an economic boom . Canada faces 

significant demographic and labour-force challenges  

and cannot afford to waste any of its human capital . It is 

important—not only for reasons of social justice but also 

to create a well-educated workforce—to pay attention to 

the social dimensions of health, housing, immigrant 

settlement and education . In many Western European 

countries, failure to integrate immigrants is destabilizing 

the economic and social fabric of communities and gen-

erating serious social unrest .

Canada’s cities are relatively successful on measures 

of social sustainability such as quality of life, cost of 

living and housing, education and health care . But 

Canadian cities lag well behind international com-
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petitors on many measures of economic performance . 

Without strong financial resources, our cities will be 

unable to sustain current levels of social achievement .

Many of the issues we have identified as critical to eco-

nomic competitiveness are also important dimensions of 

social cohesion . Efficient urban transportation networks 

are essential for business investment and growth, environ-

mental sustainability, and quality of life . The construc-

tion of integrated mass transit systems across urban 

regions would improve commute times for low-income 

workers who cannot afford cars .

the current system of income security, administered 
through many levels of government, is complex and 
often results in disincentives to work .

The links between housing and economic prosperity are 

clearly established . In the words of a TD Economics 

report, “an inadequate supply of housing can be a major 

impediment to business investment and growth, and 

can influence immigrants’ choices of where to settle .” 

Housing is also, of course, a major parameter of social 

cohesion, since those who have the most difficulty find-

ing affordable housing tend also to be those at risk of 

poverty and other forms of social marginalization .  

Increased investment in education and training belongs 

high on Canada’s economic competitiveness agenda:  

it is key to strengthening the knowledge economy in cit-

ies . Similarly, education and training are vital aspects  

of social cohesion . Lack of access to adequate educa-

tion and training is one of the factors that trap vulner-

able populations in poverty and low-income jobs .

Effectively selecting and processing immigrants, as well as 

recognizing their credentials, is fundamental to aligning 

our country’s human resources with our future labour-

force needs . Getting these policies right, together with 

settlement and integration policies, is also a component 

of social cohesion, since they make all the difference to 

the participation of immigrants in mainstream Canadian 

social, economic and political institutions . Governments 

at all levels must work together with private and non-

profit organizations to help immigrants take their rightful 

places in our communities, to establish businesses, and 

to make the transition to work .

A crucial element in improving the social cohesion of 

Canadian cities is ensuring that working-age adults have 

salaries adequate to live on, or, if they are not employed, 

that they can maintain a decent standard of living and 

take advantage of incentives to move into the work-

force . The current system of income security, adminis-

tered through many levels of government, is complex 

and often results in disincentives to work . It is impera-

tive that Canada reform income policies—soon—to tip 

the incentives in favour of workforce entry, along with 

coordinating efforts to meet the needs of low-income 

adults for affordable housing, child care, health care, 

transportation and skills training . An income supple-

ment program, delivered through the tax system, would 

enhance incentives to work and thereby augment the 

available workforce .

recommendations to Promote social Cohesion
The Conference Board of Canada recommends that:

The federal and provincial governments increase 

their investments in affordable housing in Canada’s  

major cities .

The federal and provincial governments implement 

the recommendations of the Task Force to Modernize 

Income Security for Working Age Adults (MISWAA) 

to improve incentives for working-age adults to 

enter the workforce . 

Lessons From tHe unIted kInGdom 

Britain is at the leading edge in city-building and regener-

ation . Canada can learn from experiments in governance 

in Manchester, Leeds, Glasgow and London . These 

“core cities” are addressing issues relevant to Canadian 

city-regions: money—to fund infrastructure: power—to 

enable these city-regions to compete with their European 

counterparts: tension—between the cities and other local 

councils within the city-region: and inclusion—of dis-

advantaged neighbourhoods in development plans for 

future prosperity . As well, many city governments in 
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the U .K . make exemplary use of creative partnerships 

with civic and business leaders to achieve economic  

and social success .

The experience of core cities in the U .K . suggests five 

lessons that merit attention in the Canadian context:

Partnerships are a blessing and a curse .

London is unique .

A focus on hub cities is warranted .

Leadership matters .

National policies can make a difference .

toronto, vancouver and montréal, as Canada’s  
pre-eminent cities, deserve recognition and  
special attention . 

Governments must tread carefully when establishing 

contractual partnerships with businesses and non- 

governmental organizations . Partnerships are most 

likely to succeed only after significant planning has 

ensured a mutual understanding of the objectives and 

outcomes . 

Just as the U .K . government acknowledges the pre- 

eminent status of London, Canada’s federal and provin-

cial governments should acknowledge Toronto, Vancouver 

and Montréal as Canada’s pre-eminent cities . In their 

unique role as Canada’s economic powerhouses and 

emblems of multiculturalism, they deserve recognition 

and special attention . The federal government should 

explore ways to remove some of the impediments to 

achieving a competitive edge for these gateway cities .

Focusing on the right mix of policies to strengthen what 

the British call “second-tier” cities is essential for regional 

economies . Federal and provincial governments must 

ensure that appropriate policies and funds are directed 

toward second-tier (or hub) cities with a regional reach, 

such as Calgary, Edmonton, Winnipeg, Regina, Saskatoon 

and Halifax . The era of “one-size-fits-all” programs 

must end .

Good local leadership can emerge from within a variety 

of governance systems . In some ways, this is the toughest 

•

•

•

•

•

lesson to learn, as it contradicts the popular notion that 

a “strong mayor” system is crucial to a city’s success .

A final lesson from the U .K . is that a national policy 

focus on major cities is needed to develop an urban 

agenda for sustainable cities within a prosperous Canada . 

A meaningful urban agenda would end one-size-fits-all 

allocation, ensure better collaboration within and among 

all governments, and generate better data on city per-

formance to inform urban public policy .

enABLInG CondItIons

How do the cornerstones of successful cities fit together 

to ensure that Canada’s urban areas achieve their poten-

tial? Three enabling conditions are essential:

effective governance capacity

sufficient fiscal resources

strong political leadership

Together, these conditions create the environment needed 

to propel Canada’s major cities to sustainable prosperity .

eFFeCtIve GovernAnCe CAPACIty
We understand now that urban governance is about more 

than government . It’s about the how, why and who of 

decision-making, including the formal and informal 

roles of local authorities, stakeholders and citizens . 

What is it that enables complex tasks to be managed, 

priorities set and decisions made? How, in a complex 

environment with large numbers and types of actors, 

can a sense of direction be established? 

UNESCO defines urban governance as the processes that 

steer and take into account the various links between 

stakeholders, local authorities and citizens . This involves 

bottom-up and top-down strategies to favour the active 

participation of communities, negotiation among actors, 

transparent decision-making mechanisms, and innova-

tion in urban management policies .

The quality and powers of local government can make a 

big difference in how cities perform . Local governments 

are the key players in urban governance, with their  

capacity to deal with other levels of government and  

to leverage a wide network of business and community 

•

•

•
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leaders . To steer urban policy and deliver effective local 

services, local governments need adequate resources .

There is no ideal model of metropolitan governance .  

A cookie-cutter approach is just as inappropriate for 

urban governance as it is for most place-based public 

policy . Appropriate scale of governance matters . Mechan-

isms, whether formal or informal, are needed to address 

complex problems, which typically cross local boundaries . 

The challenge is to match scale with function . Whatever 

governance model is chosen, certain governance princi-

ples apply: 

Coordination: the structure should be big enough to 

encompass the interests of the city-region, to facilitate 

coordination of key services and to allow costs and 

benefits to be shared fairly across the city-region . 

Efficiency: the structure should allow services to 

be delivered cost-effectively, delivering maximum 

value with available resources .  

Accountability: the structure should be understandable 

and transparent enough to promote public access and 

participation, to facilitate multi-stakeholder involve-

ment and to ensure accountability .

Responsiveness: the structure should be responsive 

to the needs and preferences of local communities . 

This principle becomes increasingly important as 

cities grow bigger and more complex .

Generally, the jurisdictional reach of city governments 

in Canada has a significant impact on two sets of issues . 

The first set comprises issues that spill over the borders 

of individual municipalities, such as environmental con-

cerns related to air and water quality, land use planning 

and transportation in growing metropolitan areas, and 

economic development . The second, more place-centred 

set, includes issues related to the settlement, integration 

and development of human capital . To what extent do our 

city governments have jurisdictional purchase on each 

of these two sets of issues? The answer is: not much .

The complex issues facing Canada’s cities demand 

multijurisdictional responses . The traditional vision of 

“layer-cake federalism”—with each level of govern-

ment having clear and separate responsibilities—is an 

anachronism . Deliberate and constructive entangle-

ment is a more realistic and potentially more fruitful 

approach, bringing together all relevant partners (gov-

ernments as well as NGOs) . The federal government’s 

•

•

•

•

recent interest in cities is a welcome development, and 

it underscores the fact that disengagement with other 

governments is, in fact, not desirable .  

Canadian city governments have relied significantly on 

collective action to gain attention and action at the prov-

incial and federal levels . The second dominant feature 

of the vertical relationship is that most provinces have 

jealously guarded their constitutional responsibility for 

municipal institutions and have, with varying degrees of 

insistence, prohibited direct federal–municipal relations .  

Increasingly, city leaders understand the need to build 

strong and direct relationships with federal and provincial 

counterparts . A number of Canadian cities—Calgary, 

Edmonton, Montréal and Toronto—now have senior staff 

dedicated to intergovernmental relationships . Formal 

engagements between cities, the provinces and the federal 

government typically occur through trilateral agreements; 

some are place-based (Winnipeg, Vancouver), while 

others are sector-based (gas tax sharing) . The increasing 

acceptance of federal-provincial-municipal agreements is 

a positive sign that all governments are willing to confront 

the challenges and opportunities that Canadian cities face .

the traditional vision of “layer-cake federalism” 
—with each level of government having clear and  
separate responsibilities—is an anachronism .

During the past 25 years, urban governance has under-

gone a radical transformation as municipal governments 

have shifted from a “government knows best” approach 

to an inclusive, multi-sectoral system . Municipalities are 

one of the key players, but they increasingly welcome 

opportunities to share policy-making and service delivery 

with business, voluntary organizations and civil society . 

In general, Canada’s big-city governments are intensely 

engaged in urban governance, in its broadest sense . There 

are, of course, differences between cities’ approaches, 

but the trend is clear .

In some cities, the business community is playing a 

leading role, ahead of government, in promoting eco-

nomic development and, perhaps more surprisingly, 

in engaging with the voluntary sector on community 
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development . For instance, the Toronto City Summit 

Alliance produced its Action Plan for Toronto in 2003, 

which galvanized community partners and governments 

to act on problems linked to immigrant employment, 

arts and culture, affordable housing, income security, 

youth and neighbourhood strength . The Toronto Region 

Immigrant Employment Council has inspired similar 

partnerships in Ottawa and Halifax .

the government of Canada is already involved in cities 
through myriad programs with a sweeping range .

The evolution of civil society in Canada is influencing 

the way in which city governments engage with their 

citizens .  Local decision-making must take into account 

the increasing complexity of the organizational landscape 

where different forms of diversity intersect . Institutional 

arrangements with neighbourhoods take different forms 

in cities across Canada . Increasingly, as community 

groups acquire expertise and resources, the boundaries 

between local government structures and community 

structures are becoming blurred .  

In different ways, community councils and organizations 

have the potential to enhance local accountability and 

strengthen local governance by ensuring that:

if properly organized, more citizens participate in 

decisions affecting their daily lives in their neigh-

bourhoods;

if well resourced, neighbourhood and community-

based organizations have the capacity to manage 

local issues; and

if well structured, the municipal government’s burden 

of detailed decision-making is reduced, leaving 

councillors more time to deal with major questions .

These are systems of considerable complexity, where 

issues of support, capacity building, policy innovation 

and funding are constantly intertwined .

Canada’s local governments are mired in an intricate 

web of responsibilities demanding multijurisdictional 

responses and civic partnerships . Constructive entangle-

ment and engagement are critical to solving the current 

and future problems in our major cities . Nevertheless, 

•

•

•

city governments face significant structural difficul-

ties in their efforts to respond to challenges in holistic 

ways . A strong functional culture persists in Canadian 

city governments, driving city managers to staff local 

governments with specialists: engineers, planners, 

social workers, accountants and so on . This is necessary 

because of the significant service role that municipal-

ities play . But the relative scarcity of personnel in our 

city governments who are trained in public adminis-

tration may hinder the breaking down of traditional 

service and professional silos . Little capacity exists to 

develop comprehensive policies linking the diverse  

sectors of city government . 

The government of Canada is already involved in cities 

through myriad programs that have a sweeping range: 

immigrant settlement, skills development, homelessness, 

infrastructure and security . But a national strategy to set 

priorities and link these disparate initiatives is missing . 

A national urban strategy is needed to maximize collab-

oration within and among all governments, set spending 

priorities in cities, coordinate initiatives, and generate 

better data to enable inter-city comparability .

recommendations to strengthen  
City-region Governance 
The Conference Board of Canada recommends that:

Provincial governments and major cities work together 

to find governance solutions to city–regional issues, 

such as regional transportation and land use planning; 

environmental protection and conservation; sewer, 

water and waste management; economic develop-

ment and investment; and social sustainability .

Government, business, academic and community 

leaders in Canada’s major cities pursue multi-sector 

partnerships to find solutions to challenges in their 

cities and create an agenda for action that supports 

sustainable prosperity . 

The federal and provincial governments include major 

cities directly in policy-making on transportation, 

energy, immigrant settlement, research and innova-

tion, housing, public security and other matters that 

affect them .
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The federal government support the establishment 

of a national database on cities, building on the 

expertise available at Statistics Canada .

The federal and provincial governments focus policies 

and programs strategically, recognizing the unique 

needs and contributions of Canada’s major cities .

suFFICIent FIsCAL resourCes 
More and more, municipal governments face increasing 

costs and/or dwindling revenues . Their increasingly peril-

ous financial situation grows out of the cumulative impact 

of the off-loading of federal and provincial responsibil-

ities, rapid growth, shrinking inter-governmental transfers, 

regulated caps on tax increases, and heightened expecta-

tions from their citizens .

In recent decades, the rate of growth in municipalities’ 
revenues has not kept pace with the rate of growth 
enjoyed by other levels of government .

Municipal revenues come predominantly from taxes and 

user fees, with additional monies from grants and transfer 

payments (including payment in lieu of taxes), investments, 

and miscellaneous fees (including licences, amusement 

taxes, permits and fines) . With few exceptions, prov-

inces have limited municipalities’ taxing powers to 

property taxes, which account for the single largest 

source of revenue . Property taxes do not grow, however, 

as the economy grows . Overall, local governments have 

become increasingly reliant on own-source revenue .

In 2004, the Government of Canada stemmed years of 

declining federal transfers with two initiatives under 

the “New Deal for Cities and Communities .” The 

Government committed to rebating the goods and ser-

vices tax (GST) to municipal governments—which will 

amount to a revenue gain of $7 billion over 10 years . 

More significantly, the 2005 federal budget included 

the long-awaited proposal for sharing fuel tax revenue . 

Municipalities will benefit from $5 billion over a five-

year period . Agreements with each province and terri-

tory have been individually prepared, establishing the 

allocation formula to communities on a predominantly 

per-capita basis . In addition, the Minister of State for 
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Infrastructure and Communities announced in June 2005 

an additional $800 million over two years for public 

transit . All of those commitments were superseded  

by the 2006 federal budget, which pledged a total of 

$16 .5 billion for provincial, territorial and municipal 

infrastructure over the next four years .

During the past 15 years, federal and provincial govern-

ments have off-loaded programs and services to local 

government . For example, the federal government has 

handed over part of the maintenance of municipal air-

ports, local ports and harbours, as well as immigration 

settlement . Meanwhile, various provinces have shifted 

additional responsibilities in transit, child care, educa-

tion, social housing, social assistance, ferries, some 

airports, and property tax assessment .

Changing public expectations and economic imperatives 

are also imposing new spending burdens on municipal-

ities . In order to be competitive in the global hunt for 

knowledge workers, cities must respond to increasing 

demands for high-quality services, public amenities and 

efficient infrastructure . Citizens expect a range of com-

munity assets, from libraries and community centres to 

cultural centres and sports facilities . Municipalities today 

take on far more than their traditional responsibilities of 

garbage disposal, snow removal, policing, fire protection 

and road maintenance . They deliver programs to make 

diversity work throughout the community, they manage 

high-cost security concerns to prevent terrorism, and 

they handle a growing array of environmental problems 

related to energy use, waste management and urban 

transportation . Keeping pace in these areas is impera-

tive for the economic health not just of Canada’s cities, 

but of the national economy as a whole . 

The rising cost of urban transportation is a particular 

burden to fast-growing municipalities . More people in 

cities means greater use of, and wear and tear on, city 

infrastructure . Much of our urban transit systems, roads, 

highways, bridges and waterworks are now 30 to 50 years 

old, and their useful life has come, or is coming, to an 

end . Combined with deferred maintenance and renewal 

spending over the past two decades, the result is a huge 

infrastructure spending shortfall that is placing a major 

demand on current and future municipal expenditures .
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In recent decades, the rate of growth in municipalities’ 

revenues has not kept pace with the rate of growth 

enjoyed by other levels of government . Responsibility for 

the lagging growth in municipal revenues lies largely 

with the declining size of transfers to municipalities .  

In 1993, transfers accounted for 25 per cent of local 

governments’ total revenues; in 2004, they accounted 

for just under 16 per cent—an average annual decline 

of nearly 1 .2 per cent . The low revenue growth that 

cities have experienced over these years has hit their pur-

chasing power hard, affecting both the level of services 

cities can offer and their capacity to maintain and renew  

public infrastructure .

Conference Board research shows that the fiscal  
problems of our cities will only worsen under  
status quo fiscal arrangements .

Research by the Conference Board shows that the fiscal 

problems of our cities will only get worse . Under status 

quo fiscal arrangements, cities will lack adequate resources 

to address the infrastructure gap . In the face of rapid 

growth, increasing responsibilities and a growing fiscal 

imbalance, municipalities need access to more revenue . 

Not only do cities need more revenue, but they need the 

right kind of revenue to meet the tests of accountability, 

fairness and transparency . Additional revenue can be 

obtained in four ways:

local governments can make better use of existing 

tools;

provincial governments can authorize new sources 

of revenue;

federal and provincial governments can take back 

unfunded mandates; and (or)

federal and provincial governments can increase 

transfer payments .

Do local governments in Canada have room to raise 

more money from property taxes and user fees? While 

experts generally agree that user fees could and should 

be increased to reflect the true cost of providing services, 

most people acknowledge that there are narrower limits 

to potential increases in property taxes . User fees, how-

•

•

•

•

ever, are commonly set at levels below the marginal 

cost of delivering the service . Underpriced water is a 

typical example: its artificially low price leads to over-

consumption and overinvestment in infrastructure .

Cities need new sources of taxation . Expanding the  

tool kit of taxes available to local governments would 

enable municipalities to break their dependence on 

property taxes and provide the opportunity for local 

solutions . As well, provinces and the federal govern-

ment may need to take back responsibilities for areas 

left unfunded . Some have argued that local govern-

ments should not, in fact, be responsible for income 

redistribution programs such as social housing and 

social assistance . Others contend that since off-loading 

occurred 5 to 10 years ago, our major cities have dem-

onstrated that they are capable of planning and deliver-

ing these services and, indeed, are better positioned to 

respond to local needs . According to this latter view, 

more funding is needed, not fewer responsibilities . One 

way or another, the fiscal imbalance must be fixed .

recommendations to end municipal Fiscal Imbalance 
for major Cities 
The Conference Board of Canada recommends that:

The federal and provincial governments work toward 

ending the municipal fiscal imbalance for major 

cities, potentially through such means as granting 

access to a growth tax, increasing transfers and 

reassuming responsibility for previously off-loaded 

services .

Provincial governments permit a wider variety of tax 

instruments and user fees for municipal governments .

The federal and provincial governments design 

new approaches to municipal funding to permit the 

strategic allocation of funds in line with the distinct 

needs and potential of major cities .

Municipal governments undertake systematic cross-

city research into current municipal service delivery 

costs and spending, with the aim of setting bench-

marks and assessing the cost-savings potentials and 

pitfalls of competitive service delivery models .
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Municipal governments use the fiscal tools available 

to them more effectively, including property taxes, 

user fees and debt loads for capital projects .

ConCLusIons

Canada’s cities rival the country’s natural wealth as 

one of the pillars of sustainable prosperity . Oil and 

gas in the west and diamonds in the north may be our 

most tradable natural resources, but cities in the south 

can be the most enduring gems in Canada’s treasure 

chest .  Worldwide, cities and city-regions are at the core 

of national prosperity agendas, attracting public and 

private investment to make them more livable, more 

competitive and more sustainable . Yet Canada is not 

keeping up .

We have argued that the success of cities should be a 

national priority . Evidence that urban and provincial 

economies converge highlights the strategic position  

of nine hub cities across the country, and it points to  

the need for strategic investment in these cities . We 

hope we have shattered the myth that the Canadian 

way—“one size fits all”—is the best way .

We addressed the challenges facing Canada’s cities and 

city-regions by recommending that we strengthen the 

four cornerstones of sustainability: robust urban know-

ledge economies, up-to-date connective infrastructure, 

healthy environments, and socially inclusive communities .

Three imperatives are critical to achieving Mission 

Possible: Successful Cities . If we get these right, Canada 

will be well on the way to achieving sustainable prosperity:

Make major cities a national priority .

Strengthen the cornerstones of competitive cities . 

Give major cities the power and resources they need 

for success .

mAke mAJor CItIes A nAtIonAL PrIorIty 
In response to growing awareness that successful cities 

are drivers of national prosperity in today’s knowledge-

based economy, federal and provincial governments 
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have recently undertaken initiatives to increase municipal 

revenues and governance powers . Although welcome, 

these initiatives lack a coherent or strategic focus . 

Funding programs are stuck in the “equal treatment 

for all” paradigm and ignore the particular needs of 

our biggest cities . Coordination of policies within and 

among governments is missing; and a long-term vision 

for sustainable cities is not guiding their policy efforts . 

A strategic national policy focus on cities is needed  

to develop a vision for sustainable cities within a pros-

perous Canada and allocate investments accordingly; 

to ensure better collaboration within and among all 

governments; and to generate better data on city per-

formance to inform urban public policy . Citizens and 

governments should embrace a new approach of target-

ing policies and funding programs to the special needs 

of major cities, abandoning a one-size-fits-all approach . 

Research on convergence supports the strategic invest-

ment of funds to maximize the economic growth of 

leading cities . The success of these cities creates spin-

offs for surrounding regions . At the same time, distinct 

policies are needed to help smaller communities with 

declining economic bases, which are unlikely to benefit 

from the convergence effect .

A strategic national policy focus on cities is needed to 
develop a vision for sustainable cities within a prosperous 
Canada and allocate investments accordingly .

Within the constellation of Canada’s major cities, Toronto, 

Vancouver and Montréal stand out for their distinctive con-

tributions to the national economy and equally distinctive 

investment needs . With three-quarters of new immigrants 

settling in one of these three cities, demands are placed on 

local governments to provide settlement services, language 

training and skills development . Sprawling city-region 

growth requires funding for region-wide integrated mass 

transit systems, and these urban centres continue to require 

cultural and educational investments to help them compete 

as “global cities .” All these special features call for cor-

responding levels of special investment .
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strenGtHen tHe Cornerstones  
oF ComPetItIve CItIes
This volume has described four cornerstones of success-

ful cities: a strong knowledge economy, up-to-date con-

nective infrastructure, environmentally sound growth, 

and socially cohesive communities . Globally competitive 

cities focus on reinforcing each of these cornerstones; 

Canada’s cities must do the same . 

Above all, cities need political leaders with the  
fortitude and vision to promote the long-term health  
of the city-region .

This volume makes recommendations that will enable 

Canada’s major cities to achieve national and global  

success . These recommendations span a wide range of 

instruments and approaches: government investments; 

policy, regulatory and taxation adjustments; new business 

practices; and funding options, governance arrangements 

and behavioural changes . Many of these measures call 

for coordinated efforts among multiple actors across gov-

ernments, the private sector and civil society . A compre-

hensive approach to getting the basics right is crucial to 

making it possible for our cities to fulfill their potential . 

GIve mAJor CItIes tHe Power And resourCes 
tHey need For suCCess 
With all the attention paid to the federal–provincial fis-

cal imbalance, city mayors are asking why no one has 

noticed the municipal fiscal imbalance: local govern-

ments face a fiscal crisis stemming from limited revenue 

options and rising expenditures . As well as costs associ-

ated with urban growth, cities have been coping with 

new funding responsibilities associated with programs 

and services that federal and provincial governments 

have off-loaded . And while costs have risen, revenue 

growth has lagged, particularly in comparison with the 

revenue that provincial and federal governments collect . 

Conference Board research shows that the fiscal health 

of our cities will only worsen under status quo conditions 

(i .e ., where property taxes are the dominant revenue 

source) .

The recommendations for enhancing the revenue capacity 

of cities are directed to all governments . City governments 

can do more with the tools they have—but provincial 

governments must make more revenue options available 

to cities . Too much is at stake to allow the current state 

of affairs to continue .

Better urban governance is an equally necessary condi-

tion for building more vibrant and prosperous cities . 

With the diversity of our major cities, there is no single 

best model for urban governance . However, greater 

political autonomy—coupled with more control over 

revenue raising and expenditures—will create a stronger 

platform for success .

stronG LeAdersHIP:  
tHe trAnsFormAtIve InGredIent 
Evidence from at home in Canada and from around the 

world supports strong local leadership as a key to suc-

cessful cities . The complex issues facing today’s city 

leaders are sometimes international in scope (global 

trade, foreign immigration), sometimes national (public 

security), often regional (transportation) and always 

local (parks, housing, garbage) . Managing these issues 

requires “constructive entanglement” with myriad actors . 

City leaders must embrace partnerships to accommodate 

the interests of diverse parties . And as the reach of cities 

extends beyond their boundaries, leaders must forge 

partnerships with other cities .

Strong leadership may sometimes emerge first from 

within the business or community sectors, but political 

leadership from mayors is essential to craft coalitions, 

engage all levels of government and ensure democratic 

accountability . Above all, cities need political leaders 

with the fortitude and vision to support policies that may 

be unpopular in the short term, but that promote the 

long-term health of the city-region . They need leaders 

who are decisive, who are capable of taking firm action 

and who have the negotiating and communication skills 

to get the relevant players and the public onside .

Cities, like businesses, thrive under visionary leadership . 

Municipal leaders must have the appropriate fiscal and gov-

ernance tools for cities to achieve their potential . With these 

tools, leaders will be better able to build self-confident, 

innovative and sustainable cities for the future .



Summary of Recommendations

APPendIx A

reCommendAtIons For steLLAr 
CAnAdIAn PerFormAnCe In tHe  
GLoBAL eConomy

emBrACe ProduCtIvIty And ComPetItIveness
Canadians recognize that economic growth and con-

cern for the physical environment need to be inte-

grated into a single concept of sustainable prosperity:

Adopt metrics that integrate the concept of sus-

tainability into our measurement of economic 

growth and business success .

Improve federal and provincial government align-

ment and efficiency of environmental regulations .

Public and private sectors adopt a Canadian national 

productivity strategy that addresses the key elements 

affecting our productivity performance .

CreAte A sInGLe CAnAdIAn mArket
Governments tackle the vast web of regulatory and 

other non-tariff barriers that currently pervade the 

Canadian economy, and reduce barriers to competi-

tion in specific sectors:

Reinvigorate the removal of barriers to internal 

trade by adopting some of the techniques used  

in international trade negotiations, like binding  

dispute settlement mechanisms and enhanced 

bilateral/regional agreements .

Align, and ideally harmonize, regulatory standards 

and processes among all levels of government .

1 .

–

–

2 .

3 .

–

–

Pursue the big regulatory policy issues, like 

national securities regulation or openness in the 

financial services industry . 

Simplify and shorten the regulatory process and 

improve regulatory coordination, for example, by 

identifying a regulatory “champion” for specific 

projects .

Align Canadian and U .S . regulatory frameworks 

more closely by removing differences in regulatory 

standards and processes where doing so would 

meet the needs of both countries .

Business and governments foster knowledge and 

innovation by implementing the strategy developed 

by the Conference Board’s Leaders’ Roundtable for 

Commercialization, which identified six priority 

areas for businesses and government:

Establish priority areas in which Canada will be 

global best .

Increase corporate investment in strategic training 

and recruitment .

Increase corporate investment in research, 

development and innovation .

Increase international and domestic risk capital 

investment in Canada, and focus on bigger deals .

Expand innovation in industrial supply chains .

Institute an independent national advisory group 

in innovation-based commerce . 

–

–

–

4 .

–

–

–

–

–

–
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Governments reform tax policy in support  

of productivity:

Reduce marginal tax rates on low incomes .

Eliminate capital taxes and reform business  

taxation .

Strengthen the alignment of the Canadian tax 

system across three levels of government .

Provide cities with the tax instruments they  

need to meet their fiscal responsibilities .

Governments, working with the private sector, invest 

in the modernization and coordination of trade trans-

portation and border infrastructure, including security, 

as a national priority .

retHInk tHe workForCe
The federal government implement a new deal for 

immigrants by improving immigrant selection and 

processing, reforming credentials recognition and 

strengthening intergovernmental and public–private 

sector coordination .

Business and governments actively seek to retain 

older workers by adopting more flexible working 

arrangements, changing the mix of financial incen-

tives and modernizing attitudes toward older workers .

Governments establish education funding as a much 

higher national priority and ensure that both univer-

sities and colleges have the financial resources they 

need to meet their respective mandates .

Governments and employers improve the quality of 

the workforce: 

Recognize the importance of innovation within 

the education system .

Expand international educational experiences  

and language skills .

Address the skills gap .

Revitalize our commitment to Aboriginal education .

Enhance immigrant-sensitive education .

Commit to lifelong learning .

5 .

–

–

–

–

6 .

7 .

8 .

9 .

10 .

–

–

–

–

–

–

revItALIze InternAtIonAL Investment And trAde
The federal government pursue a coherent, deliberate 

international trade and investment strategy:

Position Canada as a leader once again in multi-

lateral trade and investment liberalization through 

the World Trade Organization .

Deepen and improve the North American Free 

Trade Agreement . 

Pursue other bilateral and regional trade and 

investment agreements with countries that are 

important to our economic interests .

Ensure that we are not undercut in markets through 

agreements struck by our competitors and partners, 

or through other special arrangements .

Governments recommit to making Canada an 

attractive destination for new productive foreign 

investment by addressing factors that deter foreign 

investors—the regulatory environment, tax com-

petitiveness, the quality of the labour force, and 

constraints at the border—and by bringing greater 

clarity and transparency to the legislation and rules 

governing FDI .

The federal government facilitate outward Canadian 

FDI where there are material benefits to Canada 

through actions that reduce the risk of investing 

outside Canada, like Foreign Investment Protection 

Agreements, and by strengthening facilitation 

of outward FDI through agencies like Export 

Development Canada .

Governments and business promotion organizations 

energize trade in services through an improved 

domestic structural and regulatory environment for 

services, more effective promotion of exports and 

investment for services-producing industries, and 

improved market access for services trade . 

11 .

–

–

–

–

12 .

13 .

14 .
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reFoCus ForeIGn PoLICy PrIorItIes
The federal government advance foreign policy 

along two primary tracks:

Focus on the critical foreign policy relationship 

with the United States .

Give priority treatment to China and other key 

emerging powers . 

Nurturing our relationship with our traditional partners, 

Europe and Japan, is an important secondary track .

The federal government pursue more pragmatic 

multilateralism as a means, not an end in itself:

Work to engage the U .S . in credible multilateral 

initiatives and programs . 

Anticipate the future by working within the G7/8 

to engage the leaders of the emerging world .

Take leadership in selected areas of future global 

risk and insecurity . 

reCommendAtIons For A CAnAdIAn 
resourCes strAteGy For tHe Boom 
And Beyond

renew tHe Forest ProduCts seCtor
Provincial governments allow the sector to close 

uncompetitive mills, but industry must collaborate 

with government and affected communities to make 

the transition .

Governments eliminate interprovincial barriers to the 

movement of logs, reform the timber tenure system, 

and modify taxation and competition policy to sup-

port investments in much larger mills than currently 

exist in Canada .

Governments and industry increase investments in 

research and development to develop new products, 

including biomass energy, biofuels and biochemicals .

Governments provide financial incentives like those 

provided for wind power to expand biomass energy 

in Canada and governments reform energy policies 

so that excess electricity generated from forest bio-

mass can be sold at competitive prices .

15 .

–

–

16 .

–

–

–

17 .

18 .

19 .

20 .

Governments and industry continue the work they 

have initiated to improve air quality in mill towns .

mAke tHe AGrI-Food seCtor more InnovAtIve 
And ComPetItIve

Industry improve value chain management through 

alliances and collaboration that improve efficiencies 

and quality control .

Governments remain vigilant in ensuring food safety 

to protect Canada’s food exports and Canadians, but 

do so without putting undue burden on the sector .

Governments facilitate the protection of the environ-

ment by not only regulating the sector, but also sup-

porting farmers who protect environmental assets 

such as wetlands .

The federal government take a strong stand in 

favour of further trade liberalization in food, and 

that it work with other national governments to pursue 

such an agenda . The suspension of the Doha Round 

of negotiations should not deter the government from 

seeking trade arrangements with other countries .

Boost mInerAL exPLorAtIon to oPen new mInes
Governments support mineral exploration by provid-

ing tax incentives and establishing one set of rules 

and regulations that is coherent and transferable 

across provinces and territories .

Governments provide adequate funding to public 

laboratories and universities for the development 

of the geoscience information that is critical to 

exploration .

Governments and industry assess the cumulative 

environmental effects of new mining activities  

and take appropriate measures to minimize  

environmental impacts .

Industry engage with Aboriginal communities as 

economic and environmental stewardship partners .

21 .

22 .

23 .

24 .

25 .

26 .

27 .

28 .

29 .
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mAke CAnAdA A CLeAn enerGy suPerPower
Industry invest in new energy supply, pipelines, 

electricity transmission infrastructure, and technolo-

gies and processes that minimize environmental 

impacts on watersheds, air and climate .

The federal government work with the provinces/

territories and industry to develop a national energy 

framework of coherent policy principles that inte-

grate energy security, increased trade, improvements 

in air quality and reductions in greenhouse gas 

emissions .

Governments develop and implement comprehensive 

climate change strategies that will significantly reduce 

greenhouse gas emissions and help Canada adapt to 

the effects of climate change .

Governments encourage investments in environ-

mental technologies through effective regulations 

and implementation of emissions trading systems 

and fiscal incentives .

Industry and governments devote more funding to 

research and development to find technological solu-

tions that will reduce emissions from the production 

and consumption of fossil fuels, including the capture 

and safe disposal of greenhouse gas emissions .

Address skILLs sHortAGes
All resource sectors and the federal and provincial/ 

territorial governments provide incentives for skilled 

workers, including immigrants, to relocate to resource 

communities .

The federal government work with Aboriginal  

governments, and in cooperation with industry  

and provincial educational authorities, to improve  

on-reserve education outcomes .

Industry and governments collaborate with Aboriginal 

communities to provide better skills training to 

Aboriginal people .

30 .

31 .

32 .

33 .

34 .

35 .

36 .

37 .

Post-secondary educational institutions collaborate 

with industry to boost apprenticeship and internship 

programs for the resource sectors . Governments will 

need to support the increase in these programs .

Industry, educational institutions and governments 

promote the value of resource-based jobs to youth 

and women, to increase their participation in the 

resource sectors .

Industry and resource-based communities provide a 

healthy and enjoyable work and social environment, 

plus opportunities for learning, in order to retain 

skilled workers in the resource sectors .

ImProve reGuLAtory reGImes For ALL  
resourCe seCtors wHILe ProteCtInG  
PeoPLe And tHe envIronment

Governments eliminate interprovincial regulatory 

barriers, making resource sectors more competitive 

in world markets and providing greater access to 

domestic markets .

All government departments and regulatory agen-

cies implement “smart regulations” that protect the 

environment and the public and that have efficient 

and timely approval processes for new projects, prod-

ucts and technologies . The federal and provincial gov-

ernments should harmonize their regulations . When 

harmonization is not possible, cooperative arrange-

ments should be pursued to eliminate unnecessary 

overlap and duplication of regulatory processes . 

Canadian regulations should be harmonized with 

international standards, wherever feasible .

Governments boost the capacity of the regulatory 

approval processes with adequate technical staff  

and training so that they can keep pace with 

developments in science and technology .

Governments enforce timelines for regulatory and 

environmental approval processes, and impose annual 

performance targets for regulatory bodies .

38 .

39 .

40 .

41 .
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44 .
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reCommendAtIons For suCCessFuL 
CAnAdIAn CItIes 

strenGtHen tHe Cornerstones  
oF ComPetItIve CItIes
recommendations for a strong knowledge economy

The federal government, in consultation with the 

provinces, major cities and other stakeholders, pre-

pare a national productivity plan to address the gap 

in productivity in those industries and sectors that are 

largely urban-based, taking into account the need to:

improve the domestic operating environment by 

re-examining regulations and other trade barriers, 

and by investing in better transportation and bor-

der infrastructure; and

improve immigrant selection and recognition of 

credentials to ensure an adequate workforce .

All levels of government collaborate with academic 

institutions and industry to investigate the policy, 

research and education strategies required to drive 

high-value job creation .

All levels of government work with businesses, 

educational institutions and cultural organizations 

to identify and enhance quality-of-life factors that 

make Canada’s major cities attractive for business 

and knowledge workers .

recommendations for Improving urban transportation
Provincial and municipal governments pursue  

integrated land use and transportation planning at 

the local and regional levels, aiming to accommo-

date growth through intensification rather than  

low-density sprawl .

Provincial and municipal governments develop  

suitable governance arrangements for urban trans-

portation in areas of multiple jurisdictions .

45 .

–

–

46 .

47 .

48 .

49 .

All levels of government incorporate the improve-

ment of the accessibility and efficiency of airports, 

rail and other methods of inter-city transport into 

infrastructure development plans . 

Provincial and municipal governments use a “carrot 

and stick” approach to promote a shift from cars to 

more sustainable modes of transportation:

A sufficiently dense and extensive public transit 

network is a necessary prerequisite .

Disincentives to automobile use—including 

regulatory and road pricing measures—will 

complete the policy framework .

Provincial and municipal governments make greater 

use of alternative sources and methods of funding 

urban transportation .

Provincial and municipal governments and their 

agencies consider low-cost operational and service 

improvements to increase transit ridership and  

efficiency .

Business and all levels of government work together 

to provide incentives for consumers to buy lighter, 

more fuel-efficient vehicles .

Provincial and municipal governments consider 

pilot programs and other incentives to promote 

higher load factors (i .e ., operating trucks at full load 

capacity) for private and commercial urban trucking .

The federal and provincial governments undertake 

full feasibility studies for high-speed rail transit 

in both the Windsor–Québec City and Calgary–

Edmonton corridors; and quantify the socio-economic 

benefits and costs for each project to determine the 

requisite level of government support . 

The federal and provincial governments work together 

to prepare a national urban transportation strategy 

and consider the recommendations arising from the 

European Conference of Ministers of Transport .

50 .

51 .

–

–
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recommendations for environmentally sound Growth
All levels of government work with research insti-

tutions to undertake extensive research on ways 

of dealing with wastes, including ways to convert 

wastes into inputs for productive processes .

Municipal governments and NGOs work with  

industry to facilitate industry information sharing  

on eco-industrial networks, clusters and parks .

All levels of government and NGOs raise awareness 

of the economic benefits of industrial ecology to 

encourage greater industry and municipal participation .

Federal and provincial governments review and 

change regulations to support industrial ecology by 

permitting the development and use of by-products 

created from wastes .

All levels of government use fiscal tools, such as 

charging higher wastewater disposal fees and solid 

waste tipping fees, to support environmentally 

sound practices . 

Municipal governments either provide the appropri-

ate infrastructure and design for industrial parks  

or retrofit them to facilitate the co-sharing of areas 

and the exchanges and transformation of wastes  

into by-products .

Businesses consider changes in management and 

leasing policies to accommodate co-use of facilities .

recommendations for social Cohesion
Provincial and federal governments increase their invest-

ments in affordable housing in Canada’s major cities .

The federal and provincial governments imple-

ment the recommendations of the Task Force to 

Modernize Income Security for Working-Age Adults 

(MISWAA) to improve incentives for working-age 

adults to enter the workforce . 

58 .

59 .

60 .

61 .

62 .

63 .

64 .

65 .

66 .

GIve mAJor CItIes tHe Power And resourCes 
tHey need For suCCess
recommendations for Governance

Provincial governments and major cities work together 

to find governance solutions to city-regional issues, 

such as regional transportation and land use planning; 

environmental protection and conservation; sewer, 

water and waste management; economic develop-

ment and investment; and social sustainability .

Government, business, academic and community 

leaders in Canada’s major cities pursue multi-sector 

partnerships to find solutions to challenges in their 

cities and create an agenda for action that supports 

sustainable prosperity .

The federal and provincial governments include 

major cities directly in policy-making on transpor-

tation, energy, immigrant settlement, research and 

innovation, housing, public security and other mat-

ters that affect them .

The federal government support the establishment 

of a national database on cities, building on the 

expertise available at Statistics Canada .

 Federal and provincial governments focus policies 

and programs strategically, recognizing the unique 

needs and contributions of Canada’s major cities .

recommendations for Fiscal resources
The federal and provincial governments work toward 

ending the municipal fiscal imbalance for major 

cities, potentially through such means as granting 

access to a growth tax, increasing transfers and 

reassuming responsibility for previously off-loaded 

services . 

Provincial governments permit a wider variety of tax 

instruments and user fees for municipal governments . 

67 .

68 .

69 .
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The federal and provincial governments design 

new approaches to municipal funding to permit the 

strategic allocation of funds in line with the distinct 

needs and potential of major cities .

 Municipal governments undertake systematic cross-

city research into current municipal service delivery 

costs and spending, with the aim of setting bench-

marks and assessing the cost-savings potentials and 

pitfalls of competitive service delivery models .

74 .

75 .

 Municipal governments use the fiscal tools available 

to them more effectively, including property taxes, 

user fees and debt loads for capital projects .

76 .
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Course Correction: Advice on Canada’s Future 

Foreign Policy

Death by a Thousand Paper Cuts: The Effect of 

Barriers to Competition on Canadian Productivity 

In Search of a New Equilibrium in the Canada–U .S . 

Relationship

Lost Over the Atlantic? The Canada–EU Trade  

and Investment Relationship

Open for Business? Canada’s Foreign Direct 

Investment Challenge

Opportunity Begins at Home: Enhancing Canadian 

Commercial Services Exports

Performance and Potential 2003–04:  

Defining the Canadian Advantage

Chapter 2—Explaining the Canada–U .S .  

Income Gap: What It Is and Why It Matters

Chapter 3—Understanding the Impact of 

Population Ageing: How It Will Affect the 

Supply of Labour and Health Care Costs

Chapter 4—Revitalizing Canadian Foreign 
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Chapter 5—Assessing Canada’s Fiscal Capacity 

to 2015: Tough Choices Remain
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•
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•

•

•

•

•

•

•
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Performance and Potential 2004–05: How Can 

Canada Prosper in Tomorrow’s World?

Chapter 2—The Canada–U .S . Productivity Gap: 

Deepening Our Understanding

Chapter 3—Canadian Trade: Scenarios and 

Policy Options in an Insecure World

Chapter 4—Foreign Direct Investment:  

Ins, Outs and Implications for Canada 

Chapter 5—Immigration: A New Deal for 

Newcomers

Chapter 6—Canada’s Cities: In Need of a New 

Fiscal Framework

Performance and Potential 2005–06: The World  

and Canada—Trends Reshaping Our Future

Chapter 2—Making Connections: The New 

World of Integrative Trade and Canada

Chapter 3—Pursuing Sustainability: Global 

Commodity Trends and Canada

Chapter 4—Rethinking the Workforce: Aging 

Populations and Canada

Chapter 5—Facing the Risks: Global Security 

Trends and Canada

Sustainability: A Winning Merger of Growth and 

the Environment
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dIALoGue ACtIvItIes 
Bi-National Leaders Roundtable: The Future of 

Canada–U .S . Relations

Canadian Commercial Service Exports Forum

Capturing the Vision Advisory Panel

Commodities Research Advisory Panel

Consultative Forum on Canada’s Role in the World

Countries Research Advisory Panel 

Human Resources Management in Multinational 

Companies: An International Conference on Global 

Value Chains, Employment Practices and Public Policy

Panel on Barriers to Competition 

Urban Research Advisory Panel

Workshop on Enlargement of the European Union

•

•

•

•

•

•

•

•

•
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reseArCH And dIALoGue ACtIvItIes 
Funded By tHe soCIAL sCIenCes  
And HumAnItIes reseArCH CounCIL  
oF CAnAdA

Employment Practices in Canadian Multinational 

Enterprises

The Exchange Rate and Wages:  

How They Affect Capital Investment

The Link Between Economic Growth, Openness  

to Trade and Quality of Life

The NAFTA Effect: Multinational Enterprises  

in Canada

Workshop on International Aviation Policy  
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•

•

•

•

•

Go to www .e-library .ca to see other informative reports that would interest you .
Phone 1-8��-���-00�5 for information on related reports and services .
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