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The setting was Copenhagen in late 2009. The occasion was the UN Climate Change 

Conference, the most hotly anticipated global negotiations in years, featuring over 100 

world leaders, business titans ranging from Richard Branson of Virgin to senior 

executives from Merill Lynch and PepsiCo, and countless other influential global thinkers. 

President Barack Obama even changed his travel schedule to be there. Former British 

Prime Minister Tony Blair, also in attendance, eloquently described the opportunity the 

event symbolized for the global community. Copenhagen, he said, was about making 

sure “everyone is on the train, going in the same direction. Some will be at the front, 

some at the back. Some will pay more than others, but together we are on board for a 

new destination for the global economy."i  

Despite the gravitas of the moment, Canada continued to stake its claim to the cheap 

seats. The conference laid bare the country’s increasingly untenable position. Its 

emission reduction targets of 20 percent by 2020 from 2006 levels, since weakened to 

mirror American targets, were well below those of international peers. Given Canada’s 

failure to meet its Kyoto commitments and its continual reticence to implement domestic 

climate policies, there was skepticism that even these meager targets could be met. 

Once recognized as a constructive model global citizen, Canada is increasingly seen as 

obstructionist on what is becoming a defining international issue. At Copenhagen, the 

nation drew scorn from leading nations and environmentalists alike, and was the recipient 

of the “fossil of the year” award. Its representatives were also humiliated by a well-

publicized prank that faked the announcement of tougher national targets. 

An outsider, unfamiliar with the troubling state of Canadian public affairs, might quite 

rightly ask how Canada is so out of step. At first blush, Canada’s inaction is indeed 

perplexing. As a rich country, abundant in natural resources, with a national mythology 

closely tied to symbols of its natural landscape and a political culture that prides itself on 



 

its progressiveness, moral rectitude and internationalism, climate change would seem to 

be a uniquely appealing issue for Canadians. Moreover, polling suggests that Canadians 

are about as likely as Swedes or Britons to demand more of their governments in 

combating climate change.ii  

In the plainest terms, Canada’s climate inertia can be explained by two factors: the 

country’s status as both major producer and consumer of dirty energies, and the 

dynamics of Canadian economic regionalism and intergovernmental politics. On the first, 

Canada’s severe climate, great distances, and mixed economy simply require 

considerable amounts of energy, for everything from home heating to transportation. 

Canada is also a major producer of natural resources, notably oil and gas, whose 

extraction and processing are highly carbon intensive. The Western oil sands, into which 

investment is flowing at a furious pace, have a particularly large and expanding carbon 

footprint. The result is that the costs of reducing emissions will necessarily be high for 

Canada relative to other nations.  

The second, interrelated factor is more complex. Prior to the current economic downturn, 

strong national growth rates were masking an increasingly stark regional imbalance in the 

economic fortunes and fiscal capacity of the provinces. Energy-producing Western and 

Atlantic provinces thrived, generating windfall energy rents as commodity prices soared. 

At the same time, Ontario and Quebec languished as growth slowed, their manufacturing 

and export industries deteriorated, and job losses mounted. This was partly due to painful 

structural dislocations in certain sectors. But Central Canada’s economic struggles were 

aggravated by the energy boom in other parts of Canada and the outcomes it produced. 

Volatile currency increases hurt export competitiveness, interest rates were raised to 

combat inflation; worker shortages in the West tightened labour markets everywhere, and 

the high energy prices that drove the boom hurt central Canadian firms and consumers. 

The recession has slowed growth and brought commodity prices back to earth, creating 

shared hardship for finance ministers across the country. But it has done nothing to alter 

the fundamental regional tension that has emerged regarding the three interconnected Es 

– economy, energy, and environment. In the broadest sense, Canadian policymakers 

have sought to achieve three objectives simultaneously: the maintenance of a strong 

economy and a relatively equitable economic union, the rapid development of non-

renewable energy resources, and the reduction of carbon emissions in line with the 

global aims. But in the absence of a coherent national strategy, the incongruous interests 

and uncoordinated agendas of federal and provincial governments have resulted in the 

divergence of provincial policy directions and gridlock on national issues. 
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The fractious state of intergovernmental relations has worsened this dysfunction, in 

particular around environmental issues. Even for Canada, where regional grievances 

around the National Energy Program and the Charlottetown Accord resonate decades 

later, the extent of the public hostility between governments on climate change has been 

striking. The well-publicized criticism of Canadian federal emission targets and oil sands 

development by political leaders from Ontario and Quebec during the Copenhagen 

negotiations represented an unprecedented break from the norms of international 

diplomacy. Another recent example was the public sparring between Ottawa and Quebec 

regarding the province’s auto emission standards.  

The complexity and acrimony of the national climate debate has allowed it to be framed 

in oversimplified terms: climate goals versus economic growth; provinces as winners or 

losers. For instance, the federal Environment Minister recently positioned the federal 

policy – modest targets to be pursued only after US action – as a “responsible” approach 

to move “as fast as possible and as far as possible, without killing the economy and 

making the cure worse than the disease.”iii This zero-sum frame has polarized debate 

and precluded genuine attempts at compromise. 

Re-framing the Terms of the Debate 

If Canada is to make a serious attempt to achieve its climate objectives, policymakers 

and the public at large need to come to terms with three critical truths. The first is that 

there is a clear imperative for Canadian governments to act, and the costs of inaction 

could rise quickly. Many argue that for Canada, a wealthy, developed country, and 

among the highest per capita emitters in the world, there is a moral obligation to lead. 

Others see self-preservation as a compelling motivator. The price of inaction could be 

great, whether ecologically from the effects of rising temperatures in a northern nation, or 

economically through border tax adjustments and other direct or indirect costs. 

Nevertheless, no clear consensus exists in the Canadian vox populi; many dispute 

notions of rich-world responsibility and question the reliability of climate research. 

But even those for whom these rationales fail to resonate should recognize that there is a 

strategic economic imperative to act. In his recent State of the Union address, President 

Obama sent a clear signal: “even if you doubt the evidence, providing incentives for 

energy-efficiency and clean energy are the right thing to do for our future because the 

nation that leads the clean energy economy will be the nation that leads the global 

economy.”iv The fate of US climate legislation remains contested, but Obama has clearly 

identified the passage of a comprehensive energy and climate bill as a core priority of his 

presidency. For Canada, the implication is this: the country can simply wait to react when 
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the US does, but the longer Canada waits, the greater the opportunity cost of inaction as 

the global economy shifts towards green technologies and practices. 

The second reality is that the “environment versus economy” frame for the Canadian 

climate debate is a red herring. A well-publicized report commissioned by TD Bank 

recently suggested that the effects of emissions reductions on economic growth would 

actually be far less dramatic than expected. The report, which sought to identify the price 

of meeting federal climate commitments, found that Canada could actually achieve the 

federal targets at a relatively modest cost of 1.5 percent of real Canadian GDP by 2020. 

To put this into perspective, the latest data suggests that, amid the economic downturn, 

Canadian real GDP fell by fully 1.7 percent during the year ending in November 2009.v  

The caveat, however, is that the burden would be borne disproportionately by certain 

provinces and industry sectors. In a scenario where the necessary policies were in place 

to achieve Canada’s targets, GDP growth in Alberta, Saskatchewan and BC would 

decline significantly relative to the status quo, whereas growth would actually be higher in 

Ontario and Manitoba. High-emitting, regionally sensitive sectors like oil and gas, mining, 

and transportation would be most adversely affected; other sectors would benefit.vi The 

conclusion is that achieving Canada’s GHG targets would not necessarily impose a 

calamitous economic cost, but it would require painful structural shifts in the economy 

with the costs falling disproportionately on certain regions. As such, the issue is less the 

aggregate economic costs to Canada than the inequitable distribution of those costs 

across Canada. 

The third reality is then that if Canada is indeed to meaningfully address climate change, 

whether in concert with the US or not, the picking of emission targets and environmental 

policy mechanisms is not the major roadblock. Because there is little hope for emission 

reduction policies if they impose costs inequitably, the real challenge lies in the creation 

of an intergovernmental burden-sharing arrangement. Climate change, in the Canadian 

context, is thus more a matter of federalism than of environmental policy. 

Furthermore, no “climate federalism” debate could occur in isolation. Economic, energy 

and environmental policies are too interdependent and woven through broader regional 

dynamics. Achieving even Canada’s modest targets would require fundamental structural 

economic changes. TD Chief Economist Don Drummond has suggested that this will 

represent “the biggest fiscal shock in Canadian history.”vii Climate policymaking must 

consequently be part of a broader discussion about a reconfigured model of fiscal 

federalism.  
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This sounds daunting, and it no doubt is. But this is a discussion Canada desperately 

needs to have anyway. Ontario’s relative decline in status from “have” to “have-not” 

province is symbolic of the changing regional dynamics of the federation, and has 

significant implications for federal transfer policies, equalization and myriad other 

programs. The employment insurance system is anachronistic, private pensions are 

underfunded, and health spending is increasingly unsustainable as the population ages. 

Even Canada’s trade relations merit debate given the structural weaknesses in the US. In 

short, the climate challenge could help launch a necessary broader discussion about the 

Canadian economic union of the 21st century. 

The Roadmap Towards a 21st Century Economic Union 

The question is then as follows: given the dysfunctional state of the federation, how can 

Canada move towards a reconfigured model of fiscal federalism and economic union that 

will allow it to meet its climate obligations, while ensuring strong and equitable economic 

growth and recognizing that the country will continue to be a significant producer and 

consumer of energy? This section, rather than identifying specific policies, will instead 

propose a process through which Canada can launch the critical discussion needed to 

begin to find an answer. 

First, the national discussion will need to start from the principle that any pan-Canadian 

grand bargain must entail a regionally neutral economic impact. Burden-sharing 

mechanisms would have to compensate provinces that bear a disproportionate per capita 

cost under emission reduction policies, notably Alberta. This prospect might be tough to 

swallow in Ontario and Quebec, provinces that could be expected to assume a larger 

share of the burden. Yet, both provinces have chafed at federal inaction on the 

environment, and this concession could represent the necessary prerequisite to a 

national approach.  

Second, Canada must pursue a more coherent national approach to economic, energy, 

and environmental development. To begin with, this will require a mix of environmental 

policies: a carbon pricing instrument, such as cap-and-trade or carbon tax; industry 

regulation and harmonization in areas like building standards; adaptation measures; and 

investments in clean technologies and processes. Emission reduction policies will need 

to be accompanied by substantial burden-sharing mechanisms, requiring that existing 

intergovernmental transfer mechanisms also be on the negotiating table. Tax and transfer 

policies could be reformed to recycle carbon revenues to impacted provinces or industry 

sectors. Or the equalization program could be redesigned to incorporate emission 

reduction impacts into calculations of provincial fiscal capacity. 
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As part of this burden-sharing arrangement, these direct means of transfer could be 

complimented by other indirect forms of collaboration or co-investment in industrial or 

energy policy. These could benefit specific regions, while also improving economic 

efficiency nationally. For instance, in the capital-intensive oil and gas sector, national 

financing strategies to support the development of Western refining capacity could allow 

energy producers and provincial treasurers to unlock added value that presently flows 

across the US border. Partnering to invest in green technologies and innovations such as 

carbon sequestration, or the development of transportation and electricity transmission 

infrastructure, could offer other opportunities that could present regional benefits. 

This discussion could open the door to other substantive national policy questions in the 

intergovernmental realm. Are federal health and social transfers sustainable and efficient, 

or should a rebalancing of responsibilities and tax room be considered? Is a more 

integrated approach to labour force and income security programs needed, involving a 

rethink of employment insurance, immigration and pension policies? Or should Bank of 

Canada monetary policy continue to focus solely on inflation-targeting, given the 

variability of regional economic interests and the influence of commodity prices on the 

Canadian currency? 

Third, launching this complex discussion will require that it be distanced from the 

rancorous political sphere, at least in its early stages. For any proposal to stand a chance 

of gaining traction, it must be perceived as bearing legitimacy. Its authors must have 

profile and broad ranging policy expertise, be representative of diverse and regionally 

sensitive interests, while also being seen as free of partisan attachments. No existing 

forum or institutional mechanism in Canada would appear to satisfy these criteria. 

As is often the case, looking to the past can provide direction for the future. In the early 

autumn of 1982, Donald MacDonald was asked by the Trudeau government to chair a 

Royal Commission with the daunting task of addressing “the unfinished subject of the 

economic union.” Three years later, the MacDonald Commission released a report that 

included ambitious recommendations, informed by extensive discussions with 

Canadians, expert analysis and volumes of high quality research. The report is 

remembered most for its endorsement of Canada-US free trade. The bold proposal from 

Chair MacDonald, a former Liberal Finance Minister, was embraced by Conservative 

Prime Minister Mulroney. Two decades on, it is clear that the pursuit of the Free Trade 

Agreement represented a seminal economic and attitudinal shift for Canada.  

In a recent report commemorating the 20th anniversary of the Commission, MacDonald 

described the rationale for its launch in the following passage:  
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The government decided to constitute a commission with broad terms of 

reference, to be conducted by a group representative not only of the 

geographical interests of the country, but also different functional interests, 

including political parties. Its objective was to be an examination of where 

Canadians were going as a nation, as well the great events that were going to 

shape the world around them.viii 

A generation later, Canada finds itself in the same position—in need of transformative 

ideas about the role of the state in the economy and Canada’s place in the world, and 

requiring a mechanism to generate those ideas that can be recognized as authoritative, 

representative, and non-partisan. 

What this report proposes is the establishment of a new Royal Commission to examine 

and address the challenges and opportunities of the Canadian economic union in the 21st 

century. The mandate of this Commission would be more focused than MacDonald, and 

the timelines tighter. Composed as a non-partisan, expert group, hailing from all parts of 

the country and representing different sectors of society and industry, the Commission’s 

objective would be to develop an implementable proposal for a national policy that can 

enable Canada to achieve its climate targets with a regionally neutral economic impact. 

The Commission would be expected to report to the federal and provincial/territorial 

governments within one year with a proposal that would become the basis for 

intergovernmental negotiations.  

The logistics of such negotiations would be extremely complex. In anticipation of the 

report, governance mechanisms would have to be put in place. Meetings would have to 

be convened and provincial negotiators identified. Federal and provincial working groups 

of cabinet ministers and senior staff would have to be composed to coordinate decision-

making and implementation. Yet, it is worth noting that much of this intergovernmental 

institutional infrastructure is already in place, whether to manage transfer payments, tax 

administration or initiatives such as the Agreement on Internal Trade.  

The real challenge will be cultural rather than logistical. As with Free Trade a generation 

ago, political leaders, public officials, interest groups, and citizens must be willing to put 

aside the acrimony and cynicism and take a leap of faith—agreeing to enter into these 

discussions with an open mind, a conciliatory attitude, and the best interests of the nation 

at heart. 
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Conclusion 

Many will read this proposal and conclude that, given Canada’s recent history, it 

represents a hopelessly naïve approach that would never stand a chance amid the 

corrosive politics and regional grievances that plague the country. They could well be 

right. Admittedly, it has been crafted with two thoroughly optimistic beliefs in mind. The 

first is that Canada, as a mature, wealthy liberal-democracy, can effectively if imperfectly 

find workable resolutions to domestic challenges and play a meaningful role in the world. 

The second is that in addressing issues of vital importance to the future prosperity of 

Canadians and the sustainability of the federation, a collaborative approach is preferable 

to the alternative—the unilateral imposition of federal policies, in a piecemeal fashion, at 

a cost of greater inefficiency and divisiveness. If these beliefs prove mistaken, Canadians 

could find themselves sullenly sitting in the back row as the rest of the world leaves them 

behind. 
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